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From the Editor 

We at Executive Intelligence Review have ushered in the New Year 

with an in-depth investigation of a plot to run both sides of a 
bloodbath in Central America for the purpose of embroiling Ronald 
Reagan in a conflict he can't win. At stake is the future of Mexican­

American relations and the entire foreign policy of the Reagan 
administration. 

By surrounding Reagan with a red-hot "final offensive" by leftist 

guerrilla forces in EI Salvador before inauguration day, the perpetra­

tors of this entrapment scheme hope Reagan will be dumb enough to 
fall, according to profile, into an "anticommunist" mode culminating 
in direct U.S. military intervention on behalf of the current military 
junta. 

The trick is that both the present junta-the commanders of the 
death squads responsible for the murder of three American nun� last 
month-and the left-wing guerrilla opposition are deployed by the 

same "mother" -the "Society of Jesus" and the international black 
oligarchy that has run the Jesuit order as an intelligence arm for 
hundreds of years. 

Complicit in this operation along with the Jesuit theology of 

liberation movement are the leaders of the Socialist International, the 
Cuban government, the KGB Soviet intelligence agency, Jesuit-con­

trolled elements of the Christian Democracy, and the KGB-infested 
Heritage Foundation. . 

This week's Special Report provides the proof and the background 
on this Central American scenario, and the role of National Security 
Adviser-designate Richard Allen in the entrapment of President-elect 
Reagan. 
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The BIS makes a 
1981 power grab 
by David Goldman 

It is misleading to draw historical analogies for the sort 
of world turning-point that 1 98 1  promises, but it is 
almost impossible to avoid referring back a half-century 
to 1 93 1 , the year of the collapse of the pound sterl ing ,  the 
financial ruin of  Germ any , and the Standstill Committee 
of Germany's creditors-which, as French economist 
Jacques Rueff insisted, erected the Nazi economic struc­
ture before Hitler took power . As then, both the mone­
tary authorities and governments of the major industrial 
countries, as well as corporations and individuals, are so 
preoccupied with which direction the financial system 
will tumble from its razor' s-edge positi on that they are 
completely blind to the real dynamic of events: how their 
fears and perceptions are employed to push them toward 
making decisions which they otherwise abhor .  

That is  the  case with the  West Germ an Bundesbank's  
announcement in the last  week of  1 980 that it would 
freeze further issuance of Germ an m ark-denomin ated 
credits to foreign borrowers (see International Credit) . 
U nreported in the American financial press, the decision 
severs one of  the few bonds that have held the world 
financial system together since the 1 974 oil crisis .  

It  also explains a great deal about the current state of 
the markets : the lowering o f  interest rates,  as the Times 

of London signaled in a Dec. 23  editorial, is part of a 
package deal worked out between the Federal Reserve, 
the German B u ndesbank , and the Bank of Japan through 
the mediation of  the Bank for I nternational Settlements 
in Basel . In  return for cutting off the last independent 
source of major financing for the developing co untries, 
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the Bundesbank has been offered a lowering of dollar 
interest rates s ufficient to remove pressure from the mark 
and the German domestic economy. 

The questions ahead 
This does not mean that dollar interest rates have 

peaked . In early September we predicted an "interest­
rate disaster" based on fundamental economic consid­
erations . No predictions can be made now. Will the 
average price of OPEC oil follow the radicals' price up 
to $4 1 per barrel? Will the Federal Reserve demand that 
banks cut back o n  lending no matter what the domestic 
A merican demand? How will the fall in commodity 
prices a ffect loan demand on the Eurodollar market on 
the part of countries whose export income depends on 
these prices? What will Ronald Reagan do about a 
federal budget deficit that could exceed $60 billion this 
year? Plug in different sets of  assumptions,  and you 
com e  out virtually anywhere between Bear, Stearns view 
that rates will start rising again shortly, and Harris  
Trust's prediction that the p rime wil l  fall to 12 percent by 
the end o f this year. 

The list of uncertainty factors indicates what is at 
stake this year, namely control over the world m onetary 
system . The German capitulation is of incalculable 
significance. Between 1 976 and the present, Germany's  
foreign lending, directly and through support of France 
and other European Community members, held big 

, 
chunks o f  the world economy together . The German-
dominated Luxembo urg lending market financed a 
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The Bank for International 
Settlements headquarters. 

margin of world trade expansion that was rejected by 
the New York and London market and by the Interna­
tional M onetary Fund. 

Luxem bourg became moribund as a financial center 
when the J uly 1 979 rise in oil prices fi nally broke the 
back of  the West German payment s urplus.  Between 
then and the present, Germany financed its foreign 
lending either by borrowing from OPEC countries­
making its currency system the intermediary for re­
lending oil money to oil-deficit countries-or by print­
ing money . Hence the weakn ess of the West German 
mark. The mark has gradually been forced into a 
position comparable to that o f  the U . S .  dollar, extended 
internationally to cover for an insupportable interna­
tional debt structure . 

As we report elsewhere in this secti on, the question 
was finally put to the Bundesbank at a private gathering 
of the Hamb urg Conference on Oct . 24, then worked 
out operationally, according to Federal Reserve Gov­
ernor Henry C.  Wallich, at the Bank for International 
Settlements : yield the international financial  arena to 
the supranational control over the BIS in  return for a 
momentary respite on interest rates. At this time,  the 
Wall Street Journal ran an otherwise incongruous lead 
article under Richard J annsen's  byline mooting the 
growing power of the Bank for International Settle­
ments at the expense of even the floundering Interna­
tional Monetary Fund. 

Once before, the BIS emerged as the dominant 
arbiter in world financial affairs, fol lowing the 1 93 1 
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blowout. At the point that the pound sterling could no 
longer function as the world' s m ajor lending currency 
and the dollar co uld not replace it-because the Federal 
Reserve had directed dollar international lending to 
support the weakened pound during the previous dec­
ade-the world credit system ceased to function.  The 
German and Austrian financial crises , marked by the 
K reditanstalt b an kruptcy, toppled the structure of 
short-term borrowing on which Germany had depended 
since 1 924.  The Bank for I nternational Settlements, 
created in  1 92 8  to administer Young Plan fun ds, became 
the m ediator after international payments broke down, 
supervising the German payments m oratorium through 
the central banks' Standstill  Committee. 

Whether the de jure bankruptcy of  the American 
dollar, the inability of developing n ations to close a 
more than $ 1 00 billion 1 9 8 1 payments deficit, and the 
inability of other Western economies to function with 
$35  per barrel oil  will produce a similar payments 
breakdown is not the most important question .  No such 
events are i nevitable . I n  1 93 1 ,  the payments breakdown 
occurred because the Warburg-Ied consortium of Ger­
m any's s hort-term creditors decided to provoke it. The 
BI S gang employed the threat o f  such a payments 
breakdown to force all participants to negotiate on their 
terms.  

To outgoing BIS President Jelle Zjylstra, the former 
D utch central banker, or  Gustav Schleiminger, the new 
chief executive of the institution,  whether a crisis actual­
ly occurs or  not is immateria l .  If all national govern­
ments accept the principle (proposed by Federal Reserve 
Governor Wallich) that all currency-market interven­
tions m ust be treated by the same m onetarist criteria as 
provision of credit to domestic economies, the "central 
bank for central banks" will h ave carried off a coup 
coup d'etat over world fi nancial affairs .  If  the type of 
shock therapy that Paul Warburg's International Dis­
count Bank and Schroeders Bank of London adminis­
tered to Germany in 1 93 1 appears necessary to achieve 
the same result, prepare for real storms on the currency 
and credit markets . 

At bottom,  the B I S  represents  the residual power of  
the  o ld  Venetian, Genoese, and l ater Dutch and British 
fin anciers who ran world finance in  their own name 
three centuries ago . These are families who believe that 
industrial republics and their governments come and 
go, b ut that their  power remains eternal . The summer 
home of  the B I S  staff is at the Villa Santa Colomba of  
the  Siena-based M o nte dei  Paschi Bank,  where an 
annual economics conference prepares d ocuments that 
used to be considered obsc\lre; the brains of the BIS 
operations, including Alexandre de Lamfalussy, the BIS 
staff director, and central bankers l ike Giovanni M ag­
nifico and Rinaldo Ossola of the Banca d' Italia and 
Jelle Zjylstra of the Bank of the Netherlands have been 
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publishing the scenario described above for some years . 
These men now feel confident that they have sup­

pressed what the London Economist called "insurgent 
European nationalism," that is,  the internati o nal devel­
opment perspective centered on the European M onetary 
System and the projected European M o netary Fund.  
Should the German departure fro m  international lend­
ing remain in force, the world trade expansion perspec­
tive embodied in the EM F will be in the gravest 
jeopardy . Short of the most astute possible actions fro m  
what is n o w  a confused and heterogeneous American 
administration,  the world would fall back into the pit of 
193 1 . 

Henry Wallich: 
central banks aren't 
rnonetllistenough 

From a Dec. 30 interview with Federal Reserve Governor 
Henry Wallich. provided to EIR. The Hamburg Confer­

ence. as elaborated in our International Credit column. is a 
group of60 international economists that met Oct. 24. 

Q: Did the Hamburg Conference discuss the pending 
German capital controls declaration? 
A: The con ference theme was "In Search of  Stability and 
Development in an U nbalanced World," and in that 
regard we discussed the need on a world scale to control 
the excess creation of  credit, and to cut back reserve 
growth in the Eurocurrency markets . There has been a 
tremendous amount of excess expansion of world credit, 
both domestically in the industrial nations and interna­
tionally in the Euromarkets, and the central b anks must 
get control over the process and scale it  back; the U . S .  
a n d  all Western countries need t o  pull back sharply o n  
international lending. 

Q: Do you see any early implementation of your propos-

6 Economics 

al for placing reserve requirements on the Euromarkets? 
A: No, that is very much o n  the back burner, but the 
central banks do agree on the basic principles of mone­
tarism-that we m ust cut excess reserve growth interna­
tionally. We noted that Germany' s problem is deutsche­
marks being created abroad by German and other banks, 
outside the control o f  the central bank, which has led to 
a long-term account deficit . The Bundesbank wants to 
get a hand in every syndication done by any bank, 
German or not, involving marks, and has announced it 
wants all D M  bond issues and loan syndications to have 
German participants for this reason .  

B ut this has not stopped a n  extensive capital outflow 
on the long-term lending account; they have had a 
tremendous borrowing out of German banks by Nordic, 
Third World, and other countries . . . . But recently . . .  
due to rising oil  prices,  they began having to finance 
both a long-term and a short-term capital outflow. They 
then had two choices: they could co ntinue to finance 
both deficits by borrowing from OPEC, as they had been 
doing extensively, or they would h ave to restrict capital 
outflows . The Saudis and the other OPEC countries, 
however, did not provide enough fun ding to keep the 
deutschemark from growing very weak,  as  far as the 
foreign exchange markets went .  So the option was taken 
to restrict capital outflows.  

Q: This was a surprising step , wasn't it? Who at the 
Bun desban k was responsible? 
A: The man responsible for this indeed radical new 
departure was one of our H amburg [Conference] mem­
bers, Bundesbank Deputy Governor Helmut Schlesin­
ger . Of course, we have several members from the Bun­
desbank,  which funds our conference, who were also 
involved-Herr Gieske, for example . 

Q: What about your proposal that central banks limit 
foreign-exchange intervention to fixed growth rates, just 
as monetarism limits central-bank credit creation? 
A: Yes, we discussed thi� at length;  the idea is to get 
central banks-governments-out of  the foreign capital 
markets . Whenever governments intervene, they are in 
effect creating new reserves,  which leads to inflationary 
expansion of credit and distorts the m arkets. The idea is 
to fix an intervention quota and then intervene no more, 
no matter what the exchange rates do. This is akin to 
ignoring interest rates and focusing on monetary aggre­
gate targets .  In fact, Steve M orris, the OECD chief 
economist, who is also a member of our Hamburg group, 
is  studying an identical proposal very carefully; he thinks 
the entire OECD should implement it jointly . 

But you know that this Hamburg Conference is all 
really very professorial .  . . . The real center for these 
policy discussions and for policy implementation is at 
Basel, at the Bank for International Settlements . 
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InternationalCredit by Renee Sigerson 

The specter of the 1930s 

West Germany has imposed foreign capital controls, drafted by 
the same men who blocked the mark before. 

The West German central bank, 
or Bundesbank, announced Dec. 23 
that it has obtained from German 
banks a "gentlemen' s agreement" 
to halt all medium- and long-term 
loans of four years' maturity and 
over to foreign nations,  especially 
the Third World.  This ban on  for­
eign lending, which amounts to for­
eign capital controls, will last until 
March 1 98 1 ,  when it may be re­
newed again.  

The action, which has never 
been resorted to by any postwar 
German government, is authored 
by the same financiers who imposed 
capital and foreign exchange con­
trols on Germany in the 1 930s: M .  
M .  Warburg and Company of 
Hamburg and i ts  financial partners 
in the Italian and British oligarchy, 
the ancient M onte dei Paschi B ank 
of Siena, and the City of London. 

The B undesbank' s Dec . 23  
move amounts to  foreign-exchange 
controls; the excuse is that the mark 
is under heavy attack, as rocketing 
oil  prices induce a severe German 
foreign deficit. The Warburgs ar­
gue, as in 1 933 when M ax Warburg 
had Reichsbank chief Hj almar 
Schacht impose exchange controls,  
that to strengthen the mark , Ger­
many must slash domestic credit 
and pull marks abroad back home. 

The West German capital con­
trols were developed at the Oct . 24 
meeting of the Hamburg Interna­
tional M onetary Conference of 60 
German, Italian, Br itish, and 
American monetary economists, 
according to U :S. Federal Reserve 
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Governor Henry Wallich. The 
Hamburg group was founded in  
1 967 a t  the M o nte dei Paschi' s Bo­
logna, Italy villa. 

"We discussed the need on a 
world scale to control the excess 
creation of international credit, and 
to cut back growth in the Euro­
currency markets," s aid Wal lich 
(see page 6). "The U . S . ,  and all 
Western countries need to pull back 
on international lending sharply . 

"We noted that Germany's 
problem is deutschemarks being 
created abroad by German and 
other banks,  which has led to a 
long-term outflow deficit .  As Ger­
many's current deficit widened with 
rising oil prices, they had two 
choices: they would continue to fi­
nance both deficits by borrowing 
from OPEC, or restrict capital out­
flows . The Saudis did not provide 
enough, and the option  to restrict 
outflows was taken . 

"The man responsible for this 
radical new departure was one of 
our Hamburg members , Bundes­
bank Deputy Governor Helmut 
Schlesinger. " 

The Hamburg group today is 
nominally a U . S .-German organi­
zation, sponsored by two famous 
German think tanks, the H amburg 
Weltwirtschafts Archiv and the In­
stitut fUr Wirtschaftsforschung, 
which do most of the Bonn govern­
ment's economic planning , and by 
Claremont, Cal ifornia Graduate 
School Professor Randall H in­
shaw, who first organized the 
gro up as a Bologna fellow. 

More interestingly, the confer­
ence is funded by M .  M. Warburg 
and Brinckmann Wirtz and Com­
pany . Eric M. Warburg , the bank's  
chairman,  sits on the conference 
advisory committee . B ehind War­
burg are his Italian and British sen­
IOrs. 

Conference members include 
Giovanni Magnifico, top economic 
counselor to the Bank of Italy, and 
Tomasso Padoa-Schioppa, director 
for economic affairs of the Europe­
an Commission .  From B ritain 
come Lord Robbins, chairman of 
the London School of  Economics, 
Lord Kaldor of the British Excheq­
uer, and Christopher McMahon, 
deputy governor of the Bank of 
England. 

I t  is  the secret Mont Pelerin So­
ciety, and its spinoff, the Siena 
Group, however, that really contro l 
the Hamburg Conference. Mont 
Pelerin is the international umbrel­
la organization of economists in the 
Anglo-Italian tradition of monetar­
ism, founded in 1 947 by Friedrich 
von Hayek, economist to the Haps­
burg nobility, whose finances are 
run by Genoa and Siena banking . 

Mont Pelerin ,  whose leading 
U .S .  member is Milton Friedman, 
has advocated world financial au­
tarchy since the war, calling upon 
the United States, Germany, and 
others to impose foreign and do­
mestic capital controls ,  form re­
gional currency blocs, and pull out 
of world markets for "stability ."  Its 
Siena Group meets yearly at Monte 
dei Paschi's Siena vil la .  

The Hamburg Conference in­
cludes more than 10 Mont Pelerin­
Siena members, led by M agnifico , 
Robert Triffin of the University of  
Louvain, and  Armin Gutowski ,  
head of the Hamburg Weltwirt­
schafts Archiv . 
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Domestic Credit by Richard Freeman 

When the economy snaps, let go 

Without action from the new administration, there's 
no real interest-rate relief in sight. 

Rates wil l not come down by any 
sizeable amount until there is news 
that the economy is  showing weak­
ness . I think that the 2 1 . 5 percent 
prime and an 1 8  percent Treasury 
bill rate are the peaks .  

"But for the first three t o  four 
weeks in January ,  I think that we'll 
see rates go up and down until we 
know that the economy is heading 
dOWilward. Then rates will fal l ."  

With that comment on  Dec. 30, 
Ben Laden, economist with the T. 
Rowe Price investment house, cut 
across much of the fluff now being 
debated in the financial press on 
"whether interest rates have finan­
ally peaked ." Until the economy 
shows that it is buckling, Federal 
Reserve Board chairman Paul 
Volcker will not let up on interest 
rate levels. The prime may drop. 
But more likely, Volcker will hold 
the prime at a level of 1 8  percent or 
higher, which is suff iciently high to 
strangle economic activity.  Once 
the patient-in this case, the econo­
my-begins to slump over in its 
chair, Volcker will perhaps ease o ff 
on interest rates, but very slowly. 

However, it is to be emphasized 
that the rate of U .S .  industrial cred­
it demand is sufficiently high that 
Volcker could send interest rates 
higher before they go lower . For 
example, on Dec.  29, the large New 
York banks, led by Chemical Bank,  
took the prime down from 2 1 . 5 to  
20.5 percent, while federal funds 
traded in the middle of the day at 
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1 7 . 5  percent. 
The credit markets were ecstat­

ic .  "Treasury Bi ll Rates Off Sharp­
ly" read the lead story of the New 
York Times business section Dec. 
30 .  

B ut within 24 hours ,  the eu­
phoria wore o ff. V olcker moved 
back into the market, pushing the 
federal funds rate to 20.5 percent on 
Dec. 30 and letting it close at 22 
percent .  The morning of the same 
day, Morgan Guaranty Trust de­
cided to raise its broker loan rate to 
20.5 percent, up 0.5 percent. 

The message is that despite the 
fact that the Federal Reserve is suc­
ceeding in contracting the amount 
of new reserves placed into the sys­
tem, there is no way i t  can stop the 
amount of business borrowing at 
commercial banks.  Commerce and 
industry loans have grown at  a 
whopping 20 percent rate since Oct. 
I. While the Fed has been crimping 
reserves going into the banking sys­
tem, it has also directed,  in an inter­
nal memo, many of the large banks 
to bring funds back into the United 
States from Europe, .in order to 
control the domestic money supply . 

This has had the effect of pro­
viding banks with funds to lend to 
corporations .  These credit-starved 
businesses are desperate for money 
to keep themselves afloat, and are 
now forced to borrow at the record 
interest rates . 

So strong is the credit dem and 
that the Federal Reserve is now 

resorting to other contractive 
means, including slapping "volun­
tary credit controls" onto the econ­
omy . According to one Fed official, 
"Volcker is circulating inside the 
Federal Reserve system a letter we 
call the M artin-Burns  letter." The 
source continued, "This is a version 
of the letters that two former Fed 
chairmen, William McChesney 
Martin and Arthur B urns,  sent out 
to the banks asking them to control 
credit allocations.  We are trying to 
get compliance with the letter ." 

After B urns sent o ut his letter in 
August 1 974, the ban ks pulled in  
credit, and the United States went 
into the worst industrial tailspin 
since the 1 930s depression.  

This would be Volcker ' s  inten­
tion .  If he finds that the "voluntary 
controls" do not have their  effect 
through the first few weeks of Janu­
ary , then Volcker will push rates 
back up again. 

Otherwise, in the meantime, he 
will keep rates up around the 1 8  to 
20 percent level . 

This is precisely the point em­
phasized by T .  Rowe Price's Ben 
Laden . "Anyone p utting their 
money into the market would have 
to be prepared to see rates go up 
and down,"  Rowe stated . 

The single positive way out of 
the perspective of months-long 
high interest rates until the econo­
my snaps is an intervention by Pres­
ident-elect Ronald Reagan to force 
Volcker to back down. "We have 
felt that interest rates would remain 
high ," stated Smith B arney broker­
age house analyst Michael Dahood 
Dec .  29 .  

"We continue to hold that be­
lief," he continues, "although with 
somewhat less conviction,  because 
the Republicans can exert pressure 
on the Fed as the inauguration ap­
proaches . " 
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Banking by Kathy Burdman 

Squabble of the titans 

Citibank and Security Pacific are spatting over who'll buy up 
California's regional banks. 

As the California state legislature 
prepared for its new session Jan . 5, 
New York's giant Citibank sud­
denly came under a maj or press 
attack by the leading West Coast 
dailies . The Los A ngeles Times, in a 
Dec. 26 editorial titled " M o ney in 
the Bank," laced into Citiban k with 
surprising gusto on  the issue of As­
sembly Bill 1 926, " Foreign Bank 
Holding Companies ."  The bil l ,  
which was drafted by Citibank Sac­
ramento lobbyist Fred Pownall ,  re­
fers to all non-California-chartered 
banks and would allow the Citicorp 
parent holding company to estab­
lish two full-service bank subsidi­
aries in California .  

Citibank is first accused of  
trying to buy both Sacramento 
houses . "Citicorp's  new love affair 
with the California legislature is 
embarrassing ," the Times writes. 
Citicorp "is outspending even the 
Bank of America to lobby the legis­
latures . . . .  $40,600 to 34 candi­
dates for the state Senate and As­
sembly in the recent general elec­
tion; $37 ,344 for lobbying the legis­
lature in the first three months 
alone of 1 980. Assemblyman How­
ard L. Berman (D-L .A. ) ,  who co­
sponsored the bill Citicorp wanted, 
got $3 ,000 for his campaign ; the 
other sponsor, Louis J. Papan (D­
Daley City) , received $2 ,500. 

" 'Nobody's  buying or selling 
legislation here, '  an aide to Berman 
said of Citicorp . If not, why not? A 
bank that spends that much money 
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and gets nothing in return ought to 
be sued by its stockholders for mis­
use of corporate funds ."  

The Times then derides Citi­
corp 's  willingness to grant "reci­
procity" to Californ ia  banks in 
New York.  A companion bill in the 
New York legislature, also au­
thored by Citibank,  would grant 
Californ ia banks the right to open 
full-service subsidiaries in  New 
York State. Under the Douglas 
Amendment to the Bank Holding 
Company Act, which prohibits 
banks  from holding subsidiaries in 
more than one state, state legisla­
tures may abrogate the act by pass­
ing reciprocal laws . 

"Citicorp wants access to cus­
tomer deposits in Cal· i fornia, which 
are growing, but California banks 
have no interest in New York de­
posits, which are shrinking.  The so­
called 'reciprocal banking' bill is 
reciprocal all one way." 

Seattle Times Busi ness Editor 
Stephen H. Dunphy, in a promi­
nent Dec. 23 article, s imilarly hit 
plans by Citibank to set up an Edge 
Act branch in Seattle. Under the 
1 9 1 9  Edge Act, banks may set up 
branches in multiple states but 
strictly for foreign trade activity .  
"Don't  look now, but those big 
money-center banks have found the 
edge they need and they are coming 
to Seattle. First to arrive is Citicorp 
. . .  pointing the way toward more 
intense competition in the banking 
industry for lucrative international 

business. " 
Are these Los Angeles and Seat­

tle editorialists eager to save small­
er West Coast banks? Think again .  
EI R has  learned that Los  Angeles' 
Security Pacific Bank and the Bank 
of America (BOA) are behind the 
press campaign, because they want 
to gobble up California's  regional 
banks first .  

"It  was primarily our strident 
opposition" that killed Citicorp's 
bill in 1 976 in the last California 
legislature, Security Paci fic lobby­
ist Norman Jay told EIR. "As our 
Executive Vice-President Jack Duf­
fy said, 'We wouldn't trade two 
blocks of Fresno  for the enti re state 
of New York. '  We mad!! the bil l ' s  
sponsor, H oward Berman, think 
twice and realize that it is not in his 
best interest ." Jay described how 
Security Pacific and Bank of Amer­
ica led a lobbying drive that spent 
over $ 1 4 1 ,000 in campaign contri­
butions in Sacramento to kill the 
bil l ,  which Assemblyman Berman 
dropped in August "like a hot pota­
to . "  Although Citibank's Fred 
Pownall is  making the rounds to get 
a new sponsor and wi l l  probably 
succeed in re-introducing the bil l ,  
"it doesn 't stand a snowbal l ' s  
chance," Jay boasted .  "We' ve 
made it clear to all the assemblymen 
that this i s  j ust not in  their self­
interest . " 

Security wants a free hand in 
California.  "We're all in favor of 
interstate banking," Jay said, "but 
we want Douglas and the M c­
Fadden Act [prohibiting interstate 
branching] repealed on the federal 
level .  Why should we give Citibank 
a special advantage in  California?" 
If  Security and BOA were able to 
expand nationwide, he argued, then 
they would have the resources to 
"acquire smaller California banks" 
in fair competition with Citibank .  
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Agriculture by Susan B. Cohen 

Dairy to test Reagan farm policy 

Calls from the old administration to kill parity 
are hanging over the new one. 

Next to the Soviet embargo, the 
dairy industry 's  price-support pro­
gram may be a maj or test of  the 
Reagan administration ' s  determi­
nation to keep its promises . 

The issue was moved to the 
front burner in early December 
when the Community Nutrition In­
stitute (CNI) ,  a Ralph Nader con­
sumer front, announced it  was 
suing the U .S .  Department of Agri� 

culture for fai lure to act on CNI's  
one-year-old administrative peti­
tion that the price of reconstituted 
mil k-milk made with water and 
dry-milk powder-be deregulated . 
The Carter-Bergland administra­
tion has issued a request for com­
ments on the CNI petition, stand­
ard procedure in such administra­
tive actions, but may wel l drop the 
final decision in  the new adminis­
tration's lap. 

If  accepted, the CNI petition 
could open the door to a disman­
tling of the federal marketing order 
system on which the milk price-sup­
port program is based . The move 
occurs at a time when a general 
campaign against the dairy pro­
gram has been stepped up and de­
mands have been issued to abandon 
parity and "adj ust" the price-sup­
port levels downward. Under the 
existing program the government 
enforces a "floor" price for milk 
products at 80 percent of  parity that 
is adjusted semi-annually. 

The CNI demand for deregula­
tion of the reconstituted-milk price 
was seen from the outset as a foot in 
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the door for dismantling the federal 
milk-marketing order system that 
governs milk marketing in the U . S .  
Yet i t  i s  this system which h a s  kept 
milk flowing to growing numbers 
of Americans at stable prices for 
more than 30 years .  This was ac­
complished because the program 
assures dairy farmers sufficient re­
turns to make the kind of techno­
logical improvements that have re­
volutionized the industry .  

I n  1 950, the average dai ry farm 
supplied milk for approximately 44 
consumers . Today it s upplies 900 
people ! M oreover,  the dairy indus­
try's  efficient productio n  system, 
coupled with the stability provided 
by the price-support program, has 
since 1 967 kept dairy-product price 
increases below those for all other 
food products and the Consumer 
Price Index. 

CNI ' s  legal move on  what it has 
termed a "burning regulatory re­
form issue" is designed to trap the 
incoming Reagan administration 
in i t s  "free-market" rhetoric. In  a 
Dec . 2 press release announcing the 
court action,  CNI argues that the 
milk-marketing orders "create an 
economic barrier to the marketing 
of milk and milk products . "  CNI 
claims that the current price level 
for reconstituted milk p revents low­
income consumers from freely 
choosing the product . 

The deregulation a ttack is ac­
companied by a broadside against 
the price-support side of the dai ry 
program , viewed by m ost produc-

ers and others as the m ost single 
successful farm program. Carter 
administration "inflation fighter ," 
Alfred Kahn,  led the charge last 
year , and the Government Ac­
counting Office produced a study in 
July asserting that the existing 
dairy program leads to "overprod­
uction . " 

National Milk Producers Fed­
eration spokesmen have pointed 
out, however, that the GAO ne­
glected to include commercial in­
ventories, stocks j udged necessary 
in the trade to meet consumer de­
mand on an ongoing basis, and 
government stocks net of  annual 
inventory change. A complete pic­
ture of  the data shows that the dairy 
support program has in fact aided 
the industry to deal with the com­
plex production  and marketing 
problems it faces. 

And, in attempting to prove 
that milk production h as exceeded 
consumption in 1 7  out o f the last 20 
years by a total of  43 .2 bil l ion 
pounds, the GAO neglected to 
count approximately 40 bil l ion 
po unds of milk that never left the 
farm but was fed to calves. 

The Reagan team' s  response 
will be watched closely . The Com­
mittee to Fight Inflation Group 
formed by former Federal Reserve 
Chairman Arthur B urns and other 
Wall Street figures amo ng the Pres­
ident-elect' s  advisers, is already on 
record opposing all federal farm 
programs.  During the November 
election campaign,  Reagan' s  cam­
paign spo kesmen stated that the 
President-elect "favored" the 80 
percent parity price-support pro­
gram, but refused to pledge its con­
t inuation after March 3 1 , when the 
program's legislative authority ex­
pires . 

EIR January 1 3 , 1 98 1  



World Trade by Mark Sonnenblick 

Cost 

NEW DEALS 

$1.7 bn.  

$550 mn . 

$430 mn. 

$250 mn. 

$25 mn. 

$450 mn. 

UPDATE 

$750 mn.  

Principals 

Saudi Arabia from 
U . S .  

Indonesia/ M alaysia 

Libya from Japan/ 
Mexico 

Peru from Canada 

Vietnam from India 

Argentina from Spain 

Brazil / U . S .  
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Project/Nature o f  Deal 

Blount, Inc. of Alabama will be lead 
contractor for new University of Ri­
yadh campus. 

Indonesia and the east M alaysian state 
of Sabah have signed deal for j oint­
venture wood pulp factory, plywood 
plant, and sawmil l .  They also agreed to 
a common policy on timber marketing 
to export processed woods instead of 
logs.  

Kawasaki Heavy Industries of Japan 
will build a 5 50,000 tpy steel plant in 
Misurata, Libya, for the Libyan govt . 
Plant will use the direct reduction tech­
nology pio neered by Mexico' s  Hylsa 
and wil l  be fueled by Libya's abundant 
natural gas. 

Financing arranged for state-owned 
Tintaya copper mine from Canadian 
Export Development Corp . and private 
banks.  

India is giving Vietnam $25 mn. credits 
and loaning 50,000 tons of rice. 

Buenos Aires-La Plata 8-lane toll road. 
Buenos Aires provincial governor an­
nounced contract won by Spanish-Ar­
gentine consortium whose main mem­
bers are owned by Banco Union o f  
Spain . Argentine national road agency 
has challenged award, since consortium 
reserves rights to raise tolls to cover 
cost over-runs and higher interest costs. 
Argentine president' s office siding with 
province .  

Brazilian subsidiary of Alcoa and H an­
na Mining have raised $750 mn.  loan 
from Citibank-Ied consortium for 
building plant to refine 500,000 tpy al­
umina and smelter to turn out 1 00 ,000 
tpy primary aluminum metal . Complex 
will utilize bauxite and cheap energy of 
northern and Amazonic Brazil . Alcoa' s 
purchase of extra b auxite reserves from 
D .  K .  Ludwig has been blocked by 
Brazilian govt . ,  which reportedly de­
mands Alcoa hold reserves j ointly with 
competing state-private-foreign alumi­
num consortium. 

Financing 

91/2% over 1 5  
years . 

Banco Uni6n will 
run financing at 
rates which m ay 
be much above 
8 .9% used by its 
subsidiaries to 
win bidding. 

21/4 to 2%% over 
LIBOR for 1 0  
yrs. with n o  govt. 
or parent co.  
guarantee . 

Comment 

Agreement 
signed . 

Indonesia is 
world's leading 
hardwood ex­
porter . 

Order received. 

India studying 
aid requests 
from Laos & 
Cambodia. 

El Economista 
(Buenos Aires) 
predicts big 
fight over con­
tract terms. 

Alcoa denies 
reports of 
problems with 
Ludwig baux­
ite, but will 
bring in Brazil­
ian partner to 
reduce political 
risk .  
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Gold by Alice Roth 

Swiss to dump dollars for gold 

Swiss tactics are nothing new, but there is a broader 
international scenario in the works. 

A report that the Swiss central 
bank is considering making addi­
tions to its gold reserves could be 
the signal that the European "black 
nobi lity" which controls Swiss 
banking is preparing for another 
major dollar crisis during 1 98 1 .  
Their "worst-case" scenario calls 
for the dissolution of the existing 
dollar-based monetary system and 
its replacement by a deflationary 
gold standard similar to that which 
prevailed under the "Pax Britanni­
ca" of the 1 9th century .  

On Dec. 29, London Financial 
Times correspondent David Marsh 
reported that the Swiss National 
Bank "is keeping open the possibil­
ity of eventually purchasing gold to 
stock up its reserves ." Continued 
Marsh: "A return to the bullion 
market by a maj or central bank,  
following a decade in which the 
main industrialised countries have 
made practically no additions to 
their gold holdings, would under­
line the way gold has returned to 
monetary importance in spite of 
years of U .S .  efforts to reduce its 
reserve role ."  

Under Swiss law, at least 40 per­
cent of the country 's  banknote cir­
culation must be covered by the 
central bank's gold holdings. Re­
cent money-supply trends indicate 
that banknote circulation will reach 
the legal limit by about 1 982 or 
1 983 .  

The National Bank is consider­
ing two measures which would per-
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mit it to conform to the 40 percent 
l imit;  one is to revalue its gold re­
serves . (The official price is now SF 
4,600 per kilo or about $80 per 
ounce.) The alternative is  to pur­
chase more gold . The central  bank 
has so far played down this second 
option but ,  according to M arsh ,  i t  
has "not been ruled out and may be 
favoured in some quarters ."  

Marsh' s story is not really news 
to experienced gold-watchers .  The 
Swiss National Bank 's  legal predic­
ament has been known for many 
years , and the bank 's  predi lection 
for gold remonetization is likely to 
surprise no one. More s ignificant is  
the fact that the Financial Times 
placed this "scoop" prominently on 
its front page.  

As Executive Intelligence R eview 
has reported, leading British and 
European banking circles associ­
ated with the Mont Pelerin Society 
and Robert Triffin's  Siena Group 
have been setting the stage for a 
major dollar crisis early in Ronald 
Reagan's  administration,  triggered 
by Reagan's  alleged "indecisive­
ness" in fighting inflation . This is 
expected to force the administra­
tion to adopt draconian measures , 
such as credit controls ,  exchange 
conrols, and deep cuts in necessary 
federal spending programs such as 
Social Security . The i mposition of 
controls on U . S .  dollar outflows 
could in turn precipitate the col­
lapse of the $800 billion Eurodollar 
market, upon which the financing 

of less-developed nations' pay­
ments deficits depends .  

Under conditions of  world fi­
nancial anarchy, the time would be 
ripe for the imposition of a scheme 
which the Mont Pelerin Society has 
long favored : the replacement of a 
discredited International Monetary 
Fund with the Basel , Switzerland­
based Bank for International Set­
tlements (BIS) and extensive use of 
gold, instead of the dollar, in inter­
national transactions among cen­
tral banks (see page 4 ) .  Since world 
credit growth would not be al lowed 
to outpace the supply of physical 
gold, the new " 'gold standard" 
would result in a prolonged depres­
sion in world production and trade. 

Will the governments of France 
and West Germany, which founded 
the European M onetary System as 
an embryonic progrowth , gold­
based monetary system, go along 
with such a scenario? The answer 
seems to be that there will be resist­
ance, of course, but unfortunately, 
leading German businessmen are 
already throwing up their hands in 
despair and hedging against an ex­
pected debacle in Reagan economic 
policy .  

According to a source a t  one of  
West Germany's  "Big Three" 
banks,  the banks expect an acute 
dollar crisis to break out by mid-
1 98 1 .  Gold may remain weak, slip­
ping to $550 an ounce or at times 
even lower for about six months. 
But once the euphoria about Rea­
gan's election wears off, the dollar 
will come under fire, and gold will 
take off. The maj or European cen­
tral banks probably will seek to 
protect themselves by stocking up 
on gold while it is cheap ,  the source 
added, mentioning the central 
banks of Switzerland ,  West Ger­
many, France, Portugal ,  and Italy 
as l ikely buyers . 
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Currency Rates 
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A series of 
EIR Seminars 

The Undeclared War on 
American Banking 

Speaker: David Goldman, Economics Editor, EIR 

In Houston: 
Monday, Jan. 19 2:00 p.m. 

Contact: Carol Leebove, (713) 972-1714 

In New Jersey: 
Wednesday. Jan. 14 2:00 p.m. 

Contact: Lynne Speed, (201) 743-4100 

In San Francisco: 
Thursday, Jan. 29 2:00 p.m. 

Contact: Theodore Andromidas, (213) 383-6213 

In Los Angeles: 
Friday, Jan. 30 2:00 p.m. 

Contact: Theodore Andromidas, (213) 383-6213 

In Dallas: 
Monday, Feb. 9 2:00 p.m. 

Contact: Carol Leebove, (713) 972-1714 

Is China Stable? 
Implications for U.S. Policy 

Speakers: 
Crlton Zoakos, EIR editor-in-chief 

Daniel Sneider, EIR Asia editor 

Dr. Richard Walker, Director, 

Institute of Intemational Studies, University 

of South Carolina 

Stefan Koczak, President, Committee for 

a Free China 

In Washington: 
Wednesday, Jan. 14 2:00 p.m. 

Contact: Richard Katz, (212) 247-8820 

Expanding the Baltimore Port 
In Baltimore: 

Speaker: David Goldman, Economics Editor, EIR 

Monday, Jan. 26 2:00 p.m. 
Contact: Shelley Ascher, (301) 539-7123 

Registration: 850.00 
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China's economic chaos 
Richard Katz goes beyond Premier Zhao's admissions to examine 
the scope of the new anti-industry policy. 

While the u.s. Commerce Department and other public 
r elations agencies still issue enthusiastic proj ections of  
China's trade and economic prospects, China's own press 
is reporting that country's  economic straits in the most 
alarming terms. A landmark Dec. 2 editorial in the 
official Communist Party newspaper, People's Daily, 
reported the following: 

"This year has been a disastrous one for agriculture 
d ue to floods in the south and drought in the north, and 
grain production will be lower than last year ."  Later 
reports forecast the decline at 5 percent, from a level that 
was already no higher per capita than that of 1958 .  Due 
to the lower grain shipments to the cities, the government 
has already announced the cancellation of year-end wage 
bonuses in 1 980. 

"An imbalance has appeared between energy produc­
tion and usage," the editorial continued, "an d  the imbal­
ance is worse than was originally estimated . There are 
difficulties facing both the petroleum and coal industries 
in their attempts to increase production next year ." In a 
recent secret speech getting l imited circulation among 
party leaders, new Premier Zhao Ziyang revealed that oil 
production will  actually fall-from this year's 2 . 1 million 
barrels per day to only 2 .0 million in 1 9 8 1  and only 1 .9 
million in 1 982 . Coal wil l  also fall . He said the situation 
may not improve until  1 985 .  

China has  been forced to  renege on contracts with 
Japan for export of oil-the commodity i t  had expected 
to become its biggest foreign-exchange earner. This in 
turn has led to cancellation of imports of p lant and 
equipment . Internally, factories are being ordered to 
increase production without increasing energy consump­
tion, either through "conservation" or switching to non­
energy-intensive light industry product l ines.  

What is the regime's response to this crisis? "We must 
not hesitate in making a necessary and adequate retreat," 
the editorial continued. "The amount invested for capital 
construction this year has already been reduced, but it 
still far surpasses what the country is at present capable 
of handling ."  The national budget for capital investment 
was cut by 33  percent; the editorial , however , accuses 
various provinces of taking advantage of decentraliza­
tion in order to invest in local industrial projects. It 
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demands a halt; "Even projects already built must be 
closed, suspended, merged or changed in accordance 
with conditions in all sectors. Otherwise, we cannot 
curtai l capital construction as a whole. " Every day the 
Chinese press reports on projects being halted in mid­
construction . According to Premier Zhao's  speech , con­
struction will be cut another 40 percent in 1 98 1 .  

One reason for the cutback is that major bottlenecks 
in energy and transport make it  impossible to operate 
p lants already built .  For example, China deliberately cut 
back on steel production this year by 5 percent, because 
more than 20 tons-the equivalent of 60 percent of a 
year's production-lay uselessly stockpi led , because of 
transport bottlenecks or overproduction of basic cheap 
products and underproduction of needed specialized 
products, or  because product quality was so shoddy as to 
be unmarketable. The steel example is typical .  A Nov. 1 9  
People's Daily editorial complained, "There have been 
grave difficulties in getting money and materials for 
proj ects urgently needed for the improvement of people's 
lives . " 

Zhao told visiting Rumanian Premier I lei Verdet that 
energy and other bottlenecks forced plants to operate at 
only 70 percent of capacity, and that many factories will 
simply be shut down in 1 98 1 .  Zhao said that under the 
circumstances, it was even impossible to draw up a 
budget for 1 98 1 .  U nless there are "fundamental 
changes," he said, the crisis will continue at least through 
1 985 .  

Chinese official Wu Zhenkun summed up the situa­
tion in a Nov.  1 9  speech in Peking: "We must admit that 
over the past 20 years or so, the people 's livelihood has not 

been improved-and the livelihood of some has in fact 

deteriorated." N ow Zhao says there will be no wage 
increase for another five years . What an amazing indict­
ment of the course of  Chinese economic policy since the 
end of Sino-Soviet economic cooperation in 1 960!  

Deng's longterm readjustment 
Vice Premier Deng Xiaoping insists that China is 

simply going through a necessary "readjustment" from 
the economic dislocations caused by the Cultural Rev­
olution, but even more so from the grandiose "overam-
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bitious" rapid industrialization plans of  soon-to-be­
ousted Party Chairman Hua Guofeng.  

American promoters of Sino-U .S .  trade explain it in 
the same terms.  Among these i s  Arne de Keijzer of De 
Keijzer Associates, a consultant to both China and 
American firms on Sino-U .S .  trade matters.  De Keijzer 
told EIR, "China realized it had to walk before it could 
run . They have to slow down, go step by step . They 
thought they could go with agriculture and heavy 
industry . But now they realize they've got to have a 
light industry base before they can complete the heavy 
industry. They have to do it  more slowly than they 
anticipated ." 

In  fact, Deng' s policies represent not so much a 
slowing down of industrialization as an abandonment 
of any realistic prospect of achieving it .  A look at the 
Hua era shows some of the problems involved and the 
irony that, on fundamentals,  Hua,  Deng and the Gang 
of Four all  agree. 

Following the death of Mao Tse-tung and the arrest 
of the Gang of Four in 1 976 , H ua announced a manic 
leap into rapid industrialization  in m any ways reminis­
cent of Mao's own disastrous Great Leap Forward of 
1958-60. The intent was to reverse the 10 wasted years 
of the Cultural Revolution.  Hua announced a $600 
billion investment program through the year  2000, lined 
up $2 3 billion worth of foreign credit lines, and outlined 
hundreds of major projects-now mostly scrapped-for 
steel , oi l ,  machine-building, transport, power genera­
tion, chemicals and other areas. 

I n  fact, such a program,  properly planned, managed 
and combined with an influx of foreign technicians and 
advisers would be the one thing that could save China. 

However, decades of M aoist ideology and the de­
struction of the educated elite during the Cultural 
Revolution doomed Hua's  program. China has simply 
been unable to develop basic middle managements and 
skilled labor to implement such a program . 

For example, to earn the foreign exchange for the 
necessary import of foreign technology, H ua demanded 
that the major oil field at Daqing be pushed to increase 
output much faster than was technically prudent .  The 
result is  that the fields were ruined and have started 
declining in output long before they would have reached 
their natural peak with proper management .  

China bought a fancy offshore oil r ig from Japan, 
and then lost it  when bureaucrats insisted on towing it 
to sea despite reports of an impending storm; later 
reports revealed the Chinese had never bothered to 
translate the Japanese operating and safety manual .  
China also contracted a $6 billion,  six-million-ton ca­
pacity steel plant to be built at B aoshan-but located it 
on swampy ground unable to support the facility . In 
any case, poor internal transport would have required 
China to import iron ore from Australia for the plant 
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despite China's own abundant reserves of iron ore. The 
second phase of this project has now been abandoned . 

A People's Daily article on a foreign joint venture 
yarn plant in  Guangdong which failed reveals the kind 
of mismanagement problems that pervade Chinese fac­
tories: "The management level o f  the leading members 
was too low and the workers lacked specialized knowl­
edge." Packs of raw materials that should have been 
added in the wool mixing were simply forgotten . Some 
machines were "badly damaged due to lack of mainte­
nance and repair and improper handling."  Only 40 
percent of the factory lights worked, "but for a long 
time nobody took any notice ."  

Beyond the systematic disregard of the most  elemen­
tary realities at the microeconomic level of management 
lies a more fundamental problem in the economic/social 
policy shared by virtually all factions in China. This 
policy mandates that as a matter of  deliberate policy the 
80 percent peasant-to-urban demographic ratio will not 
be reduced . As a result, m uch of the supposed industry 
in  the country amounts simply to ancillary items for 
rural comm unes. 

One-third of al l  coal mining, for example, takes 
place manually in pits of  less than 1 0,000 tons per year 
and is unusable in modern furnaces; o ne-third of all 
steel i s  produced in scattered mills on rural communes; 
one-third of al l  hydroelectric power is produced in 
primitive rural generators of 2 5-50 kilowatt capacity, 
about the amount needed to run an apartment building; 
o ne-third of all industrial labor is in  the communes, not 
in cities. 

The result, of course, is tremendous inefficiencies .  I t  
takes two to three times the amount of energy and 
coking coal  to produce one ton of steel in  China as in 
the West. Small  Chinese generators are one-third as 
thermally efficient .  Some of these problems are simply 
the result of backwardness .  For example, since it  takes 
decades to build a national electricity grid in such a big, 
backward country, it  makes sense temporarily to have 
small power plants to run irrigation pumps, etc. 

The problem is that in China all the factions have 
enshrined such a necessary evil as a shining virtue-j ust 
as the World Bank is trying to do in other countries, 
often using China as a model . The result is  that China is 
not only unable to develop industry but remains unable 
to get o ff the treadmill of simply keeping grain produc­
tion level with population-and even that capacity may 
now be in doubt. 

H ua tried to industrialize sectors of the economy, 
particularly those serving as a base for the military, 
while maintaining the agrarian bias . Admittedly, Hua's 
program was woefully misconceived and mismanaged 
from the start. A fter an initial claimed spurt of 10- 12 
percent production growth rates in 1977-78 ,  Hua's mini­
Great Leap collapsed . Deng, however, is compounding 
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A wicker caravan in New York 

The first thing a visitor to the Dec. 6-28  China Trade 
Exhibition in New York saw was a mini-Great Wall 
adorned with Chinese flags planted firmly in the mid­
dle of Columbus Circle. The Chinese announced their 
arrival in New York for three weeks to show their 
nation's produce with a big splash. Hundre

'
ds of thou­

sands of New Yorkers, like Chicagoans and San Fran­
ciscans before them, flocked to the fair .  Some thou­
sands of them are buyers for American firms.  

The exhibition itself begins with the arts and crafts 
display, ranging from museum pieces to brush paint­
ings of flowers that attracted small storekeepers. The 
arts and crafts drew most of the spectators, and also 
the largest group of buyers, some 26 percent. Indeed, 
Chinese Foreign Trade Ministry official Chen Ke­
chang told EIR that this is what China expects to sell 
most-handicrafts, wicker baskets, bamboo items. 
Chen explained that few sales were made at the fair 
itself. "In this regard it is not quite successful," be­
cause the buyers did not know China' s products yet. 

Passing from the arts and crafts into the garment 
section, silk blouses in the 50-dollar range were most 
on display . Few mass-produced clothes or even tex­
tiles could be found. Chen explained that synthetic 
textiles or garments are out. "We cannot compete 
with Korea or Taiwan since our raw materials are so 
expensive ." Asked if China has the wherewithal to 
ship cotton goods, since its own cotton production 
has stagnated since 1 972 and its domestic demand is 
rising, he replied, "It 's hard to say . We have one 
billion people-a lot of people. They want more ."  

The reaction of  the textile buyers, the second larg­
est group, numbering 22 percent of the visitors, was 
mixed . Some said they would buy garments, others 
expressed dismay at the lack of "gray goods" textiles 
for display, and stil l  others thought they could get 
better quality at cheaper prices from Korea, Hong 
Kong, or Taiwan . 

Chen said he discovered that the real market for 
China in the U .S .  is the bargain-basement stratum.  
"We thought we had to bring a l l  our  best-quality 
goods. But we learned that, in many cases , price is the 
main consideration,  for example, in paint brushes ."  
Indeed, Gary Furst of  the American Brush Company 
told EIR, "I  came here looking for cheap stuff. The 
products here were of better quality than I expected, 
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but priced too high ."  Chen also suggested that cheap, 
throwaway beach thongs could become an American 
boom item . 

The real selling at the fair was not done bv the 
Chinese, who made little in immediate sales, but by 
the "Bloomingdale's  People' s Market ."  This depart­
ment store for New York's  "beautiful people," which 
has consistently promoted U . S .  ties with Peking, took 
over a whole floor of the exhibit. They sold polyester 
shirts, of the type usually available for about $7, for 
$ 16 ;  they hawked woolen rugs and silk blouses, revo­
lutionary posters and porcelain Buddhas and bamboo 
hats . 

One of the most interesting exhibits, though little 
visited by either spectators or buyers, was the display 
of Chinese machine tools . The lathes, borers, and so 
forth ranged from Soviet-designed models to more 
up-to-date automated designs.  They were nothing 
spectacular, but could conceivably fill a gap in the 
lower-level tools no longer made in the United States, 
should quality and price prove to be competitive with 
Korea or Taiwan.  Clearly this was the best China had 
to offer, in contrast to the more typical models at 
home that receive so many complaints of poor work­
manship. 

More interesting than the machines themselves 
were the technicians accompanying them . At least 
some of them represented a side of China that shows 
why Deng Xiaoping will have a tough time fully 
enforcing his abandonment of heavy industry . The 
technicians were clearly pro ud of their machines . Nat­
urally, they had been educated prior to the Cultural 
Revolution.  

One had even been a Red Guard. "But by 1 967,  
everybody knew it was wrong. People were being 
killed, my friends were sent to the countryside ."  Asked 
why Mao is not posthumously on trial with his widow 
Jiang Qing, he replied, "Without Mao, China could 
not have become independent .  No matter what he did 
later, this cannot be taken away. But it is  true that 
without him , the Gang of Four and the Cultural 
Revolution could not have happened ."  At the point 
that he and mil lions of Chinese like him understand 
that Deng's wicker-basket economics is not so differ­
ent from Jiang Qing's ,  Bloomingdale' s may have to 
look for new suppliers. 
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the CrIS IS :  since Hua proved unable to implement a 
heavy-industry program, Deng has proposed abandon­
ing the goal of heavy industry in favor of a get-rich­
quick light industry approach . 

Deng's strategy is modeled directly on the ideas of 
Soviet politician Nikolai Bukharin, who in the 1 920s 
and 1 930s counterposed a light-industry approach to 
Lenin and Stalin's heavy industry policy. The ironies go 
even further: Bukharin learned his economics in Vienna, 
sharing classes with Milton Friedman's  mentor Fried­
erich von Hayek .  Deng in turn-perhaps after seeing 
how Volcker has destroyed U .S .  heavy industry by 
using Milton Friedman's ideas-invited Friedman to 
lecture in China earlier this year . 

In reality , Deng's attacks on heavy industry have 
produced a capital and materials shortage that i s  now 
cascading out of control ,  as Premier Zhao has now 
admitted. Some Chinese publications claimed an esti­
mated 12 percent industrial growth over 1 979 levels 
during the first half of 1 980 based on the quick returns 
from light industry. Premier Zhao' s secret report now 
projects an 8 percent year-to-year growth for all of 
1 980-implying a drastic reduction in growth towards 
the end of the year. All such quantitative estimates are 
extremely rough and unreliable at this point, but the 
downward trend is clear. It is likely that the industrial 
growth will go to a very low level , and could turn 
negative. 

The Chinese press reports widespread opposition to 
Deng's program both among the military and "heavy 
industry" civilian factions, whom Deng is now purging. 
These include Gu M u,  who resigned as head of the state 
capital construction commission but retained his job as 
including the ouster of Party Chairman Hua Guofeng, 
state energy commission,  and Kang Shien, minister of 
petroleum.  While Deng may temporarily have the upper 
hand, the problems raised by his economic policies 
mean that internal fighting over economic policy will 
continue, particularly if the expected decline in living 
standards resulting from Deng's policies leads to out­
breaks of peasant and urban unrest . 

Fighting to maintain stability 
The number-one priority for the Deng Xiaoping 

regime is to prevent this economic turmoil from spilling 
over into political unrest. Deng vividly remembers the 
widespread i llegal strikes and even riots that embroiled 
China in 1 976 because the economic disruption caused 
by Jiang Qing' s  "Gang of Four" led to drops in living 
standards . One of Deng's first moves as he consolidated 
power in 1 978 was to institute material incentives at the 
workplace and to declare the first general wage increase 
in 20 years. H owever, since China was not producing 
the consumer goods to abso rb the wage increase, the 
increased wages simply fueled price increases, now 
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yielding a stubborn 7- 1 0  percent inflation rate . The 
combination of the price increases and the cancellation 
of year-end bonuses following the grain and energy 
decline has a lready led to the first economically caused 
internal unrest since 1 976 .  Workers in Chang-sha, the 
capital of H unan province, held a demonstration 
against price increases :n late December. Farmers in 
various provinces have also protested . 

With Deng launching a wholesale grab for power , 
including the o uster of Party Chairman Hua Guo feng, 
a purge of the army, and a denigration of the memory 
of M ao,  he can i l l  afford any restiveness among the 
population .  

Deng tried to grant immediate consumer conces­
sions at the expense of investment. The cancellation of 
year-end bonuses and Zhao ' s  prohibition of wage in­
creases shows how limited is the ability to implement 
this approach, but under the rubrics of "readj ustment" 
and "switching from heavy industry to light industry," 
Deng attempted to buy off the population .  

For example, even while cutting back on $3  billion 
worth of plant orders from Japan for steel , chemical 
and refrigerator factories, Deng's regime imported 
300,000 black and white televisions, 1 30,000 tape cas­
sette players and 400,000 wristwatches from Japan. 
I nternally , investment priorities , materials allocations, 
etc.  are being shifted from heavy industry projects that 
require several years to pay back the investment to 
light-industry consumer-goods areas such as textiles, 
garments, bicycles, radios and other items that require 
little investment, little energy and provide quick returns. 

Trade Ministry official Chen Kechang explained to 
EIR: "We have to produce light-industry products that 
yield a return in a short time so people can see results . 
We have to manufacture light-industry products for the 
people's daily life .  Heavy industry such as steel 8 n d  
chemicals takes too much capital and too much time  to 
show results ."  

I n  part the  "readjustment of light industry" is due 
to Deng's  long-term light-industry perspective for the 
economy. H owever, the situation is out of control . The 
Dec. 2 editorial said that originally the readj ustment 
program was to have been completed in 1 98 1 -now, 
they say, it will take until the end of 1 983 .  Chen 
Kechang told EIR, "It will take even longer, four to 
five years ."  

In the haste to  provide concessions to  the  population 
despite the declines in grain apd energy , the "readj ust­
ment" program is being carried out almost without 
regard to the future.  A report on  the city of Tianjin 
(Tientsin) states that in the last two years "the munici­
pality has cancelled and postponed 74 local construction 
proj ects. Most of  the projects cancelled and postponed 
are productive ."  

Half of the $250  million saved in this manner was 
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shifted to housi n g  constructi o n ,  "gu aranteeing the sat­
isfact i o n  of the needs in housing and urban construction 
p roj ects whi le  there is  a short age o f  co n struction fo rces 
and b u i l ding m aterials . "  As to where the bui ld ing 
materi a l s  wi l l  come from i n  fo l lowing years  if  there  i s  
l i t t l e  inv cs trn ent i n  h e a v y  i n dustry now,  the report says 
l i tt le  except to complain  o f  " i n adequate c u rtai l m e n t  of 
prod uctive proj ects . "  

Some of  t h e  " readj ustment" m eas ures are being 
carried o u t  with s uch fra n ticness as to practical l y  guar­
a ntee a fut ure decline o f  l iv ing s tandard s .  For  example ,  
a Dec .  1 8  report fro m  one o f  C h i n a' most  prod uctive 
farm ing provinces, Hei longj iang,  m a ndates t h at "the 
water conservan cy capital const ruction fron t  sho u l d  be 
c ut back and t he n umber of i rrigation proj ects should  
be red uced . "  

Yet the on ly  w a y  C h i n a  man aged to keep g r a i n  
o u t p u t  g r o w i n g  as fast as p o p u lati o n  was to  c o n struct 
widespread flood control  a n d  irr igati o n  proj ects a l l ow­
ing double a n d  triple cropping as well  as expansion of 
cu l tivab le acreage. There were a lready seri ous  p roblems 
with  C h i n a ' s  fa rm p o l icy o ver the p a st 2 0  years­
particu l arly a neglect o f  mech anizati o n  and chem ical  
fert i l izers that m a de i t  i mpossible for China t o  i n crease 
per capita grai n o utp ut while leaving C h i n a  vu l nerable 
to flood a n d  d rough t .  This  new cutback fo r the sake of 
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One- third o/ China 's 

steel is produced 

in t iny commune 

furnaces lik e this one. 

i mmediate resu l ts  adds  a new nightm are . 
" Costly l arge a n d  medium -size [water] proj ects be­

g u n  a couple  of years ago which w i l l  not yield results  in 
t he near future . . .  s h o u l d  be stoppe d .  Proj ects u nder 
c o n struction req uir ing less in vestment which wi l l  be 
c o m p l eted next year should  not be stopped . A n n ua l  
expen d i t u res s h o u l d  be red uced.  N o  l arge o r  medium­
sized water co nservancy proj ects should be i n it iated in 

the  next  fi ve years [ e m p h a s i s  a d d ed ] . "  I n  t h e  next  
breath ,  the  report  adds  that  "the co n ference urged a l l  
local it ies to d o  a good j ob i n  preventing s p r i n g  water­
logging a n d  d rough t s . "  

Trade cutback 
T he same m eat-axe approach has h i t  the trade sector 

as wel l .  After m o nths  o f  c utbacks i n  i m port of steel a n d  
chem i cals ,  i n  N ovember C h i n a  s u d d e n l y  a n n o u n ced 
u n i lateral abrogat ion of a n u m ber of con tracts with its  
n umber o n e  trade partner,  J apan , for plant  i mport s .  
T h i s  i n cl uded cancel l at ion o f  a $ 3  b i l l i o n  second p hase 
o f  the m a ssive Baoshan steel proj ect , $400 m i l l ion worth 
of chemical  p lants ,  and a $20 m i l l ion  refrigerator p lant .  
O n  the other  h a n d ,  the grain cr is i s  at home a n d  the need 
to grant  c o n cessio n s  to workers i n creased i mports of 
grain and wristwatches . 

Part of the reason for the cutbacks is a foreign ex-
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change crisis. The decline in oil production has delayed at 
least until 1 987 ,  in latest Chinese estimates, the growth 
of what China had hoped wo uld be its biggest foreign­
exchange earner. China has already reneged on con­
tracted oil deliveries to Japan. The oil shortage also 
precludes making synthetic textiles and garments a 
major export. Sim ultaneously , the absolute stagnation 
in cotton production since 1 972 combined with import 
quotas in the U .S .  and Europe limits rapid growth in 
natural textiles and garments . 

While China's two-way trade enjoyed a five-fold 
increase from 1972's  $6 bil l ion to 1 979's  $30 billion ,  
including a 30 percent increase in 1 979 alone, rough 
estimates for 1 980 growth are only 7 to 1 0  percent 
(mainly due to oil price increases) and China's  an­
nounced plan for 1 98 1 ,  which may not be met, is  only 7 
percent growth . 

The foreign exchange shortage is only part of the 
reason for the import cutback.  Perhaps more important 
are serious doubts about China's ability to use the 
plants once imported or even to physically get rapidly 
increased amounts of imports into the country . De 
Keijzer told EIR, "China really can't handle much more 
business im mediately . . . .  I don't  think they have the 
management or infrastructure. Look at China's ports. 
Even if the Chinese built the container loaders which 
they need so they can export more efficiently, there's no 
way you're going to get the goods into port in the first 
place . The inter-modal transport is still very complex. 
It' s  like delivering it in a boxcar and taking it out in a 
bicycle . The internal transport system to get it to 
Shanghai is still very difficult. " 

Some of the plant imports being cancelled would 
have produced petrochemicals or other items for future 
export. Why then did China cut back on future foreign 
exchange earners in order to save now? The Chinese 
press reveals that raw materials bottlenecks plus quality 
problems in output were as much a consideration as 
foreign-exchange shortages .  Premier Zhao Ziayng re­
vealed two weeks ago that more than $2 bill ion in 
imported goods is lying around idle for lack of abi lity 
to use them. 

China's press has begun a campaign against use of 
foreign and advanced technology except in  l imited 
areas , as shown in a Dec. 8 People 's Daily editorial . 
"The higher the degree of mechanization and automa­
tion of en terprises, the stricter the demand on the types, 
specification and quality of raw materials .  Some im­
ported projects not only require a great deal of  capital 
and foreign exchange during construction, but after 
they have started operation ,  they must still also rely on 
imported raw materials. . . .  Furthermore, the more 
advanced the technology adopted , the less manpower 
the unit making the investment will employ, which will 
give rise to serious contradictions between labor pro-
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ductivity and ful l  employment ."  
The Dengists are  instead proclaiming the  virtues of  

labor-intensive production both for domestic output 
and for export .  "At present, for one million yuan's 
worth of fixed assets, 94 people are employed in heavy 
industry, 257  in light and texti les industries, and 800-
1 000 in the arts and crafts enterprises . . .  and arts and 
crafts and other labor-intensive trades consume only a 
fraction of the energy and raw materials compared to 
heavy industry . . . .  Plans are being drawn up to develop 
and export labor-intensive products ." Exports of such 
products increased 23  percent in 1 980, according to the 
Chinese press ,  but as De Keijzer noted, "you have to 
sell a lot of wicker baskets to buy one o il well ."  More 
importantly,  o nly imports of fo reign technology­
though certainly in a balanced, rational manner-can 
end the bottlenecks in energy, transport, machine-build­
ing, metallurgy, chemicals, etc . without whose solution 
China cannot develop either agriculture or industry . By 
l imit ing its imports of  foreign techno logy to such 
resource extraction  areas as o ffshore o i l  wel ls  and 
concentrating on labor-intensive production and export, 
the Dengists are throwing away China's future. 

Deng's major gambit for the introduction of foreign 
technology is the creation  of special zones on the coast 
for foreign investment, on the basis of joint ventures 
and compensation trade agreements for labor-intensive 
products . China has set up 300 such agreements so far 
in Canto n ' s  G uangdong Province i n  which foreign 
firms build factories and often bring in the raw material 
in  exchange for a set amount of product. One of the 
most successful of such ventures was run by Japan's C .  
Itoh for a tro user factory outside Peking. In  this case, 
C. Itoh provided the materials ,  dealing with a problem 
which, says A sian Business magazine, "is rapidly becom­
ing more acute-the shortage of high-grade fabrics and 
other raw materials needed to produce the garments 
demanded on the world market ."  

Many of the  compensation trade agreement ventures 
are not so successful .  One pioneering case in Guang­
dong province had to be shut down because manage­
ment and labor produced goods too shoddy to sel l ,  
Construction projects to create a large foreign invest­
ment zone in the Shekou area of Guangdong had to be 
shut down due to mismanagement and corruption.  

A more serious political problem also rears i ts  head. 
If  the rest of the economy collapses while the only 
growing section is export-oriented labor-intensive spe­
cial zones that don't ignite general industrialization­
the Hong Kong model-then some Chinese may won­
der whether these zones are j ust a bit too reminiscent of 
British colonial zones in pre- 1 949 China .  Deng may 
have the upper hand for now, but the collapse of his 
economy portends future political trouble for his fac­
tion .  
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Business Briefs 

European Community 

Showdown over 
budget authorization 

When Simone Veil, president of the Eu­
ropean Parliament, announced Dec. 24 
the adoption of an expanded European 
Community (EC) budget, bypassing the 
concerned European governments, she 
took supranational powers she is not en­
titled to . This is the contention of the 
French government in the EC dispute 
between France, Germany, Belgium and 
Denmark on the one side, and Britain 
and Italy, who back Veil 's  decision, on 
the other. The British support Vei l 's  de­
cision for two reasons. The increased 
social funds in the budget would mean 
reduced funding for the Common Agri­
cultural Policy farm subsidy program, 
and British Prime Minister Margaret 
Thatcher has made clear over the past 
week that eliminating most farm subsi­
dies is a top 1 98 1  priority for her govern­
ment's action in the EC . Secondly, the 
British, who have always controlled the 
EC Commission in Brussels, and have 
used Community institutions to attempt 
to impose Malthusianism on the rest of 
Europe (as witness the Davignon plan 
for dismantling the European steel in­
dustry), want to reinforce the powers of 
the European Parliament as a suprana­
tional body. 

International Credit 

Citibank recommends 
oil-price 'adjustment' 

In a recent interview made availab le to 
EI R, a senior Citibank executive com­
mented that "Brazil i s  not as in  such bad 
shape as people suggest. Very , very few 
banks at this point are not lending to 
Brazil ;  they have mostly gotten what they 
need, about $ 1 2  billion gross in 1 980, 
which comes out to about $5 billion net 
after refinancings . . . .  They have agreed 
to pay tremendously higher spreads . 
Next year they will need about the same, 
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a bit more. It will be difficult, but it can 
be done on the same basis of higher 
rates . . . .  

Asked about countries like Kenya, 
who cannot finance oil imports, the Citi­
bank executive said: "There are people 
who have been waiting on line for a bus 
in Zaire for two years now because of 
lack of gasoline. Kenya, Zaire, these 
sorts of countries are simply going 
through part o f  the process of adj ust­
ment. They have to reduce their imports 
of oil, which means they have to be ready 
to experience slower economic growth. 
This is going on everywhere. These coun­
tries will just have to adj ust ." 

Management 

Montagu and Craven leave 
Merrill Lynch London 

In a year-end shock to the British invest­
ment banking community, top City of 
London operators David Montagu and 
John Craven resigned top management 
positions at Merri l l  Lynch International 
Bank last week . The most famous team 
in City banking, M ontagu and Craven 
had earlier built up the international 
ban king stature of S .  G. Warburg,  before 
moving to Orion Bank and then to Mer­
rill Lynch . 

A Merrill Lynch official cited by the 
London Financial Times Dec. 30, Arthur 
Urcioli,  said that the abrupt departure of 
the two British executives was due to 
"philosophical differences ." Another 
London paper, the Times, speculated 
that the recent designation of Merrill 
Lynch chief executive Donald Regan as 
treasury secretary in  the new U . S .  admin­
istration might have been "the last 
straw" for the two British executives. 

Earlier in December, John Craven 
caused a major flap with a statement to 
an international banking conference that 
the Eurodollar markets faced a major 
crisis, which many in stitutions might not 
survive. His partner David M ontagu, 
heir to the M ontagu banking family,  also 
drew pUblicity when he pronounced the 
dollar a "suspect currency" at a New 

Y ork banking conference. 
H owever, there is no direct evidence 

that these statements constituted the cit­
ed "philosophical differences" with Mer­
rill Lynch top management in New York. 

Domestic Credit 

Mortgage lending off 
45 percent from August 

Mortgage lending by federally insured 
savings and loan institutions was down 
29.4 percent in November from the Oc­
tober level and down 45 . 1  percent from 
August, the Federal Home Loan Bank 
Board reported. The sharp drop-off since 
August reflects the Federal Reserve's 
credit-tightening measures . 

Federally insured savings and loans 
experienced a net inflow of funds of $ 1 .4 
billion in November. But their financial 
condition contin ues to deteriorate; savers 
drained $4 billion from low-yielding 
passbook accounts at S& Ls and in­
creased balances in high-yielding six­
month money-market certificates by 
more than $6 billion during November. 
The higher cost of bank funds will keep 
mortgage rates high . 

Agriculture 

Bergland calls 
corn loans 

After several weeks of am biguous signals 
and inexplicable inaction, Agriculture 
Secretary Bergland has called the loans 
on 665 million bushels of corn farmers 
are holding under the government re­
serve program. The move wi ll  force pro­
ducers to sell their corn, or scramble for 
other funds to pay back the loans. Alter­
nately, they may forfeit the grain to the 
government. 

Bergland made the move because 
cash market prices for corn had reached 
$3.26 per bushel, or 1 50 percent of the 
loan rate, in five major markets . Produc­
ers have 90 days to act on the cal l .  
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The move will force corn prices down, 
but many traders note that that will just 
be short term, since this year's crop was 
cut back by 20 percent by heat and 
drought losses and demand remains high 
internationally. 

The corn markets, l ike the commodi­
ty markets generally, have been highly 
volatile in recent months . A shortage of 
rai l cars has slowed delivery of corn to 
Mexico, dampening cash m arket prices . 
And, as futures soared prior to the mar­
ket collapse of two weeks ago, cash corn 
prices at the key Gulf terminals didn't 
budge. 

During the last phase of the market 
spasm, the Gulf market was burdened by 
distress sel l ing of corn by the Farmers 
Export Company, a subsidiary of Food­
land Industries, the nation's  largest farm 
co-op, which was a big loser in the mar­
ket bubble. If President-elect Reagan 
maintains the embargo on Soviet grain 
exports, corn prices could stay low . 

u.s. Auto 

Will Volcker block 
Chrysler loan guarantees? 

The Carter administration is  "playing a 
day-to-day waiting game," hoping to 
hand to President-elect Ronald Reagan 
the responsibility for deciding whether to 
issue additional loan guarantees to 
Chrysler Corporation, the New York 
Times reported on Dec. 3 1 .  Two m em­
bers of the Chrysler Loan Guarantee 
Board, Federal Reserve Chairman Paul 
VoIcker and Comptroller General Elmer 
B .  Staats, are said to be in no hurry to 
make a decision . Moreover, sources close 
to the board say that, if the ruling is 
delayed until after Jan.  20, Volcker and 
Staats would be willing to turn down 
Chrysler should Donald Regan, the pro­
posed treasury secretary, recommend 
that course. Both V olcker and Staats are 
expected to continue as board mem bers 
after Reagan's  inauguration.  

Should the Loan Guarantee Board 
turn down Chrysler's request for $400 
million in additional guarantees, it would 

EIR January 1 3 , 1 9 8 1 

mean almost certai n  bankruptcy for the 
financially troubled automaker. 

VoIcker has reportedly attempted to 
j ustify his reluctance to salvage Chrysler 
on the grounds that further loan guar­
antees would be "inflationary . "  The New 
York Times noted: "Indeed, Mr. Volcker 
has told visitors that a Regan-led deci­
sion not to continue the Chrysler rescue 
effort-the board so far has issued $800 
million of guarantees-might be read by 
the financial community as a sign of the 
new administration's  determination to 
stop inflation ." 

Banking 

White House calls 
for deregulation 

The Carter administration is  recom­
mending to Congress that  restrictions on 
interstate banking be eased . The recom­
mendations are contained in a report 
prepared by the White H o use staff over a 
two-year period under the direction of 
Orin Kramer, associate director of the 
White House domestic policy staff. The 
report was completed about six months 
ago, but the White H o use delayed its 
release out of fear that it would create 
political problems for Carter during the 
electoral campaig n .  

T h e  White H ouse report calls for a 
change in the Douglas Amendment to 
the Bank H o lding Company o f  1 956, 
which prohibits bank holding companies 
from purchasing out-of-state banks.  This 
would be done in  stages: the first step 
would be to permit out-of-state acquisi­
tions in so-called natural market areas 
even if  they cross state lines . As part of 
this fi rst stage, banks would be allowed 
to install electronic banking terminals  
throughout these natural market areas. 

In  later stages , unlimited interstate 
banking might be allowed for federally 
chartered institutions.  Eventually, "na­
tionwide EFT [electronic funds transfer] 
deployment should be permissible," the 
report states. The report also urges Con­
gress to pass a bill already before it that 
would allow domestic banks to acquire 
financially ailing banks in  other states. 

Briefly 

• AND REAS VON BULOW, the 
new research minister in Bonn, 
vigoro usly defended n uclear pow­
er in a Dec.  30 i nterview in the 
nation's  largest daily, Bildzeitung. 
Von Bulow stated that since West 
Germany cannot survive without 
nuclear power, p ol iticians must 
deliberate with a clear mind, even 
in the face o f  popular opposition . 
The federal cabinet will soon meet 
to discuss easing administrative 
blockage of nuclear p lant con­
struction ,  he said. 

• THE CLIN CH RIVER Fast 
Breeder Reactor demonstration 
project m ay well be resumed u nder 
the new Reagan administration.  S .  
David Freeman, Carter appointee 
as TVA chairman,  j ust reversed an 
earlier opposition and announced 
the TVA utility is  willing to resume 
payments it s uspended i n  1977  
when Carter officials dropped li­
censing proceedings for the $2 .8  
billion project . Freeman's sh ift i s  
being read as a sign of his reading 
of "the facts of life" under the new 
administration . Freeman h ad been 
instrumental in shaping the Carter 
anti-nuclear policy as a transition 
adviser and Ford Foundation 
strategist . 

• THE U.S. TRADE deficit n ar­
rowed in November to a seasonally 
adjusted $ 1 .66 billion compared 
with $ 1 .86 billion in October, the 
Commerce Department said . Most 
of the improvement was due to a 
decline in the volume of imported 
oil, which fell to a four-and-a-half­
year low, reflecting the severity of 
the U . S .  recession .  Total U . S .  im­
ports fell 3 . 1  percent i n  November, 
while exports fell 2 .4 percent. 

• NATIONAL DEMOCRATIC 
Policy Committee staff have re­
ported that an attempt to conduct 
a telephone survey of Illinois home­
builders in December ran into a 
problem . The N D PC found that 
more than half the builders listed 
in a 1 979 directory had already 
gone bankrupt. 
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Central American trap set 
for the Reagan administration 
by Dennis Small 
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The Executive Intelligence Review has uncovered a so­
phisticated plot to set up the incoming Reagan adminis­
tration within days of its taking office, through staging a 
bloodbath in the tiny Central American nation of EI 
Salvador . 

A top Salvadorean guerrilla leader, using friendly 
journalist channels at the New York Times. announced 
this week that Salvadorean rebels are now beginning a 
"final offensive" against that country 's  Christian Dem­
ocratic government, and that "the situation in EI Salva­
dor wi ll be red hot by the time Mr.  Reagan arrives" in 
the White House on Jan . 20, 1 98 1 .  "The situation is 
i rreversible," he confided. 

Those responsible for placing this ticking time-bomb 
on Reagan's doorstep are: 

• The Jesuits, whose leftist wing runs the "Theology 
of Liberation" movement in Latin America' s Catholic 
Church . They have given their blessing to the guerrillas' 
cal l for insurrection, and are organizing popular support 
for the revolt .  

• The Socialist International, whose leaders, like Wil­
ly Brandt and Felipe Gonzalez, have publicly bragged 
that they are funding and arming insurrectionary move­
ments across Central America . 

• Fidel Castro and other Cuban proponents of Third 
World "wars of liberation," who are calling for an 
alliance with the Jesuits and the Socialist I nternational .  
They are backed up by a powerful faction inside the 
Soviet Union which favors a strategy of "confrontation" 
with the capitalist West . 

• The Christian Democracy, whose international net­
works run the current Salvadorean civilian-military Jun­
ta, and which has deliberately polarized the Salvadorean 
situation in order to have it blow up in  Reagan's  face. 
This o ligarchic faction in the Christian Democracy is 
synonymous with the "right wing" of the Jesuit order . 

• The Heritage Foundation in Washington ,  D .C . ,  a 
"right-wing" think tank infested with KGB "moles" 
who are encouraging Reagan to get involved in the 
Central American quagmire, siding with "right-wing" 
Jesuits in their contrived war against "left-wing" Jesuits. 
Heritage "moles" like Stuart B utler boast that they will 
foist the Socialist International's program of deindus­
trialization on America, under a conservative label . 

The combination of these forces is now fully activat­
ed on both the "right" and "left" sides of this scenario . 
Their immediate objective in lighting the fuse on EI 
Salvador is to wreck the talks between Reagan and 
Mexican President Jose Lopez Portil lo scheduled for 
Jan. 5 ,  1 98 1 .  

The meeting at the border town of Ciudad Juarez 
offers President-elect Reagan a unique opportunity to 
improve U .S .-Mexican relations-both economically 

, Contributions in memory of slain guerrilla leaders are solicited 

by a Salvador church in December. Spengler/Sygma 
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and po litically-as quickly as Jimmy Carter has de­
stroyed them, by establishing a bilateral accord to trade 
Mexican oil for American advanced technology and 
capital goods. More than simply improving relations 
with Mexico, such an agreement would signal the 
Reagan administration's  commitment to stabilizing the 
developing sector in general through joint industrial 
development programs. What the Heritage Foundation 
and its Jesuit friends most fear is  that Reagan will in 
fact adopt such an enlightened approach to the "North­
South" problem in his first 100 days in office, which 
would go a long way toward cooling out the world's 
worst hot spots. 

To prevent this, they are working day and night to 
manipulate Reagan into a hardline anticommunist re­
sponse in  EI Salvador, escalating toward direct U .S .  
military involvement against the  guerri llas. Just a s  large 
an effort is being mounted by the Socialist Internation­
al-in particular through their top asset, Mexican For­
eign Minister Jorge Castaneda-to enrol l  Mexico on 
the side of the Jesuit "left ."  

The specific tactic is  to  try to get Mexico to grant 
diplomatic recognition to an "opposition government" 
in EI Salvador that would have its seat in one or two 
guerril la-control led towns. 
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A I a / 9 76 ElIrI!s()Cla/isl conFerence in Madrid. Sianding: Felipe Gonzalez . To his le/i:  Brit ish Lahour Part !' le/i i.1 1 Michael Foo t .  To his 
righ l :  W i// ) '  Brandt . chairman of the Wes t  German Social Dell/ocracy.  

W i t h the Reagan and Lopez Port i l l o  govern ments  

thus  l i n ed up o n  opposi te  s ides  o f  the S a l v a d o rean c i v i l  

war ,  t h e  p lan  i s  to  t h e n  force t h a t  d i v i s i ve i ssue to t h e  

top o f  t h e  agen da at the  C i u d a d  J ua rez m eet i n g .  

I n  separa t e  conversat i o n s  m a d e  a v a i l a b l e  t o  EIR , 

t o p  s p o k esmt.:n o f  t h e  " left" a n d  " ri g ht" s ides o f  t h i s  

p l ot m a de d e a r  h ow t h ey expect the  g a m e p l a n  to w o r k . 

A l ead ing  U . S .  Jesu i t  c h arged with  m o n i t o r i n g  EI  

S a lva d o r ,  Fat her  S i m o n  S m i t h ,  S J . ,  co n fi ded t h at " I  

have every reaso n t o  be l ieve t h at the  new [g uerr i l l a ]  

o ffen s i ve w i l l  occur  s h o rt l y  befo r e  the  i n augurati o n "  o f  

R e ag a n . Father  S m ith  c h uck led  that  Reaga n ' s  "adv i sers 

a r e  i ncapab le  o f  g i v i n g  h i m  any b ut t h e  most k nee-jerk  

a n t ico m m u n is t  adv ice , "  a n d  that  i f  Reagan  i s  s t u p i d  

e n ough t o  fa l l  i n t o  t h e  t rap  by  support ing  i n terven ti o n ,  

" t h e n  t h e  U .S .  w i ll h a ve m a d e  i tse l f a l a u g h i ngstoc k . "  

W o rk i n g t h e  other  s i d e  o f  t h e  same street i s  C leto 

D i G i o v a n n i ,  the a ut h o r  o f  the Central  A m er i ca sect i o n  

o f  the  H e r i t ag e  F o u n d at i o n ' s  rece n t  3 ,000- page po l icy 

st u d y  fo r t h e  Reagan adm i n i st r a ti o n .  D i G i o va n n i  states 

t h at R eaga n w o u ld  d o  we l l  to get the U . S .  m i l i t a r i ly 

i n vo l ve d  i n  E l  S a i v a d o r .  

A pol icy  of genocide 
Bey o n d  t he s h o rt - t erm goa l  o f  s a botag ing t h e  Rea-
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gan- Lopez  P o rt i l l o  s u m m i t ,  the  strateg i c  p u rpose o f  the  

El  S a l vador  p l otters i s  to p l ace the U n ited States a n d  

the devel o p i n g  sect o r  as  a who le  o n  a n  i rreversi b l e  

co l l i s i o n  cou rse . The J es u i ts a n d  the i r C u b a n  foot­

so ld ie r s  a re a rg u i n g  that ,  in the  face o f  the "r ight -wing" 

Reag a n  ad m i n is t rat i o n , the deve l o p i n g  secto r m ust opt  

fo r s u i c i da l  i n s urrect ion  a n d  wars  o f  l i b erat ion  aga inst 

the deve l oped N o rt h .  The  Soc ia l ist  I n ternat i o n a l ,  mean­

w h i le ,  i s  co m p l em e n t i n g  th i s  w i th  a n  econ o m ic p o l icy  

des igned b y  t h e  B ra n d t  C o m m iss i o n ,  wh ose bas ic  tenet  

i s  that  t he S o u t h  m ust  l i berate i tse l f by  " de l i n k i ng "  i ts  

econ"o m y  fro m  the  capita l  a n d  tec h n o l ogy o f  the  N o rt h . 

The  co m b i n ed e ffect o f  these two facets wi l l  be to  

l a u nc h  o f  a wave o f  genoci d a l  wars  i n  the  deve l o p i n g  

secto r ,  w h ich w i l l  p l u nge the  e n t i re area i n to an  I ran­

s ty l e  new D a r k  Age .  T h i s  i s  p reci se ly w h a t  i s  a l ready 

occurr ing  in EI  S a l va d o r, w h ere d u r i n g  1 980 a l one the 

c a r n age c l a i m e d  the  l i ves o f  1 2 ,000 people-and t h i s  

befo re the  fu l l  " fi n a l  o ffens i ve" had  occ u r red .  

T h at t h is i s  the  deliherate p o l i cy o f  t h e  J e s u i t - H er i ­

tage a x i s  was made c lear  b y  M ichae l  Nova k ,  a Jesu i t ­

l i n ked po l i cy -maker  w h o  wo rks at  the "conservat i ve" 

A m erican Enterpr i se I n st i tute .  "Centra l  A m erica a n d  

t h e  C a r i b b ea n , "  he t o l d  a ca l ler ,  " w i l l  be wh at I ran a n d  

A fg h a n i stan h a ve been . "  
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Documentation 

DiGiovanni on the right 

Cleto DiGiovanni, a controversial intimate of many of 
Reagan 's Latin A merican advisers and the author of the 
Cen tral A merican section of the Heritage Foundation 's 
bluebook on the State Department ,  made the following 

comments in an interview this week: 

Q: Is there collaboration between Carter officials in  
Central America and the Socialist International? 
A :  There certainly is .  It 's  a public relations effort, but 
also a substantive one, and their objective is to foreclose 
options for the Reagan administration .  They' re having 
some success with this .  It  has me so worried that I 've just 
banged out a piece which may come out in a few days . 

Q :  What does the fighting look like in El Salvador? 
A :  It's difficult to tell . Remember that the 1 ,500 guerril­
las [reputedly involved in a post-Christmas offensive] 
were not killed, they escaped . If  the guerri llas launch 
dispersed but coordinated attacks ,  I don't think the 
military could hold without pulling out troops from the 
top five cities . It's the kind of situation which can't wait, 
it co uld go bad in the near term . 

Q :  What role will the Christian Democrats play? 
A :  You should remember that the Copeyanos [members 
of the Venezuelan Christian Democratic party, Copei­
ed. ] are a far cry from the CD in El Salvador. There's 
some reality in Venezuelan thinking, that will make itself 
felt in under-the-table influence. 

Q :  But I thought Duarte [the Christian Democratic 
president of El Salvador-ed. ]  was very close to the 
Venezuelans. 
A :  He is .  He was there for seven years or so . But he set 
up ties to both the Adecos [the Accion Democnitica 
social-dem ocratic party] and the Copeyanos .  

Q: What about the role of Mexico? Wil l  i t  support the 
left? 
A :  I f  there's anyone pushing Lopez Portillo [in that 
direction] ,  it' s his foreign minister [Castaneda] . 

Q:  So what's the way out in El Salvador now? 
A :  The parameters are not very flexible for even a short­
term solution in EI Salvador. Carter has buried the fact 
that there' s a shooting war going on there . The guerrillas 
are increasingly well trained and equipped, while the 
military forces are constantly less so .  
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I have a three-point program for what has to be done. 
Fi rst, the U .S .  must put in strong military support for 
the government, at least with credits if not with the arms 
themselves . Second,  the private sector has to be brought 
back into the fold. These are the guys with the skills, the 
capital, the clout in  the international money markets .  
And third,  we have to recognize the reforms are here to 
stay , but based on law, not whim . The land confiscated 
in phase one of the reforms may not be returnable. But 
you can give the owners realistic compensation . . . .  

Q :  Will Duarte be pushed into the background? 
A :  There' s a real advantage in keeping Duarte on, in the 
short term . The international image question comes in 
here. The private sector is not well organized, but it 's 
learning rapidly. 

Father Smith on the left 

Father Simon Smith , S .J. , the Jesuit chief of mission for 

the Third World who is currently working out of the Jesuit 

Conference in Washington, D. C. ,  and is /cwwn in leftist 

Christian circles as " the man who knows most about El 
Salvador, " commented on the situation . 

There is no doubt in my mind that the guerrilla forces 
are planning to launch a major offensive soon [in El 
Salvador ] .  The liberationists have by no means ceased 
their activities; it' s really a question of timing . Remember 
that statement by their leader that they will present 
Reagan with a red-hot situation? Well, I have every 
reason to believe that the new offensive will occur shortly 
before the inauguration  . . . .  

I have no way of predicting what Reagan will actually 
do. I can't point to any of his advisers as being capable of 
giving him any but the most knee-jerk anticomm unist 
advice . I f  Reagan does intervene in the situation,  then 
the U .S .  will have made itself a laughingstock . . . .  

B arring U . S . intervention,  I believe that the progres­
sive movement will be successful-the [Salvadorean] 
army simply isn't trained in guerril la warfare. It's also 
possible that elements of the army may soon defect to the 
guerri l las .  . . .  Look at what we were able to do in 
Nicaragua; there's no reason why we can' t  accomplish 
the same thing in El Salvador. ' . . .  

The Socialist I nternational ' s  help has been of tremen­
dous importance to the liberationist forces. When Willy 
Brandt went on national television to declare the Socialist 
International 's support for us, it had a tremendous mor­
alizing effect on the revolutionary forces . . . .  The Jesuits 
are coordinating closely with the Socialist International 
forces in El Salvador .  
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II. How the trap was set 
by Timothy Rush 

"El Salvador is next," ran the refrain after the Sandinista 
victory in Nicaragua on July 1 9, 1 979 .  But there was 
nothing inevitable about the way a bloody terrorist civil 
war in EI Salvador was built up and has now been 
dumped at the Reagan administration's doorstep a year 
and a half later . 

This "tar baby" operation was a consciously plotted 
project from the outside. each principal force conveying 
the orders into its on-the-scene operatives-Socialist In­
ternational, Christian Democracy, Jesuit "left" and So­
viet-Cuban KGB circles . 

I n  the welter of mutually reinforcing moves made by 
"right" and "left" forces , one theme stands out: the 
effort to lock Mexico into the "left" s ide of the equation, 
and the Reagan administration into the "right" side. 

In March 1 980, the Socialist International took the 
lead . Under the chairmanship of West Germany's Willy 
Brandt, the Social Democrats staged their annual meet­
ing on Latin American soil for the first time. This was in 
Santo Domingo , capital of the Dominican Republic, and 
the corresponding focus of attention was the Caribbean 
and Central America . The final communique expressed 
the Socialist International's solidarity with the left op­
position in El Salvador . 

In late M ay,  it was the turn of the "right-wing" 
Christian Democrats. Consciously imitating the Second 
International event held two months before, the Ameri­
can Enterprise Institute and the West German Christi an 
Democratic think tank, the Konrad Adenauer Institute, 
brought in luminaries from Latin America and Europe 
for in-depth discussions on Central America and the 
Caribbean with U .S .  policy-makers in Washington.  

Though members of the U.S.  National Security 
Council and the State Department policy p lanning staffs 
were present, the primary purpose was to bring the 
Christian Democratic leaders into contact with Reagan's 
Latin American policy group, and shape Reagan's policy 
accordingly.  Reagan advisers Pedro Sanjuan and Con­
stantine Menges organized the affair; and Richard V .  
Allen and Menges made the keynote presentations . 

A central figure in the meeting was Antonio Morales 
Erlich, one of the two Christian Democratic figures in 
the five-man Salvadorean Junta at the time. 

Arfstides Calvani ,  former foreign minister of Vene­
zuela and president of the Latin American chapter of the 
Christian Democrat movement, launched a vitriolic at­
tack on Mexico for allegedly helping the "left and revo-
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lutionary movements" in Central America . Menges 
backed up the charge: Lopez Portillo was "attempting to 
outdo Fidel Castro ,"  he claimed . 

Later in the summer, Menges flew to Europe for 
extended strategy sessions with Adenauer Foundation­
linked circles in West Germany.  

The next continental strategy summit was that of the 
"liberationist" Church . At the early August assembly of 
the Theology of the Americas project held in Detroit, 
Michigan, support for the Jesuit-directed "left" Church 
movements of Central America was a central focus for 
action programs throughout the continent . The U .S .  
campaign culminated in a strong condemnation of  the 
Salvadorean government by the U .S .  Council of Bishops 
a few months later. 

The pace of events picked up rapidly with the election 
of Ronald Reagan Nov. 4. 

In  an attempt to force Reagan's hand in their direc­
tion, right-wing death squads, under international Chris­
tian Democratic direction, stepped up the rate of kidnap­
pings and murders of political opponents. 

Meeting in Madrid in mid-November for a specially 
convoked conference on the other side, the Socialist 
International established a "Committee for the Defense 
of the Revolution in Nicaragua" as a front for region­
wide deployments . The all-star cast on this committee 
included Brandt; Michael Harrington of the U .S .  Dem­
ocratic Socialist Organizing Committee; Austrian Chan­
cellor Bruno Kreisky; former Jamaican Prime Minister 
Michael Manley; French Socialist Party Chairman Fran­
cois Mitterrand; French Socialist leader Michel Rocard; 
former Swedish Prime Minister Olof Pal me; Dominican 
Republic social democrat Francisco Pefta Gomez; and 
former Venezuelan President Carlos Andres Perez . The 
chairman of the committee was Felipe Gonzalez,  head of 
the Spanish Socialist Workers Party (PSOE) . 

Week of Nov. 24. A "Private Enterprise Steering 
Group" of Salvadorean rightists met in Washington with 
top Reagan Latin American advisers Constantine 
Menges, Jeane Kirkpatrick, James Theberge, and Roger 
Fontaine. A spokesman for the Salvadorean group stated 
afterwards that it had received promises of Reagan ad­
ministration military support against the insurgents . 

N ov. 27. In  a dramatic escalation,  right-wing death 
squads , with the clear complicity of government security 
forces , kidnapped six leaders of the Democratic Revolu­
tionary Front (FOR) opposition umbrella organization 
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as they were meeting in the Jesuit Legal Aid office of San 
Salvador. They were found murdered the next day. Colo­
nel Adolfo Majano, known as the most liberal of  the 
Junta members, fled the country . 

Dec. 4. Felipe Gonzalez set out on a key coordinating 
mission.  He met with Fidel Castro at dawn in Havana to 
discuss "such issues as the Central American situation." 
Gonzalez proceeded to Panama that afternoon for ex­
tended private meetings at the home of Panamanian 
strongman Omar Torrijos ,  with Colonel Majano and 
other Salvadorean insurgents, representatives of the Ni­
caraguan Sandinistas, and the liberal Christian Demo­
cratic Foreign Minister of El Salvador, Fidel Chavez 
Mena. 

At the airport, Gonzalez said he had come because 
Panama is "a center of information . . .  particularly 
regarding the Central American isthmus ." 

Escalating the provocation from their s ide,  right­
wing elements abducted and murdered four American 
missionaries outside San Salvador. The next day the 
United States temporarily suspended aid. 

Dec. 5. Gonzalez flew to Washington .  He briefed the 
Committee for the Defense of Nicaragua, gathered for a 
giant conference on "Eurosocialism and America ," on  
h i s  consultations with Castro and the Salvadorean lead­
ers . The issue of Nicaragua was barely mentioned; press 
accounts stated that the meeting was "to study the 
Salvadorean situation." 

Dec. 6. The Eurosocialism conference moved into 
high gear, with Gonzalez,  Brandt, Palme, Harrington, 
Mitterrand, and Nicaraguan Foreign Minister Father 
Miguel D' Escoto all playing prominent roles. Pal me told 
a Mexican newspaper that the "Salvadorean government 
must be based on the FDR." 

Dec. 7. Willy Brandt was asked on the U . S .  television 
program "Face the Nation" if he supported a "social­
democratic policy" of sending money to El Salvador, 
"even though some of it goes to arming the guerrillas ." 
"Yes ," he responded; "and I speak for the Socialist 
International ."  

Dec. 7. U.S .  emissaries William D .  Rogers and Wil­
liam Bowdler left for a "fact-finding mission" to El 
Salvador to investigate the deaths of the nuns and to 
demand restructuring of the government .  At the end of 
the week, Christian Democratic Junta member Jose Na­
poleon Duarte was named president,  and the other mem­
bers of the Junta downgraded. 

Dec.  7.  Majano returned to El Salvador after two 
additional days of meetings in Panama. He began discus­
sions with opposition figures, and soon went into hiding . 

Dec. 7. Felipe Gonzalez, in his plenary speech to the 
Eurosocialist strategy session in Washington, made it 
clear that the Second I nternational was turning up its 
pressure to force Mexico to join the "left" side of the 
fray.  "The Second International asks i tself what Mexi­
co' s role in Central America will be . This could be 
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decisive. " 
The same day, the Social Democratic Foreign Min­

ister of Denmark, Kjell Olenson, finished talks in Mexi­
co. The Salvadorean Junta "has no equal in modern 
history" for the practice of genocide, he declared; it is  a 
"criminal act" to support such a government. " I  have 
similar points of view to Jorge Castaneda," Olenson 
added, referring to the Mexican foreign minister. 

Dec. 8. The Socialist International began to fan back 
out through Latin America to deliver the marching 
orders established in Washington . Francisco Pena Gom­
ez, Dominican social-democratic leader, flew from 
Washington to a series of new meetings at Torrijos 's  
home in Panama with Venezuela' s Carlos Andres Perez 
and former Bolivian President Hernan Siles Suazo . 

Dec. 8. A three-day conference on European-Latin 
American relations sponsored by the Friedrich Ebert 
Foundation opened in Caracas .  Numerous members of 
both Christian Democrat and Social Democrat factions 
were present. The conference was closed by Carlos 
Andres Perez, returned from his talks in Panama. 

Dec.  9. Willy Brandt's personal secretary, Klaus Lin­
denburg ,  was dispatched from the Washington meeting 
tel Mexico ,  where he coordinated a three-day conference 
on North-South issues cosponsored by the Friedrich 
Ebert Foundation and the think tank of the ruling PRI 
party, J EPES. The backroom discussions focused on 
efforts to align the PRI with the Social Democracy. 

Mexico kept its distance .  Though PRI President Car­
vajal indicated affinity for the Socialist International,  he 
was forced by opposition in his ranks to declare that the 
PRI "is prevented by statute" from joining. 

The semi-official government daily, El Nacional cut 
through the wave of proguerrilla propaganda being 
mounted in Mexico' s  vociferous left-Jesuit press .  It 
pointedly wondered whether the Junta had simply made 
an error by not more effectively preventing the deaths of 
the U . S .  missionaries , or whether it had fallen into a trap 
designed to j ustify foreign intervention.  

Dec. 14. ACclon Comunitaria, a group founded by 
the Mexican affiliates of the Christian Democracy, an­
nounced that it was changing its name to become the 
"Mexican Social Democratic Party ."  Its platform is 
support for "anti-imperialist" liberation struggles. 

D ec.  15.  Mexican Foreign Minister Castaneda grant­
ed an exclusive interview to Mexico 's  Jesuit-controlled 
left newsweekly, Proceso . In defiance of Lopez Portil lo's 
policy, he stated that Mexico had already decided to 
break relations with El Salvador, and was only awaiting 
a certain degree of  territorial control by the guerrillas to 
make the announcement. 

Dec. 17. Fidel Castro , in his opening speech to the 
Second Congress of the Cuban Comm unist Party, warm­
ly praised the Socialist International' s work in Latin 
America .  The final resolutions of the conference Dec. 20 
called for "joint action" with the "progressive elements" 
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of the Ch urch , particularly in "Nicaragua and EI Salva­
dor . "  

The Congress was the occasion for a steady stream of  
Salvadorean, Guatemalan, and Nicaraguan guerrillas to  
be  feted by the  2,000 delegates and 34 foreign delega­
tions . 

Dec. 17. The "Iiberationist" wing of the Salvadorean 
Church , through Archdiocesan spokesman Roberto 
Cuellar, issued an open call for rebelli on . " [The Church ] 
sanctions the legitimacy of i nsurrection as the supreme 
recourse of popular defense" in the face of  tyranny, he 
told th e press .  

A week earlier, "Iiberationist" Archbishop M arcos 
McGrath of  Panama had directed an international com­
munique commencing: "To the present government of 
EI Salvador, we direct our clear, vigorous, and, in the 
name of God ,  threatening words ."  

Dec. 23.  Amid increasing rumors that  the "final 
offensive" o f  the Salvadorean guerrillas would be due 
Dec . 26, Salvadorean Archibishop Rivera y Damas gave 
the green light from the Church for the strategy of 
establishing enclaves of "rebel territory." The Church 
will "recognize the constituted power" on a parish-by­
parish basis, he announced . Stro ng messages of s upport 
for the S alvadorean Church arrived from the Mexican 
Episcopal Council and the U . S .  Council of Bishops.  

Dec. 26. The guerrilla offensive began.  The New York 
Times made arrangements to broadcast the statements of  
guerril la leader, Fermin Cienfuegos worldwide: "The 
situation i n  EI Salvador will be red hot by the time M r .  
Reagan arrives ."  

Nicaragua's ordeal: 
eye�tness account 
A highly reliable source on friendly terms with the cur­
rent Nicaraguan government recently returned from a 
visit to that country and reported the fol lowing develop­
ments . 

The consolidated policy now in place in Nicaragua is 
one of accelerating economic devolution into a Kam pu­
chea-style Dark Age. M any factories are run on a daily 
basis by armed teenage "political commissars ," who use 
their vested authority to override decisions made by 
experienced plant managers and technicians.  I n  many 
cases there are KG B-linked Cuban and Soviet advisers 
performing simi lar roles . 

One specific anecdote is exemplary . A respected Ni­
caraguan medical doctor who was to deliver a technical 
scientific paper to a group of  students was told that he 
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would have to submit his presentation for political 
screening by a Soviet "commissar." Then , in the co urse 
of his tal k ,  he showed photographs of advanced Ameri­
can medical equipment, only to be interrupted by the 
Soviet, who informed the group that this was "imperialist 
technology ." 

Not surprisingly , such policies are leading to a situa­
tion of eco nomic chaos. And no one is seriously mobiliz­
ing the pop ulation behind development or reconstruc­
tion task s .  

Although t h e  J u l y  1 979 Sandi nista revol ution includ­
ed a thrust toward the industrial development of Nica­
ragua-and viewed the o uster of the drug-running So­
moza dictatorship as a first step in that direction-the 
current situation indicates that the Jesuit Dark Ages 
faction now enj oys total hegemony and has the country 
locked into an antiscience, J acobin course . 

A crucial consolidation point was the late 1 979 "lit­
eracy campaign,"  run by the country's  leading Jesuit, 
Father Fernando Cardenal, S .J . ,  the brother of the better 
known (but less influential) N icaragua Culture M inister, 
Ernesto Carden a! . The campaign,  un der which thou­
sands of Cuban volunteer teachers have traveled to Nic­
aragua to aid in the proj ect, was based on the method 
developed by Paulo Freire, a renowned "Third Worldist" 
pedagogue who has close l inks to Liberation Theology 
Church networks .  Best known for proposing "deschool­
ing" and other antidevelopm ent brainwashing tech­
niques, Freire's sponsors include the Club of Rome and 
UN ESCO . Prior to Nicaragua, his main guinea pig was 
Guinea Bissau . 

The same Jacobin bias is evident in the day-to-day 
management of the state. The latest fashion among 
government officials and employees is to wear dirty shirts 
on the j ob-perhaps to prove their proletarian roots . 

The person with greatest power in Nicaragua is 
Interi or Minister Tomas Borge-an individual generally 
recognized as " H avana' s man" on the scene. There are 
nominally three distinct governing bodies in the coun­
try-the five-man J unta; the parliament-like State 
Counci l ;  and the ni ne-member Sandinista National Di­
rectorate-b ut in point of fact, it is the Sandinista 
Di.recto rate which runs the country .  I t  consists of three 
representatives of each of the three currents within 
Sandinismo, and Borge is  the strong-man within this 
grouping.  Thro ugh this arrangement, our so urce re­
ports, Borge systematically overrides Junta members 
like Sergio Ramirez, who otherwise object to features of 
the ultraradical ,  antiscientific approach that is  domi­
nant . 

Borge is also in charge of internal and state security, 
and has placed the leading members of  the government 
under close surveil lance. To keep control over the 
armed forces , the government keeps them con stantly on 
edge over real and feigned "foreign attacks" and "bat-
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tles with counterrevolutio naries . "  The relative interna­
tional isolation of the Nicaraguan government-both 
pol itically and financial ly-has contributed to this 
"trench mental ity . "  The mental health of some Sandi­
nista commanders has been sh attered to the point that 
they are feverishly preparing to have the "invincible 
Sandinista army" repulse an "imminent U . S .  invasion" 
of neighboring EI Salvador.  

According to our source, many Nicaraguans close 
to the Sandini sta leadership view Borge as close to 
clinically insane, with megalomaniacal obsessions dom­
inating his political life.  Borge himself actually best 
explains his current mental dissociation,  and the likely 
fact that he is controlled by the Jesuit order, in  an 
exclusi ve Nov. 1 7 , 1 980 interview with the M exican 
magazine Proceso. 

Borge reports that he was exten sively tortured by 
Somoza's security forces, including one nine-month 
period in 1 977 when he was held in a cell with a black 
hood over his head and an air conditioner running the 
entire time. 

A number of Somoza's top generals-possibly in­
cluding those overseeing Borge's  lengthy torture-are 
known to have been Jesuits. 

Today, Borge reports, he reads erotic poetry and the 
Bible-"on the recommendation of  Fernando Cardenal ,  
the Jesuit .  He is the man I most love . "  

Growing discontent 
One of the consequences of this overall political 

arrangement is that it became impossible for the gov­
ernment to maintain a political alliance with the leading 
business representative, Alfonso Robelo, who was a 
member of the ruling J unta until September 1 980. 
Although Robelo himself seems to have fol lowed Carter 
administration recommen dations that he pull out of the 
govern ment to polarize the situation further, it is  the 
evaluation of our source that this could have been 
prevented by proper government eco nomic policies 
designed to build s upport within the private sector .  

Discontent i s  n o w  widespread a n d  growing in Nica­
ragua in response to the economic crisis ,  and although 
much of this is being spearheaded by representatives of 
the old Somoza dynasty, the breadth of opposition to 
Sandinista policy goes well beyond the Somocista group 
alone. 

Our source emphasized that both the Cubans and 
Soviets are "up to their ears" in the current Nicaraguan 
situation . This evaluation was shared by French M i nis­
ter of State for Foreign Affairs Olivier Stirn ,  who 
recently traveled to Nicaragua and M exico . I n  an 
airport stopover in Costa Rica, Stirn expressed great 
concern over the Cuban role in Nicarag ua. And mem­
bers of his entourage independently confided this same 
view to EI R staff personnel .  
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Jesuits run both 
sides in Salvador 
by Carlos Wesley 

The day after Christmas, leftist guerrillas in EI Salvador 
launched a maj o r  o ffensive against government troops 
in the northern end of the co untry along the border with 
Honduras . Between 1 ,000 and 1 , 500 guerrillas were be­
lieved involved in this effort to overthrow the ruling 
military-civilian j unta headed by Christian Democratic 
president Jose N apoleon D uarte. 

Reports from the battlefield say that the guerri llas 
have so far fallen well short of their goal of obtaining a 
deci sive victory over the military . But n either has the 
governm ent been able to pacify the country: close to 
1 2,000 people were killed in 1 980, and a flood of refugees 
was created that already surpasses 1 00,000 people. 

Much of  the press has portrayed the Salvadorean 
situation as a conflict between ultraleftist facti ons vying 
for power against extreme conservatives, with the Carter­
b acked J unta caught in the middle . But what most 
acco unts leave out is  the fact that all sides in the struggle, 
including the governing J unta, are controlled by the 
nominally Catholic Jesuit o rder, whose policy it has been 
to deliberately polarize the situation and bring about a 
civil war in which the Salvadorean peasantry have mostly 
served as unwitting cannon fodder . 

EI Salvador has been an experimental testing ground 
for the Jesuits since at least the mid- 1 960s, when the 
order took a 1 80-degree turn and, ostensibly abandoning 
its longstanding alliance with the ruling local oligarchy, 
wholeheartedly embraced radical "l iberation theology ." 
Raising the banner of " land reform ," scores o f  Jesuits 
and Jesuit-trained M aryknolls ,  Capuchins,  diocesans, 
and members  of other religious orders were deployed to 
organize or  take over existing peasant groupings; the 
Christian Democratic party; the social-democratic Na­
tional Revolutionary M o vement ( M N R);  and the stu­
dent groups that spawned the guerrillas.  Among the 
backward peasantry, in  particular, the Jesuits organized 
" Base Communities,"  and local priests began to take on 
the status of  mass political leaders . The m urder of Arch­
bishop Ro mero in M arch 1 980 only served to turn him 
into a martyr fo r the left, while consolidating the hold of 
the Jesuits over the population in general . 

The takeover of the mass institutions at the top was 
facilitated by the fact that the Jesuit order runs most of 
the country' s leading educational i nstitutions,  including 
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the U nivers i dad Centro A mericana (OCA) that h as 
trained "most o f  Salvador's  po l i t ical  leaders ,"  as one 
high-ran king European Jesuit  recently boasted to EI R .  

Exemplary i s  E l  Salvador's  J u n ta,  whose civi l ian­
mi l itary mem bership has s h i fted repeatedly  i n  m usical­
chair fashion s i n ce its  i n cepti on . The J u n ta fi rst came to 
power fol lowing a m i l itary coup carried out with the 
blessings o f  the C a rter a d m i n i stration i n  October 1 97 9 .  
A t  that t ime,  R a m o n  M ayorga,  one o f  t h e  five members 
of  the J unta,  was the head o f  the Jesuit  UCA, whi le 
another, G u i l l ermo U ngo,  was a professor there,  a n d  
became a leading m e m  ber of  t h e  Social ist  I nternati o n a l ­
l i n k ed M N R ,  after quitt ing the C h rist ian Democratic 
party.  U ngo to this  dav maintains  excel lent  l i n k s  with the 
country ' s  several guerri l l a  groups .  Both h e  a n d  M ayorga 
have si nce left the J unta ,  gone into exile,  and proclai med 
their s upport fo r the g uerri l l a s .  

I n  late 1 979 ,  t h e  London-based newsletter Latin 

A merica . commented : " I n  addit ion to the presen ce o f  
M ayorga an d U ngo,  t h e  country ' s  Jesuit  order,  the m o st 
radica l in Centra l  A merica,  has close l i n k s  wi th at least 
fou r  members of the cabinet . "  

Venezuela 's role 
The socia l -dem ocratic mem bers of  the J unta were 

driven fro m  power in early 1 980, in a reputed "r ight" 
turn that brought the Christ ian Dem ocracy into fu l l  
contro l .  A fter a few m o re shifts,  i n c l u di n g  t h e  o uster o f  
C o l .  A d o l fo M aj an o-the most l i beral  m i l i tary mem ber 
of  the J u n t a-p ower was concen trated i n  a center-right 

With friends like these . . .  
Reagan faces a sOUrce of Jesuit "right" manipula­
tion within his own band of Latin American advis­
ers, and this could prove a serious problem . 

Two names to single out: Jeane Kirkpatrick 
and Roger Fontaine. 80th have longstanding asso­

ciations with the Jesuit Georgetown University in 
Washington, D.C., Kirkpatrick as a professor of 
government and Fontaine as the Latin America 
director of Georgetown's strategic think tank, the 
Center for Strategic and International Studies 
(CSIS) fro m 1975- 1 980.  Both currently operate out 

of the American Enterprise Institute, as elements of 
massive Georgetown influence over the AEI. And 
both stand to play important roles in the new 

administration ,  Kirkpatrick as U.N.  ambassador­
designate (see profile p. 60) and Fontaine as a 

leading contender for the Latin America assistant 

secretary post at State. 
What are they counseling for Central America 
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m i xt ure o f  civi l ian a n d  m i l itary representati ves,  headed 
by Presi den t Jose N apoleon D uarte, the top leader of 
Salvador's  C h rist ian Dem ocracy. 

The s u ccessful C hristian Dem o cratic pres idential  
candidate i n  1 97 2 ,  D u a rte was co uped by the m i l itary 
and fo rced into exi le  i n  Venezuel a ,  where he l i ved for 
the next seven years . Whi le  in Venezuel a ,  he worked 
c losely wi th the fact ion of  the C h rist ian Demo cratic 
Party (Copei) of then- Presi dent o f  Venez uela Rafael 
C a l dera . He a l so mai ntained c lose contact with the 
Venezue lan  affi l i ate of the Soci a l i st I n ternati o n a l ,  Ac­
cion Democnitica.  

D u arte' s mentor ,  Ca l dera, is-together w ith the self­
co n fessed leader of C o l o m b i a ' s  fascists ,  A l varo Gomez 
H urtado-a fo u n d i ng member o f  the European Center 
for D o c u m en tati o n  and I n form ati on ( C D I ) ,  a th ink  
tank that  is  c losely associated with  the M on t  Pelerin 
Society and the B l ack I n ternatio n a l ' s  Pan Eu ropean 
U n ion o f  reacti onary C o u n t  Otto von H apsburg .  H aps­
b u rg is  also a mem ber of CD I .  

I t  i s  a n  open secret that D u a rte and the current 
J u nta are today virtu a l l y  run by the Venezuel an Ch ris­
ti a n  Democracy.  For example ,  the move to m ake 
D u arte President of EI  Salvador in Decem ber 1 980 was 
reported ly  perso n a l l y  engineered by A ristides Calvani ,  
who served as fo reign mi nister u nder Caldera.  Calvani ,  
the secret a ry-general  o f  the World U n ion o f  C h ristian 
Democrats, a n d  C a l dera both h a ve extensive l inks i n to 
the o l d  E u ropean o l igarchic fam i l ies that run both the 
C h rist ian Democracy and the Social Democracy . 

and the Caribbean? Here's a sampling of recent 

statements by Kirkpatrick : 
On Cuba: "I think it is very important to target 

Cuba. I think a naval blockade should do the 
trick , " 

On the right-wing role in E/ Salvador killings,' 
"The inabi l i ty of the Junta to control the military is 
an absolutely normal condition for a Latin Ameri­
can govern merit. " 

On Latin A merican politics: "Latin America has 
a cultural idiosyncrasy for military dictatorships 
and coups ."  

In  a now-famous lecture she delivere d to an 
A EI seminar in early December, Kirkpatrick spoke 
of "Hobbesian choices" in the region-a reference 
to the British philosopher Hobbes , who advocated 
law of the jungle and rule of force as the "natural 
conditions" of man. According to Salvadorean 
sources , she has promised the Jesuit-run Salvado­
rean Junta immediate military backup by the Rea­
gan administration . 
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III. Cuba declares war on advanced sector 
by Gretchen Small 

Cuba is one of the biggest strategic "prizes" held inter­
nationally by the oligarchist forces who are dep loyed to 
ensure that genocidal wars are implemented across the 
globe. This was made strikingly clear by the Second 
National Congress of the Cuban Communist Party, held 
Dec.  1 7-20 in H avana. N orth-South confrontation was 
adopted as formal strategy at the PCC Congress , the 
most important since the party's  founding congress five 
years ago. The underdeveloped countries have "unified 
into a single front," Castro told the conference in his 
opening 1 2-hour speech , in order to confront the "con­
tradiction between these countries and imperialism . "  

The Reagan administration represents the ascendan­
cy of the "m ost reactionary right" in the United States,  
accordi ng to Castro , and will have to face the "increasing 
combativeness of the masses" in the formerly colonial 
sector. Cuba will aid any national l iberation struggle that 
"opposes the domination of Washington,"  he promised. 

Two leading allies of Cuba in  this confrontationist 
strategy, outside the socialist sector, were cited by Cas­
tro: the Socialist International,  and the radical "l ibera­
tion theology" movement within the Catholic Church. 
Castro i nfo rmed the congress that the PCC had " main­
tained frequent and fruitful contacts with the social­
democratic parties" of Latin America and Europe in the 
recent period, and declared that "the Social Democratic 
participation . . .  in Latin America [is] positive. " 

Castro also underlined the growing importance of 
revol utionary Christian forces , and the PCC unanimous­
ly adopted a resolution at the end of the congress which 
formally stated that Cuba would seek "strategic alliance 
and joint action with progressive and revolutionary lay­
ers of the Ch urch . "  

The congress was attended b y  foreign delegations 
ranging from official representatives of the soci alist bloc 
countries to representatives from national liberation 
movements and radical states from around the globe. 
Castro noted in  his closing speech that "at times it was 
difficult to distinguish whether it was a Cuban congress 
or a congress of the world's revol utionary fo rces ! "  

Cuba has served a s  a key base o f  operations for the 
creation of radical "national liberation" movements 
since the 1959 Cuban revolution . But the all-out war on 
the United States and the advanced sector as a whole that 
was adopted as Cuba's official strategy at the Second 
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N ational Congress reflected a sharp shift in the factional 
situation within the Cuban government and its consoli­
dation over the recent period .  From the evidence provid­
ed by the congress , a deeply entrenched Dark Ages 
faction in Cuba linked to the K G B / confrontationist 
faction in the Soviet U nion has gained ascendancy in  the 
government's foreign policy, and is  gaining strength on 
the internal front as wel l .  

A s  recently as Fidel Castro's  September 1 979 speech 
to the U nited N ations,  the Cuban president combined 
calls for Third World revolution with a saner orientation 
toward seeking economic co operation between North 
an d South as the only means to guarantee detente . Now 
virtually nothing remains of the detente strategy. 

Cuba's full  adoption of the con frontationist game­
plan is  also a crucial policy entry-point into the rest of 
the socialist bloc.  French Socialist Party members at the 
congress stressed that Castro ' s  positive reference to the 
Socialist International is doubly significant, in that it 
sharply differs from the historic animosity toward the 
Social Democracy in the rest of  the East bloc.  

A crucial role in  swinging the Cuban government 
behind this Jacobin strategy has been played by networks 
un der the control of British intelligence operating in the 
United States who have orchestrated an escalating con­
frontation with Cuba during the past year and a half in 
particular. Exemplary was the pamphlet on Cuba pub­
lished by the influential Committee for a Democratic 
Maj ority (CDM),  a hawkish policy-making group, many 
of whose m embers are now associated with the Reagan 
camp . Called "Coping with Cuba," the pamphlet started 
with the assumption that the Castro government could 
be overthrown in the short to medium term i f  such 
actions were taken as funding of internal subversion,  
economic pressures , and even the re-imposition of a 
naval blockade around the island to stop Soviet oil 
shipments. The author of the report, H ugh Thomas, is  
British intelligence's  leading specialist on the Hispanic 
world and an adviser o n  Latin America to British For­
eign Secretary Lord Carrington .  

Carter administration plan s t o  hold invasion and 
landing exercises last M ay at the U . S .  military base at 
Guantanamo Bay as part of unprecedented Caribbean 
military exercises by the U . S .  M arines-tho ugh can­
celled at the l ast minute-made the C D M ' s  recommen-

Special Report 3 1  



dations more than credible to the increasingly besieged 
Cubans .  

Equally significant in explaining the  domination of 
the Cuban government by the current super-revolution­
ary "Third W orldist" mode was the Soviet invasion of 
Afghanistan .  Top Cuban policy layers are known to have 
viewed this as signifying a Soviet decision to "trade off a 
pawn" with the U nited States-Afgh anistan for Cuba­
which led the Cubans to believe that they could not rely 
on firm allies either in the East or the West. Cuba's only 
strategy, in that case, was seen to be insurrectionary 
forces in the South . 

Castro's speech to the congress is virtual clinical 
evidence of the fear reaction that now grips the centrist 
faction of  the Cuban leadership, as his "let them drop 20 
bombs on us" statement i l lustrates most graphically (see 
box). Discussion at the congress centered on mobilizin

,
g 

the population to withstand the severe hardships a block­
ade would entail ,  and the necessity of training every 
Cuban citizen in military skill  to face an invasion .  

That fear has i n  turn thrown the centrist faction i n  
the Cuban government, which has tried t o  b alance be­
tween the KG B-linked J acobin faction on the one hand 
an d the opposing industrially vectored faction on the 
other,  into ful l  support of  the insurrectionary policy . 
Operating under an immoral,  M aoist-style criterion of 
"the enemy of my enemy is my friend,"  the Cuban 
government is supporting and aiding everything that 
presents itself as "anti-American " :  the bestial Iranian 
revolution;  Puerto Rican "pro-independence" terrorism 
in the United States; and genocidal wars of attrition in 
Central America . 

The networks involved in this Dark Ages foreign 
policy are collaborating inside Cuba with cultural-rela­
tivist anthropology networks whose roots go back into 
pre-Castro Cuba and who are now centered around the 
cultural ministry. The promotion of Central Committee 
member Jesus Montane Oropesa into both the Secret­
ariat of the Central Committee and the newly formed 
Alternate Politburo, is  exemplary of the control gained 
by this Dark Ages faction .  

Mo ntane, a longtime close collaborator of  current 
Culture Minister Armando H art, was the representative 
of Cuba at a critical meeting of  East bloc networks close 
to Soviet "radical" Boris Ponom arev held in East Berlin 
in October, on the topic, "The Joint Struggle of the 
Working Class M ovement and National Liberation 
M ovement against I m perialism for Social Progress . "  

Montane spoke there on armed struggle a s  the only 
ro ute for national liberation . M ontane' s new post as 
general director of Foreign Relati ons and the Americas 
in the Secretariat places him in close collaboration with 
M anuel Pinero , the KGB-trained head o f  Cuban intelli­
gence for the Americas, who has been identified as a 
critical man in Cuba' s Latin American policy-m aking. 
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Fidel Castro looks to 
the Church radicals 

The following are excerpts taken from the 1 2-hour speech 
that Cuban President Fidel Castro delivered on Dec. 1 7, 

1 980, to the opening session of the Second Congress of the 

Communist  Party of Cuba. 

On North-South confrontation 
One benefit of the struggle for a new international 

world order is the unification of the underdeveloped 
countries into a single front.  . . .  This phenomenon can 
only be  explained on the basis of  a generalized contra­
diction between these countries and imperialism . . . .  In 
the face of the strategy of the most reactionary circles of  
imperialism,  the  united action of the  underdeveloped 
world ,  of the socialist countries , of the entire pl anet' s 
progressive forces, and even of the most clear-sighted 
sectors in  the developed capitalist powers, becomes 
essential in order to confront the serious crisis that 
today prostrates mankind . . . .  

At the present time in world history, it is necessary 
to stop and consider whether m ankind should choose­
in resolving these ancient problems that are now record­
ed-the path of confrontation or whether it should 
prefer the path of cooperation.  This was the central 
theme of the speech that Cuba presented to the 24th 
U . N .  General Assembly in the name of the M ovement 
of No naligned Co untries . This choice has not yet been 
made, an d there is sti l l  time to try-although it is a very 
difficult and perhaps romantic task-to coordinate the 
interests of the developed capitalist countries, of the 
socialist countries, and of the developing countries, in 
order to arrive at constructive propositions . . . .  

On Cuba's strategic allies 
The unity achieved by the revolution ary forces in 

some countries and the advances made in that direction 
in others, have constituted an important factor in the 
victories achieved and the advances m ade by the Latin 
A merican revolutionary movements of national and so­
cial l iberation . . . .  

Within the Latin American context, the active par­
ticipation of Christian forces is  more important every 
day . These fo rces . . .  are actively j oining the struggles 
for national l iberation,  democracy and the social trans­
formations of o ur peoples.  The fight of the revolution­
ary Christian elements, which sometimes include priests 
and other elements of the Catholic hierarchy, alongside 
the leftist forces , constitutes an appreciable ingredient 
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of the major historic changes currently taking place in 
our countries . 

When we refer to the revival of the popular forces, 
there is another new element in the Latin American 
situation,  which must be recorded: the social-democratic 
presence . . . .  Now, however, Latin America has become 
one of the permanent arenas of  social democracy . . . .  
Despite the well- known ideological differences that 
separate Marxist- Leninist revolutionaries fro m  the so­
cial democrats, when we examine the immediate situa­
tion and refer to the current historic conditions, the 
social democratic participation and the social-democra­
tization of former bourgeois  and oligarchic parties of 
Latin America are positive . . . .  

The Cuban Comm unist Party has m aintained fre­
quent and fr uitful contacts, at times at the highest level , 
with socialist and social democratic parties and person­
alities from Latin America as well as from West Eu­
rope . . . .  We will join also with all the patriotic govern­
ments and with the anti-imperialist movements that are 
combatting, in  one way or another, the domination of 
Washington . . . .  

On a showdown with the U.S. 
The election of Reagan introduces into Cuban- U . S .  

relations a n  element of uncertainty , o r  more properly , 
of danger . 

A t  the final session o/ the congress on Dec. 20, Castro 

again addressed the issue 0/ Cuba 's preparations for 

fighting a U. S. invasion: 

We are constantly threatened by imperialist aggres­
sion . . . .  They are threatening us with m ai ntaining their 
economic blockade. Let them m aintain it for 1 00 years 
if they want. . . .  They are threatening us with naval and 
military blockades . Let them impose their blockade and 
they will see what the Cuban people are capable of 
withstanding . 

If this gigantic mass has to disperse throughout the 
country and cultivate the land in order to l ive, if  we 
have to cultivate it  with oxen and plows and with hoes 
and pickaxes, we would cultivate it, but we would last. 
If  they think that we are going to surrender because we 
lack electricity or buses or oil  or whatever, they will see 
that they will never be able to subj ugate us . . .  even if 
we have to live like the Indians that Columbus found 
when he arrived here 500 years ago . . . .  

I f  they dare invade our country , more Y ankees will 
die here than died in the Second World War . . . .  

I f  they wish to save themselves a lot of work and 
they wish to drop 20 atomic bombs on us, let them do 
so . Let them drop them . Once before we faced the risk 
of having them dropped on us. I do not recall that any 
citizen of this co untry lost sleep over it .  . . .  

We m ust prepare ourselves for the defense of the 
country . . . .  
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Soviet faction backs 
Latin insurrections 
by Rachel Douglas 

In the closing months of 1 980, Soviet propaganda in­
creased its support of the li beration theology of Jes uit 
revol utionaries to a lo ud roar . The internationally circu­
lated Moscow weekly New Times hailed " Latin Ameri­
can priests . . .  active in social and political life .  The 
monthly A merica Latina devoted its entire October issue 
to liberatio n theology . "  

These are t h e  outlets of  a Soviet faction which i s  
in strumental both in t h e  immiseration of Central Amer­
ican nations and populations, and in the creation of 
military explosions in that region.  

The same Soviet faction,  which reaches to the highest 
levels of the Comm unist Party of the Soviet U nion and 
centrally involves the KGB security agency, orchestrates 
the Soviet networks collaborating with the Iranian mul­
lahs' regime in plunging Iran into a new dark age . 

The International Department of the Soviet Com­
munist Party Central Committee, headed by Boris Pon­
omarev , is complicit in these operations . So are the 
foreign policy think tanks of the U . S . S . R .  Academy of 
Sciences, led by the Institute of World Economy and 
I nternational Relations ( I M E M O) ,  known for its l inks 
to Briti sh i ntelligence agencies . 

Together with the overseas sections of the KGB,  
these institutions comprise a powerful subsector of the 
Soviet foreig n p olicy-making establishment, which co­
functions with those internati onal socialist and Catholic 
networks that pursue policies of de-industrialization and 
destabilizatio n .  As such, they directly counteract a very 
di fferent impulse that also contrib utes to Soviet foreign 
pol icy, namely the goal of  avoiding war.  

A clear,  current instance of  Soviet war-avoidance 
policy is  the proposal made personally by President 
Leonid Brezhnev, during his December 1 980 visit to 
India,  for an intern ational agreement on securing sea 
lanes through the Persian Gulf. Several nations of the 
Gulf region,  nations which are otherwise targets of So­
viet-linked destabilizatio n ,  welcomed Brezhnev's initia­
tive as a concrete opportunity for defusing the Middle 
East crisis .  

At the j ust-ended Second Congress of  the Cuban 
Comm unist Party, which cemented Cuba's allegiance to 
the destabilization strategem s of  the Socialist I nterna­
tional and the Jesuit order, M oscow's contribution was 
on a stability track . The Soviet delegation was led not by 
the communist ideologues like Ponomarev, but by Polit-
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buro member K o nstantin Chernen ko,  an associate o f  
Brezh nev since t h e i r  postwar j o bs i n  rebui ld ing a Soviet 
in dustrial  district,  and V ladi m i r  D o lgi kh ,  the Central 
Committee secretary for heavy i n dustry.  

I n  h is  s peech to the C ub a n  congress,  Chernenko 
stressed the strengthening o f  Cuba thro ugh i ndustrial  
developm ent, the importance of science and techno logy 
exem p l i fied by a j oint  Soviet-Cuba space flight l ast sum­
mer,  and the need for detente . Chernen ko even del ivered 
a slap to H avana by saying Soviet support for the inter­
nati o n al nonal igned movement was exem pl ified by 
Brezhnev' s trip to India-the country which has  con­
fronted C u b a ' s  efforts to h arness ihe n o n a l igned move­
ment to its pol icies ! 

Soviet forces implicated 
The M oscow col lab orators i n  the destabi lizatio n o f  

Central A m erica are cen tered m ai n l y  i n  t w o  pl aces : t h e  
Comm unist  Party Central C o m m ittee apparat and the 
Academ y thi n k  tan ks .  I m pl icated i nsitutio n s  and per­
sonnel include:  

Sergo Anastasovich M ikoyan. Editor :  A merica Latina, 

monthly of the U . S . S . R .  Academy of Sciences I n stitute 
for Latin A merica .  

The I n stitute o f  Latin A m erica, wh ose d irector is  
Viktor V .  Volski i ,  i s  one o f  several spun o ff d uring the 
1 960s fro m  I M E M O ,  the chief Soviet foreign policy 
think tan k .  I M E M O  is  where British intel l igence agent 
Donald M aclean ,  col league o f  the fam o us A nglo-Rus­
sian tr ip le  agen t,  KGB General K i m  Phi lby,  works on 
shaping Soviet perceptio n s  o f  Europe.  I t  is  the leading 
Soviet source o f  the thesis that u n less it  becomes 
social ist ,  the developing sector would be better o ff 
without foreign capital  inputs  at a l l-even i f  countries 
relying o n  thei r own resources col lapse eco n o m i cal l y .  

I M E M O  w a s  fo unded a fter a 1 956 d i rective from 
M ikoyan's  father,  the A r men ian B o lshevik a n d  l ater 
Po litburo mem ber A n a stas M i koyan . Drawing on the 
cadre trai ned by the H u ngarian c o m m u n ist Eugen 
Varga , an adherent o f  the British school i n  communist  
eco n omics,  A n astas M ikoyan comm issioned I M EM O  
t o  b e  headed first  b y  h i s  b rother- in- law, A .  A .  A rzuman­
ian . 

The October 1 980 issue of M ik oyan ' s  A merica La­
tina contai n ed six articles on "The C h urch and the 
Political Struggle," which p rovi ded theoretical j ust ifi ­
cation fo r comm unist  col laborati o n  w i t h  t h e  armed 
priests of the Jesuit  order i n  Latin A m erica . The keynote 
article was a tribute to 1 8th-century rabblero user Tupac 
Am aru fo r his  conclusion that the way to a radical 
tran s formation o f  the world p asses through a rmed 
struggle .  Tupac A m aru was an I ncan (Peruvian I ndian)  
noble who organ ized a vast  I n dian rebel l ion in  the 1 7 80s 
and who has been c la imed b y  Jesuit  histori a n s  as  a 
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prod uct of Jesuit trai n ing and directi o n .  

Boris Ponomarev. Secretary: I n ternational  Depart­
m en t  of Central C o m m ittee, Soviet C o m m u n ist Party . 

I n  the l iberati on theology issue of A merica Latina, 
Nikola i  Kovalski i  quoted B oris  Pono m a rev as the au­
th ority o n  the need fo r cooperatio n  o f  a n tiwar forces 
inc luding com m unists ,  social ists ,  social  democrats and 
other parties an d s ocial  m o vements , especi a l ly  C h rist ian 
ones .  

F o r  o ver th ree decades, Pon o m arev has worked in  
the Central  Co m m ittee I n ternatio nal  Department, 
handl ing M oscow ties not only to foreign com m unist  
parties , b ut to soci a l ist p arties and Third World groups 
l ike the Pa lest ine Liberation Organ izati o n .  Before that,  
Ponom arev wo rked since the 1 9 30s o n  the staff o f  the 
Comm unist I ntern atio n a l  organizati o n .  

T h i s  " co m m unist  party" track o f  Soviet foreign 
po l icy o ften r u n s  counter to Soviet state i n i tiatives, as in 
the case o f  Pon o ma rev ' s  Decem ber 1 980 trip to Pari s .  
At a p o i nt w h e n  Brezhnev w a s  s ignal ing,  through 

A Jesuit controller on 

Cuba and Central America 

The following is a summary of an interview conducted 
Dec. 30 with Father Zweifelhofer, head of Third World 
Policy coordination!or the Society of Jesus. He is based 
in Munich. West Germany at the Societas Jesu Philo­
sophical A cademy, The interview was conducted by a 

European specialist on Latin A merica. 

Father Zweifelhofer gave what he described as a 

':very : cautious" assessmtmt . of the situation in the 
. Caribbean and El SalvaQor. I .asked him whether he 
thinks thatthe recent caRby Fidel Castro for the unity 
of opposition movements means anything concrete. 

In reply, FatherZweifelhofer said that there is little 
Cuban influence in Latin America, either in Nicara­
gua orin EISalvador. 

"Ca,str:o fjrstbas to work out a model of cooper:a­
tionwith the Church in Cuba, " he stated. "in order to 

. sound convincing to othersin the region . . . " The reason for Cuba's minuscule influence on 

affairs in EI Salvador refIectsthe fact that the guerrilla 
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several chan nels ,  recognit IOn of France' s i n dependent 
internat iona l  role,  Po n o m arev publ icly attacked the 
French gover nmen t for havi ng a cold war m i l i tary 
pol icy a n d  reportedly th reatened to throw F rench Com­
m u n i st s upport beh i n d  the Social ist  Party opponent  o f  
French Presi dent V a lery G iscard d' Est a i ng in  t h e  1 98 1  
F rench e lect ions . 

Lazar Velikovich. Researcher:  A cademy o f  Social  
Sciences o f  the Central Committee , Soviet C o m m unist  
Party . 

I n  the  K G B-co n n ected i nternational  week ly ,  New 

Tillles, i n  O ct o ber 1 980, Veli kovich wrote u nder the 
head l i n e  "The Jesuit  Order Today" that a n  important 
tendency at work within the principal  o rder o f  the 
Cat ho l ic C hurch was  the p o l iticizat ion o f  p riests.  Citi ng 
a j usti fication fo r revo lut ionary act i o n  i n  Latin A merica 
gi ven by J es u i t  chief Pedro Arrupe, Vel i kovich resur­
rected the idea of dialogue and speci fic cooperation 
between M arxists and Jesuits .  

The Cent ral  C o m m i ttee' s Academy o f  Social  Sci-

movement there is Salvado rean in origin. Naturally, 
the Catholics have a better reading on what is going 
on there than anyone else ." 

When I inquired about the Central American so­

cialists, Father Zweifelhofer would only comment that 
they have better access to the Salvadorean people than 
the Cubans. 

I was struck by Father Zweifelhofer's pinpoint 
reading of the military and political situatio n at the 
moment in El Salvador-a m uch more informed read­
ing than the ones I had received from people in and 
aro und EI Salvador itself. 

I asked him about the apparent failure of the 
December F M LN offensive in EI Salvador from the 
movement's Honduras base . He replied that the offen­
s ive w a s  "dilettantish" and had indeed collapsed. But 
that, he thinks,  is not so important. What is important 
is that the seven opposition groups in EI Salvador 
united under the umbrella of the FMLN. "The popu­
lar resistance will continue on a lower level, and it will 
probably be a bloody war of attrition." 

There is little likelihood, he said, that the new 
Junta, which consists of "militarists," will be open to 

any impulse for moderation . Until some months ago, 
most of the moderate Christian Democrats stayed 
with the Junta and the Establishment in San Salvador. 

He added that the Church has great influence over 
the majority of the country' s leaders, "since most of 
them co me from our own universities ." Seventy*five 
percent of them with drew their support from the 
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ences is  c l osely l i nked to the party ideol ogists , l ike  
Pon o m a rev a n d  Pol i tb uro mem ber M i k hai l  Suslov,  who 
control Soviet assets in  the i n ternational  c o m m u n ist 
parties .  

Georgi Arbatov. D i recto r :  U . S . A . jCanada I n sti tute.  
M oscow ' s  t o p  A m ericanologist ,  di rector o f  I M E­

M O ' s  largest sp inoff, Arbatov met  i n  Washington,  D . C .  
i n  early Decem ber w i t h  atten dees o f  t h e  Soci al ist  I n ter­
natio n a l  conferen ce-people directly involved in carry­
ing out  the social ists '  p l a n s  for Central A m erica.  
A mong them were Wil ly Brandt o f  West Germany and 
Olof Pal m e  o f  Swede n ,  both o f  whom are also working 
with A rb atov o n  a newly fo unded i nternational  disar­
m a m en t  lobbying group . 

A rb at ov also reportedly conferred with H enry K is­
singer whi le  i n  Washington,  and then went on to the 
F o reign Pol i cy Research I n stitute i n  Phi ladelphia for 
tal ks with associates o f  K issinger who are a m o ng the 
fo reign p o l i cy advi sers fo r the Reagan administration 
tran s it ion team . 

Junta, he emphasized, and the election of Ronald 
Reagan in the United States also accelerated the pro­
cess of militarization in EI Salvador. When Colonel 
Majano (the liberal member of the Junta who has 
reportedly joined the underground) had to leave, 
"that was a sign of a turn in the situation . It is 
arguable that the United States had a hand in bringing 
Duarte to power, and the incoming admil1istration 
will side with the right-wingers in all of Latin America. 

"For the Church, this means that s ince the Junta is 
against the Church, all six bishops in EI Salvador will 
at least sympathize with the FMLN if not join their 
movement or support it more actively . 

" The Reagan administration cannot be expected 
to openly move into the region, for example, with an 
action against the Cubans,  because t.he Cubans do not 
play a major role anyway-although the press writes 
that they do-but the United States will provide weap­
ons, other m aterial support, and operate with eco­

nomic aid weapons as in the past. " 
Zweifelhofer preferred not to comment on the 

upcoming meeting between Reagan and Mexican 
President Lopez Portillo ,  but said tha.t the El Salvador 
question will be brought up there . 

Munich, it should be noted, is a center for the 
Society of Jesus in Western Europe.  As home base for 
the Hapsburg-Wittelsbach aristocracy, Munich and 
Bavaria have been a launching zone for both enforced 
backwardness and anti-capitalist radicalism through­
out the 20th century. 
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IV. The battle over Mexico's foreign policy 
by Elsa Ennis 

On J an .  5, President-elect Ronald Reagan will meet 
Mexican President Jose Lopez Portillo on the bridge that 
links El Paso, Texas , with its M exican "sister city,"  
Ciudad J uarez . The place of encounter sym bolizes the 
opportunity Ronald Reagan now has to reverse the 
Carter administration's opposition to M exico ' s  indus­
trialization,  a policy that has taken M exico- U . S .  rela­
tions to their lowest point in 50 years. Should Ronald 
Reagan assure the Mexican leader that he will rej ect 
Zbigniew Brzezinski's now-fam ous vow not to permit 
the rising of "another Japan so uth of the border ," and 
that he will promote an oil-for-technology policy as the 
baseline for the two countries' relations, this could not 
only turn U .S . - Mexico relations around overnight, but 
also lay the basis for Reagan 's  overall policy toward the 
developing sector .  

Nonetheless, while  each leader prepares to take ad­
vantage of this opportunity, political factions in both the 
Reagan transition team and the M exican government 
are hasti ly working to spoil the summit and set the two 
leaders up for confrontations and misunderstandings 
over a series of issues . 

The sabotage work is being done from three main 
flanks: 

• The insistence by some Reagan advisers-grouped 
aro und National Security Adviser-designate Richard Al­
len-on making a "N orth American A ccord" the b asis 
U . S .- M exico relations.  

• The attempt by the Socialist I nternational and their  
conduits to make the explosive crisis in  El Salvador a top 
agenda item for the two leaders, to the point of  even 
forcing them to line up on opposing sides of  that coun­
try's  civil war. The Socialist International ' s  main inside 
operative in this wrecking j ob is M exico ' s  Foreign M in­
ister, Jorge Castaneda, and his networks within that 
ministry. 

• A desperate last-minute effort by these networks to 
make a minor U . S . - M exico disagreement on bilateral 
fishing treaties a major  point of confrontation between 
the two countries . 

The 'North American Accord' 
In anno uncing the summit meeting in a press confer­

ence Dec. 1 8  Richard Allen said the meeting "comports 
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well with the initial statement at the time of Governor 
Reagan's announcement that his desire was to seek a 
North American Accord ." 

This "accord" is a variant of Zbign iew Brzezinski 's  
concept of a "North American Common M arket" to be 
formed by Canada, Mexico, and the United States , 
which has been repeatedly rej ected by the Mexican 
government . In a speech delivered to the Canadian 
parliament in M ay 1 980, Presi dent Lopez Portillo cate­
gorically stated that "the creation of such an entity 
would inevitably hinder our industrial development 
[and condemn] M exico to perpetual ly extract and ex­
port raw materials for consumption by more advanced 
societies.  " 

Although M exico's feelings about the "common 
m arket" have been expressed loudly, several Reagan 
advisers-and the President-elect himself-have persist­
ed in prom oting it .  

I n  his announcement to the press Dec.  1 8 ,  Allen 
even indicated that there have been discussions with 
European leaders aimed at convincing them of  the 
benefits of such an accord . According to Allen, "The 
Europeans . . .  feel very comfortable about the United 
States' developing policies that will  bri ng about a very 
good-neighbor relationship on the continent of North 
America . "  

The EI Salvador trap 
While President Lopez Portil lo has expressed con­

cern over his "noncoi ncidence" with Ronald Reagan on 
Central America, his foreign minister, Castaneda, is 
going out of  his way to make these differences into a 
fundamental divisio n .  

H e  has even publicly defied Lopez Porti l lo's  stated 
policy toward El Salvador by assuring the left-wing 
opposition of nonintervention, and encouraging their 
fo rces there to step up their offensive and set up a 
"regional government ."  In an interview in the M exican 
magazine Proceso in D ecember, C astaneda went to the 
point of stating that M exico has virtually made the 
decision to break relations with the Salvadorean gov­
ernment and only awaits the guerrillas to take and hold 
a territorial seat to announce the break .  

Right after t h e  Proceso interview was made public, 
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President Lopez Portillo expressed a totally different 
perspective for EI Salvador in an interview with the 
foreign press,  in what most observers viewed as a public 
reprimand of his own foreign minister. 

In the same interview, Lopez Porti l lo sidestepped 
jo urnalists' attempts to force him to attack Reagan's  so­
called right-wing, militarist positions toward Central 
America , saying that he could not comm ent on the 
subj ect because he did not yet know the Reagan admin­
istration's  policies toward that region . "That's what I 
will find out" at the Ciudad Juarez meeting, he sai d .  

Castaneda's fishy business 
Those who hope to sabotage the U . S . - M exico talks 

apparently decided in late December that they had not 
yet succeeded in derailing the potential for an oil-for­
technology accord, and so they moved to throw in a 
last-min ute mon key wrench . 

On Dec. 29, the New York Times Mexico corre­
spondent, A lan Riding, a known opponent of M exico ' s  
modernization drive, broke t h e  news that t h e  M exican 
government had decided to termin ate all  fishing accords 
with the United States. Riding's  source for the "shock­
ing revelati on" cited in his report was his friend Andres 
Rozental-stepson of Castaneda, and the foreign min­
istry official in charge of preparing the Reagan-Lopez 
Portil lo meeting from the Mexican side ! Riding quoted 
his inside so urces "predicting" that the M exican deci­
sion could "provoke a new storm in relations," and that 
it could be "high on the agenda" in the Ciudad Juarez 
meeting . 

Th at same day, the Washington Post M exico corre­
spondent, M arlise Simons (who is M rs .  Alan Riding), 
ran a front-page story on how the Reagan team was 
causing "embarrassment" to the Mexican government 
by cutting Carter administration officials out o f  the 
Reagan-Lopez Porti llo meeting. The story was imme­
diately picked up by several U . S .  national radio and 
newspaper networks . Simons's source: " Mexican o ffi­
cials preparing the talks . "  

'Provocations' 
A fu rious official in the M exican embassy in Wash­

ington, reached by the Executive Intelligence Review this 
week, denounced both stories as totally fraudulent. In 
the fishing treaties, he said, all that was involved was a 
formal notification by Mexico to the United States that 
it did not wish to renew existing treaties and wanted to 
negotiate new ones-a mutually agreed upon approach.  

As for Mexico's  supposed embarrassment over the 
Reagan team 's  exclusion of  Carter offici als ,  the M exi­
can official said: "That's ridiculous," since the Reagan­
Lopez Porti llo meeting will be an informal exchange o f  
views.  "These articles are provocations," h e  concl uded . 
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Documentation 

LOpez Portillo 
versus Castaiieda 
Since he was named foreign mi nister in M ay 1 979,  Jorge 
Castaneda has tried to channel Mexican foreign policy 
away from President Lopez Porti l lo's  prodevelopment 
orientati on and toward a zero-growth , North versus 
South con frontationist perspective . Castaneda has 
worked on this closely with the Socialist International,  
and with the Brandt Commission in particular. 

The following quotes taken from Castaneda's  inter­
view in the Dec.  1 7  issue of the M exican magazine 
Proceso. and from Lopez Porti l lo's  interview with the 
foreign press Dec. 20, i ndicate the depth of the rift .  

O n  E I  Salvador : 
Castaneda : A premature break [in Mexican relations 

with EI S alvador] would not serve the political obj ective 
one is seeking . . . .  It is a question of waiting for the 
opportune moment. . . .  The struggle h as not yet taken 
on the requisite characteristics to be able to recognize, 
for example, the "belligerent" status of the opposition,  
since it h as no territorial seat, nor is  it habitually obeyed 
by a sector of the popUlation in a speci fic zone. 

Lopez Portillo : Political problem s are largely results 
of economic problems which have not been 
resolved . . . .  This is basically the reason why Mexico 
continues being supportive of this neighboring region 
whose history and destiny are o ur own.  We will  main­
tain relations with EI Salvador according to the princi­
ples of the Estrada Doctrine [non-i ntervention in  for­
eign countries] and we have not found sufficient reason 
to either exerci se or termin ate our diplom atic represen­
tation there . 

On the Brandt Commission : 
Castaned a :  According to Proceso. "Jorge Castaneda 

highlights the Brandt Report as a 'promising sign . '  Its 
recommendations.  he says, are not altruistic; they are 
pragmatic; they intend to prevent a crisis of broader 
consequences .  He thinks the assertion that the Brandt 
Report follows a World B ank plan is unfounded: 
'There's no way to prove that. I can't believe that 
Brandt, K reisky, or Palme are following a World Bank 
plan. Some, like H eath or Frei, may be.  B ut that doesn 't 
show that all  are. 

" 'The o riginal idea [o f the Mexico J une summit 

Special Report 37 



meeting] was taken fro m  t h e  Brandt R eport which 
proposed a s u m m i t  meet i n g .  The n ,  President Lopez 
Port i l lo  turned it i n to a p o l it ical  in i t iat ive .  Thus he cut  
the umbi l ica l  cord l i n k ing the  proposal  w i t h  Bran dt ;  h e  
deperso nal ized i t .  M exican-Austr ian  co ntact  was set u p  
and,  concretely ,  K re isky and Lopez Porti l l o  b egan to  
fl esh o ut th is  poss ib le  sce n a ri o  and h o w  i t  would be 
o rganized . '  " 

Lopez Portil lo : I f  the  J u n e  m eeting actual l y  t a k es 
p lace . . . what we b asica lly expect is w h a t  we could c a l l  
a sym bol ic  contact o f  p o l i t ica l  wi l l  at the highest 
level . . . .  F o r  these reaso n s ,  M exico took the risk of 
becomi ng one of the spon sors and  protagonists  o f  this  
possible meet ing . 

Castaneda and family: 
a political dossier 

On Dec. 30,  the M e x i can po l i t ica l  s c e n e  was s h a k en by 
an uproari ous ra l ly  i n  fro nt o f  the N at i o n a l  Co ngress 
demanding the o uster of Foreign M i nister  J o rge C asta­
ned a .  

The ral l y ,  led by t h e  M exican L a b o r  Party ( P L M ) ,  
rapid ly  polar ized t h e  co ngressmen a r o u n d  t h e  P L M ' s  
denunciati o n  of Castaneda's  t reas o n o u s  support for the 
Socia l i st  I n ternat iona l ' s  zero-growth perspecti ve fo r the 
Third World, and his  b latant deviatio n  fro m  Pres i dent 
Lopez Porti l l o ' s  fo reign pol icy d i recti o n s .  The PLM also 
drew attention to C astaneda ' s  k n o w n  p r oc l i vi t ies to con­
sume excessive q uant i t ies of alcohol with  j o kes about  h is  
c lose  relat ion s h i p  t o  "Wi l ly  Brandy . "  

A ccording t o  pol i t ical  o b servers.  the p o lar izat ion 

Jorge Castaneda ( / )  with Kurt �Valdh ei/ll of the United Naf io!1S. 
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aro u n d  the C astaneda case i s  now shaking the cabinet 
i tself. 

A review of Castan eda ' s  pol it ical  pedigree-and that 
o f  h is  fam i ly-g ives a good i dea why he h as beco me the 
center o f  such a heated con troversy in the M exican 
pol it ica l  scene.  

J orge Castaneda,  Sr. i s  the chief asset of the Social i st 
I ntern at ional  i n  t h e  M exi can govern ment .  

A leading proponent o f  one-world i ntern ational  j ur­
i s p r u de n ce,  Casta n eda is a 2 5-year co l l ab orator of the 
Br i t i sh-Canadian Special Operat ions  Executive (SOE) 
u n i t  headed by M aj o r  Louis  M .  B l o o m fiel d ,  through his  
i n vo lvement as  an associ ate m ember  i n  the B loomfield­
fo u n ded I n ternati onal  Law Associat ion of the U n i ted 
N ati o n s .  B l o o m field and his associ ates in the I LA are 
notorious fo r t hei r l i n k s  to the Permanent I n dustrial  
Ex posit ions ( Perm i n dex) ,  an organizat i on cited i n  Amer­
i can and French j ud i cia l  i n vestigati o n s  as the agency 
respo n s i b l e  for p lanning Pres ident Kennedy's  assasina­
t ion a n d  m u l ti p le a ssas inat ion attempts against French 
Presi d ent Ch arles de G a u l le .  

M rs. R ozental d e  Castaneda i s  the seco n d  wife o f  the 
foreign m i n ister ,  and i s  part o f  the Eastern European 
exi l e  group aro und B l o o m fiel d .  She i s  a Russi an-born 
Canadi an w hose pr imary al legiance i s  to the Zio nist  
m ovement she o rganizes fo r .  

A ndres RozentaI i s  the foreign m i nister ' s  stepson and 
also the di recto r  o f  North American A ffairs  i n  the foreign 
m i nistry . 

H e  is currently in charge of preparing the Lopez 
Porti l lo- Reagan m eeti n g .  Rozental i s  on i n t i m ate terms 
w i th the New York Times ' s  M exico corresp o n dent,  A lan 
R i d i ng ,  who has gained notoriety in  the cou ntry for his 
o u trageous opposit ion to its  i n d ustri a l izat i o n .  

R ight a fter t h e  tr iumph o f  t h e  N icaraguan revolu­
t ion,  Rozental  was sent to that country to set  up diplo­
m atic relat i o n s  with the new g overn ment . A ccording to 
highly placed N i caraguan government so urces, negoti­
ating with  Rozental  proved a u n i q ue experience:  more 
than M exico ' s ,  he seemed to be I srael ' s  am bassador . 

J orge Castaneda, J r. i s  the fam i l y  hand in the M exican 
Com mun ist  Party ( PC M ), the country ' s  most rabid s up­
p o rters of drug legalizati o n ,  h o mosex ual ity,  and zero 
growt h .  PC M leader J o rge, Jr.  p l ayed a k ey role i n  a 
recen t factio n a l  fight a imed at ral l y i ng t h at party total l y  
beh i n d  t h i s  perspective.  

Castaneda J r . ' s  articles i n  the PC M ' s  tabloid Machete 

and i n  the J esui t- led dai ly  Uno mas Uno,  were a crucial 
vehicle for ousting those party mem bers who opposed 
th i s  or ientat i on . 
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MEXICO 

Christian Democrats 
start socialist party 

by Dolia Pettingell 

On Dec. 1 4 ,  1 980 a M exican political group known as 
Accion Comunitaria announced its transformation into 
the Mexican Social Democratic Party (PSD) .  Declaring 
total war against Mexico's successful "mixed economy" 
system, the new party stated that it will move to link up 
with the Socialist I nternational of Willy Brandt.  

The creatio n of the Mexican Social Democratic Party 
is a perfect case study that proves what this magazine has 
charged repeatedly : 1) that the Socialist International 
movement is responsible for the creation and ongoing 
deployment of left-wing terrorist organizations;  and 2) 
that the Socialist Internatio nal and its left terrorist infra­
structure is control led by the same Society of Jesus 
networks who run the rightist Christian Democracy . 

The founding declaration of the PSD itself pro ved 
the point on terrorism . There, the new party attacked the 
enormous concentration of power of Mexico's presiden­
tial system , and made public its commitment to continue 
the battle of Hidalgo , Morelos, J uarez , and Cardenas­
Mexico's  founding fathers-and of Lucio Cabanas. Ca­
banas was the peasant guerril la leader who fo unded the 
terrorist 23rd of  September League (" Liga 23")  in the 
1 960s , and was killed by the Mexican army in the late 
1 970s . 

The reference to Cabanas by the P S D  is not acciden­
tal : both groups were created by the same Jesuit net­
works . 

Accion Com unitaria, the group that has now turned 
into the PS D, was foun ded in the early 1 970s by three 
brothers , Ernesto,  Edmundo, and Luis Sanchez Aguilar, 
and by Guajardo Suarez ,  the heavyweight political and 
financial supporter of the group . Guaj ardo Suarez , a 
leading Christian Democratic b usinessman, is well 
known in Mexico for working closely with the Christian 
Democratic FAT trade-union confederatio n ,  as wel1 as 
founding the Jesuit Social Union of  Mexican Business­
men (US EM). The U S E M  is the social action organi­
zation of the more "liberal" faction of the Monterrey 
Group, M exico' s  most powerful private-sector financial 
and in dustrial conglomerate . 

Luis Sanchez Aguilar , current head of the PSD and 
Guajardo Suarez's protege, was trained at the presti-
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gious Monterrey Institute of Technology, the M o nter­
rey Group's cadre-training institution . M ost of the 
professors of the Monterrey In stitute are either mem­
bers of  the Jesuit order or have received Jesuit educa­
tion .  

One of the  most prominent and influential Jesuits 
who trained Luis Sanchez Aguilar i n  the 1 960s was a 
German national by the name of Herman von Bertrand .  
V o n  Bertrand, sti l l  considered b y  Sanchez Aguilar as 
the most influential person in his personal development, 
played a prominent role in recruiting young students 
into the Liga 23 support groups .  These support groups 
at the M onterrey Institute were in turn the principal 
recruitment base for the Liga 2 3 .  

In the early 1 970s, around the time Accion Comu­
nitaria was formed, a s harp faction fight within the 
M onterrey Group surfaced . The fight was between 
Guaj ard S uarez's  liberal faction on the one hand, and 
the more pro-industrial group aligned with Monterrey 
patriarch Eugenio Garza Sada.  

The fight centered around G arza Sada's  attempts to 
throw the Jesuits o ut of Monterrey , something which 
Guaj ardo Suarez violently opposed . In an effort to 
consolidate his own support base, Guaj ardo Suarez at 
this point created the U S E M . 

In addition to purging the Jesuits, old man Garza 
Sada was engaged in key negotiations with then-Presi­
dent Luis Echeverria,  aimed at establishing cooperation 
on economic development proj ects between the public 
and private sectors.  The negotiations had the potential 
of ending the longstanding rivalry between M exico' s  
public a n d  private sectors, a dispute t h e  Jesuits and 
others have historical1y manipulated to keep the Mexi­
can economy weak.  Garza Sada' s efforts were strongly 
oppo sed by G uaj ardo Suarez' s people on this count as 
wel 1 .  

I n  1 97 3 ,  a terrorist commando of the Liga 23 
assassinated Garza Sada in downtown M onterrey. This 
not only destroyed his own efforts, but sabotaged the 
possibi lity of any cooperation between the two sectors 
for the rem ainder of the Echeverria administration ,  
since the M onterrey Group a s  a whole blamed Echev­
erria for their patriarch ' s  death . M ore sophisticated 
analysts, however, wonder about Guaj ardo Suarez's  
more li kely connection to the incident. 

It was not until 1 97 8 ,  the second year of the Lopez 
Portillo admini stration,  that relations between the two 
sectors started to improve. In  an exclusive interview 
with this magazine in M arch 1 980, the PSO's Luis 
Sanchez Aguilar expressed great unhappiness at this 
increasing cooperation between the government of 
Lopez Portillo and M onterrey businessmen . 

It is this potential for a pro development al1iance 
which the new PSO is now targeting for destructio n .  
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Kissinger sets up a 
Mideast ' arc of crisis' 
by Robert Dreyfuss 

In characteristic fashion, former Secretary of State Henry 
Kissinger embarked at the end of December on an 
unauthorized diplomatic voyage that will carry him to 
Egypt, Israel , Saudi Arabia ,  Oman , Somalia,  and Mo­
rocco. 

Though unofficial , the Kissinger mission was the 
subject of public controversy within the camp of Presi­
dent-elect Ronald Reagan . On one han d ,  Reagan himself 
has perso nally d isavowed Ki ssinger' s visit and refused to 
lend assistance to the former secretary's  effort to resur­
rect his virtuouso diplomacy; on the other hand, within 
days of Kissinger' s departure, Richard Allen, Reagan' s  
designated National Security Adviser, commented that 
the administration might find it useful to employ Kissin­
ger in the role of special envoy and adviser . 

Despite the divisions in Washington ,  however , Kis­
singer may achieve the prim ary obj ective of his current 
visit: the heati ng up of tensions across a broad "arc of 
crisis" stretching from central Africa through the Middle 
East , the Arabian Peninsula, and the Persi an Gulf. By 
the time Ronald Reagan is sworn in  on Jan . 20, a half­
dozen crises now si mmering in that region may explode, 
thanks to Dr. Kissinger. 

By him self, of course, Kissinger could not manage 
such an extraordinary series of developments . He is ,  
however, work ing in close collaboration with the Seco nd 
Internati onal,  whose social  dem ocrats are Great Britain 's  
traditional al l ies in  the  M i ddle East and the Pers ian Gulf, 
and, at the same ti me, with important co mponents of the 
radical and co mmunist movement in  the area, including 
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the Libyan regime of Col .  M uammar Q addafi , radical 
Pa lesti nia ns, and the regime of Ayato llah Khomeini and 
the Muslim Brothers . 

Case study : Libya 
Within hours of Kissinger's  arrival in  Egypt, on the 

fi rst leg of his voyage, the Egyptian press began a 
systematic campaign of threats and intimidation aimed 
at neighboring Libya. I n  the past, Kissinger is said to 
have promised Egypt' s  Anwar Sadat that he would be 
allowed to seize control of Libya's  oi l  wealth by the 
force of  arms in exchange for Egypt' s cooperation in 
Kissi nger' s scheme to establish a direct U . S .  military 
presence in the M iddle East . 

Accordi ng to intelligence specialists, Egypt is pres­
ently preparing an invasion of Libya to reply to alleged 
provocations from Qaddafi .  Qaddafi , a fanatic ruler 
controlled by the secretive Senussi Brotherhood, whose 
tentacles reach deep into the African continent, is a 
close ally of the U . S . S . R .  

A t  the urging of the K G B ,  the Soviet U nion has 
establi shed an enormous concentration of military per­
sonnel and equipment in Libya-at least 6, 000 Soviet 
advisers, more than in  any other co untry outside the 
Warsaw Pact, and tho usands of tanks,  personnel car­
riers, and aircraft .  

A confrontation between Egypt and Libya,  should it 
arise, would be a managed conflict .  There is not the 
sl ightest chance that the U . S . S . R .  would allow its 
Libyan ally to fall to Sadat' s armed forces; in fact , in 
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Unlike 1 9 74 .  Kissinger was not allo wed into Jordan 
during this trip. 

case of Egyptian attac k ,  the U . S .S . R .  reported ly h a s  a 
co ntingency plan to use KG B-con trolled Libyan o fficers 
to oust the Qaddafi regime. 

But an Egypt- Libya cris is  would provide an almost 
certain p retext for K issinger to u rge the inco m i ng 
Reagan admini strat ion to conti n ue Zbigniew Brzezin­
ski ' s  policy of N ATO mil itarization o f  the region based 
on the Egypt-Israel al l iance.  

Kissinger's deal with the KGB 
W hat Kiss inger is  seeking i n  the M iddle East is a 

behind-the-scenes accord with the Soviet K G B  facti o n ,  
especially the M iddle E a s t  special ists a n d  Orientalists 
around M iddle East veteran KGB General K i m  Phil by, 
to divide the reg i o n  i nto two separate "spheres of 
influence . "  The Egyptian- L i byan cris is ,  worked out  in  
advance between Kissinger and the K G B  controllers of  
Qaddafi,  i s  meant  purely to serve as a vehicle for 
m anipulating Reagan into supportin g  an expansion o f  
U . S .  mil itary b ases and facil it ies i n  t h e  regi o n .  

K issinger seeks to consolidate Egypt a n d  I srael,  
along with the so-called Rapid Deployment Force, as 
an axis of control over Sa udi Arab i a ,  Jorda n ,  and the 
Arab states of the Persian G u l f. 

The Soviet U ni o n ,  in exchange, would not only  get 
strengthened control over Libya and a n  expanded role 
throughout Africa-at the expens e  o f  France, whose 
former col onial  all ies are endangered by the Libyan 
su bversion campaign-but, at the same time, expects to  
consolidate its i nfluence i n  Iran,  Iraq,  and Syri a .  
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W h at K i s si nger a n d  t h e  K G B  h ave i n  com m o n  i s  
the desi re t o  p olarize t h e  area along Cold W a r  l i nes ,  
a n d  to exclude W estern Europe,  especially France and 
West Germany, from playing a s ignificant role i n  the 
area. From the Anglo-American side,  this policy has 
taken shape s ince 1 977 with the regi o n al "bloc" ap­
proach directed b y  Zbigniew Brzezin s k i  and Pentagon 
Policy Planning chief R obert W. K omer.  I n  a n  i n terview 
recently in the Wall Street Journal, Brzezinski  s uggested 
t h at the Pers ian G ulf  would now h ave to go through a 
process of mi l itarizatio n  and parti t ion into zones i n  
exactly t h e  s a m e  w a y  a s  " happened i n  Europe between 
1 945 and 1 95 5 . "  

I n  Iran ,  t h e  virtual collapse o f  t h e  hostage release 
negotiations and the prospect of trials  of the 52  Ameri­
cans a s  " s pies" raises the d anger o f  a U . S .  show o f  force 
in the Persi a n  G ul f. S uch a rash actio n  wo uld u n d o u bt­
edly lead to a d irect countermove by the U . S . S . R .  in 
nort hern I ra n  a n d  a n  i rrevocable polarization of the 
regi o n .  

Kissinger influence 
At present,  K issinger does not have any official  role 

in  the Reagan administrati o n ,  and,  according to i n­
formed so urces , he wil l  not  get o n e .  

But  he is  us ing h i s  M iddle E a s t  tour ,  w h i c h  w i l l  end 
o n  J a n .  1 3 , as a lever for incre asing his i n fluence in  the 
next administrati o n .  Fol lowing his  meeting with Anwar 
Sadat, Kissinger and the Egyptian president emerged to 
meet the press ,  and Sadat tole the audience that he h a d  
given "certain messages" t o  Kiss in ger t o  deliver to 
Reag a n ' s  circl e .  Kiss inger, who is  not  known for his 
modesty , commented, " I  shal l ,  o f  course, report these 
conversati ons to  the new administratio n  and to its 
leading personal i ties . "  

B y  giving a message to Kissinger, S a d a t  w a s  taking 
a calculated gamble,  s ince it  was known that  the portly 
former secretary o f  state was not making an o fficial 
visit .  Yet Sadat assumed t h at the r isk of i nsulting 
Reagan i n  th at m a nner would b e  worth taking i f  i t  
c o u l d  g ive K i ss inger a n  i n s i d e  t r a c k  w i t h  t h e  Reagan 
transit i o n .  

For h i s  part, Kiss inger declared t h a t  t h e  c hief prob­
lem i n  the M i ddle East was that  o f  "mil i tary p ressure 
from the Soviet U n io n "-although most M i dd le East 
analysts consider the Arab-I sraeli problem to b e  the 
c hief concern . 

On the issue of the I sraeli-Arab conflict,  Dr .  Kissin­
ger o ffered his  opinion that the key to resolving the 
prob lem i s  to bring Jorda n ' s  King H ussein into the 
Camp David tal k s .  But  K issinger ' s  posit ion was viewed 
with some s kept icism when it  was m ade known that 
J ordan had refu sed K iss inger perm iss ion even to visit  
the country o n  his  current trip .  
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Qaddafi's African bridgehead 
Libya, with Soviet aid, is penetrating, and ravaging, sub-Saharan Africa, 
Douglas DeGroot reports. 

A massive Libyan military intervention into the Chad 
civil war placed the capital , N Dj amena, and most of  the 
country into the hands of the Libyans and the various 
factions in  Chad allied with the Libyans on Dec .  1 5 .  

This move promises to b e  only the beginning, since 
the takeover of Chad by a Libyan- recruited mercen ary 
force, after a month-long airlift of troops, tanks, and 
arms reportedly planned by Soviet and East German 
advisers gives Libyan strongman M uammar Qaddafi a 
strategic beachhead into sub- Saharan Africa . From 
Chad , Qaddafi can deploy his mercenary " I slamic Le­
gion, "  with arms from his vast stockpile into western and 
central Africa on a rampage against what this advocate 
of " Islamic fun damentalism" sees as the supp osedly 
imperialist evils of modernization and development. The 
Khoemini hordes, supported by Qaddafi,  that overthrew 
the shah in  Iran , had the same profile.  

The unstable situation produced in Africa by Qad­
dafi' s adventures cripples the possibility that the French 
"trialogue" proposal to develop Africa as a joint venture 
involving Arab capital and European techno logy will 
provide A frica with an alternative to its present economic 
collapse . 

The Soviet endorsement of Qaddafi as a marcher­
lord to carry out the destruction of Africa also sets a trap 
fo the incoming Reagan administration,  making it easy 
for Reagan' s  H eritage Foun dation and Hoover I n stitu­
tion-associated advisers to push him into an anti-Soviet 
confrontationist posture instead of backing a vigorous 
development policy that would expose the Soviets for 
blocking with anti development forces . 

Dark Ages 
All of Africa has already been written off, with the 

intention of plunging the continent into a Dark Ages . 
Qaddafi's  policy of fomenting regional wars and inter­
nal destabi lizations throughout Africa will implement a 
neocolonialist order, forcing the populations that man­
age to survive to eke out a cult-ridden tribal subsistence 
lifestyle with the most backward of technologies . 

The Libyan takeover of Chad provides Q addafi with 
a springboard for launching this operation throughout 
the rest of Africa . Nigeria and Sudan, located on either 
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side of Chad, are the two key pivots for spreading this 
Dark Ages campaign throughout the remaining regions 
of Africa not already caught in the throes of regional 
conflicts and destabilizations (e .g .  southern and eastern 
A frica), and both countries are already being targeted . 
If N igeria, the m ost heavily pop ulated country in Afri­
ca, is  unsuccessful in  its efforts to maintain its integrity 
in the face of the Dark Ages onslaught, the smal ler 
countries aro und Nigeria will not be able to resist the 
chaos spreading from Nigeria .  If Qaddafi is successful 
in Sudan,  he will provide the trigger for a U . S . -Soviet 
clash in the strategically located H orn of Africa . 

Who is behind assault? 
The forces behind this Dark Ages assault on Africa 

include an alliance of the British-allied Kim Phil by 
KGB networks in the Soviet Union,  and European 
oligarchic families . The latter is  made up of  Italian 
"black nobility" families, the British oligarchy, and the 
Jesuit "liberation theology" networks they control .  

Boris  Po nomarev, Soviet Central Committee Secre­
tary for relations with foreign communist and socialist 
parties and l iberation fronts, is  a prime example of the 
Philby-controlled network in  the Soviet Union . Pono­
marev is pushing the line that modernization and devel­
opment "exploit" and "oppress" Third World popula­
tions, and is opportunistically a llying with the destroy­
ers of Africa,  seeing this as a way of weakening the 
West. 

In Paris, recently, he attacked French military poli­
cy, undermining efforts by Brezhnev and French Presi­
dent Giscard d' Estaing to coo perate based on mutual 
recognition of the positive role each was playing to 
stabilize relations .  

The leading families in Libya are connected to 
ancient Italian oligarchical families . I n  early Jan uary 
Qaddafi is going to Italy, where he will  no doubt meet 
with his controllers, who are tied to these families. 
Qaddafi's  trip was organized by Ahmed Shahati , the 
organizer of Khomeini-style People:s Committees which 
have replaced the government in Libya. It  was through 
S hahati th at key Q addafi controllers such as terrorist 
controller M ichele Papa of the Italian Socialist Party 
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and the networks of the l ate Lelio Basso, who was part 
of the Bertrand Russel l  Fo undation,  m e di ated B i l ly 
Carter's connection to Libya . 

Qaddafi's  m ore direct British connections date fro m  
the days of  his  m i l itary training a t  Sandhurst . H i s  Jesuit 
connections are indicated by his p rofessed admiration 
of Jesuit  theoretician Roger G araudy, formerly of the 
French Com m unist Party . 

Qaddafi's operation into Chad 
. The Libyans began their takeover of Chad with a 

massive airlift of troops, arms, and tanks into Chad that 
began in the latter p art of Octo ber . A s  Q addafi ' s  forces 
took more territory fro m  anti - Libyan forces and worked 
their way toward the capital , N Dj amena, they repo rt­
edly handed o ut Libyan i dentity cards in the conquered 
areas. A fter a week of arti llery barrages and Libyan air  
stri kes, on Dec.  1 5  the Libyan forces final ly  succeeded 
in taking o ver the city . 

Throughout the Libyan buildup i n to Chad,  n umer­
ous A frican countries, who knew precisely what the 
consequences would be for them i f  Q addafi took over 
Chad, urged the French to take action to stop Qaddafi's 
invasio n .  The French only quietly assured these A frican 
countries that the Qaddafi m enace w o ul d  not spread 
beyond Chad, and issued a weak statement expressing 
co ncern a bout the Libyan in vasion , without mentioning 
Libya by name . 

Dipl omats fro m  several A frican countries have ex­
pressed bitterness about French passivity in the face of 
Qaddafi ' s  i nvasi on, and tended to agree with the often 
repeated reports that the French had struck a deal with 
the Libyans to split Chad up into zones of i nfl uence. 

However, other rel iab le sources report that the 
Soviets were exerting b l ackmai l  p ressure o n  G i scard not 
to take any action by threatening to o rder the French 
Comm unist Party to form an electoral  a l l i ance with the 
French Socialist Party, a development that would be a 
more significant threat for G iscard i n  next spring ' s  
presidential elections .  

African anti-Q addafi activity 
There are very few A frican countries i n to which 

Qaddafi has n ot meddled . Le Continent .  an A frican 
newspaper in Paris,  reported that the Gambian govern­
ment had arrested individuals who admitted that they 
had been sent by a Senegalese Is lamic  fundamentalist 
who i s  i n  the same networks as Q addafi to participate in 
an effort to overthrow the Gambia government.  Sene­
gal,  Gambia,  Ghana, and Gabon have a l l  severed 
relations with Libya because of s ub versive Libyan activ­
ities .  M auritania has j ust kicked three Libyan diplom ats 
out of the co untry following pro- and anti-Khomeini 
student clashes. 
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/Juring the Nigerian civil war in 1 96 7. 

Before the Libyan takeover of Chad,  Nigerian gov­
ernment officials  leaked that they were considering 
kicking out the Libyan ambassador for recruiting mer­
cenaries to j o i n  the assault  o n  Chad . Anti-Libyan 
dem onstrations took place i n  neighboring N i ger . 

A fter the Libyan takeover, a previously sched uled 
Organization of A frican U nity sum m it o n  the Chad 
civi l war took p l ace in Lagos, N igeria, b ut broke up 
after one day without being able to agree on a strong 
denunciation of Qaddafi .  A frican sources report that 
N igeria ,  w hich was very concerned about Qaddafi's 
activity in Chad,  d i d  not take a strong position at the 
conference it  hosted, and b lamed the fai lure of  the 
conference on this development.  H owever , the riots i n  
K a n o  that coinci ded with the Libyan takeover of Chad 
reportedly gave the N igerians cause to reconsider their 
intended publ ic  denunciation o f  the Libyan i n vasion . 

I n  the face of such institutional  lack of resolve to 
co n front and expof>e Qaddafi ' s  m a rcher-lord activity, 
those Reag an advisers i n  favor of  an adventurist foreign 
pol icy will be able to capture Reagan . And these 
advisers know exactly what the destructive conse­
quences w i l l  be for A frica.  

When asked i f  thi s  k ind of pol icy would n ot lead to 
a bloodbath i n  A frica, Reagan adviser Peter D uignan 
of the H o o ver I nstitution said b l untly:  " A frica already 
has the m o st refugees i n  the world, so i t  i sn 't  going to 
m ake all that m uch of a difference . I have no interest i n  
peace if  i t ' s  n o t  o u r  friends involved.  W e  have t o  k i l l  as 
many M arxists as possible .  That ' l l  do it. We have to 
knock out Libya.  Sadat would be happy to do it . " 
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Nigeria: the plan 
for disintegration 

by Mark Burdman 

A scenario for splintering Nigeria into feuding ethnic­
tribal blocs was set into motion during the last weeks o f  
1 980, thanks in large part t o  the meddling into Nigerian 
affairs by Libya's  Col. M uammar Q adda fi .  

Qaddafi a n d  his agents have recently funded and 
instigated regionalist, secessionalist sentiment among 
various of the M uslim-populated states in N igeria's  
north . Qaddafi' s  actions,  in  conj unction with those o f the 
intelligence agencies of several n ations, created the pre­
conditions for the outbreak of the worst civil unrest in 
Nigeria since that country's  tragic and bloody late- 1 960s 
civil war . The shock waves of this unrest are now reaching 
out into other parts of Nigeria and are raising the spectre 
that N igeria's venture into American-modeled federal­
ism will collapse and that the country wil l  again sin k into 
chaos . 

I f  Nigeria disintegrates , the repercussions will  be 
profound throughout Africa : Nigeria is the most popu­
lous nation in black Africa, and is a maj or global energy 
producer . Its political fate is watched with great interest 
by its neighbors, who will be hard pressed to contain the 
sp read of Dark Ages tribalism if Nigeria collapses . 

Sect on rampage in Kano 
On Dec. 29, the Nigerian Third I n fantry Brigade, 

equipped with m achine guns, armored cars, mortars, 
and shells, forcefully suppressed an uprising in the city 
of Kano by a Muslim fundamentalist cult,  which had 
taken 65 people hostage. In the fighting between the 
federal armed forces and the cult' s fanatics , 400 to 500 
people were ki lled . 

For two week s befo re the Third Brigade interven­
tion, the cult-variously identified as Yen Izala, Yen 
Awaki ,  and al- M asifu by Nigerian sources-had com­
mitted an estim ated 500 murders, both individual acts 
of murder and killings carried o ut during riotous ram­
pages throughout Kano.  

According to sources in Nigeria's capital city o f  
Lagos, the m urders were carried o u t  i n  classical fun da­
mentalist cult format: victims,  labeled "infi dels" by the 
cultists, were slain with primitive bow-and-arrow or 
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dagger- and-sword weaponry, after which their bodies 
were hacked into little pieces . At the same time, market 
areas of  Kano were ravaged by the fanatics. 

Although the savagery of  the Kano kill ings shocked 
many Nigerian observers, their occurrence was not 
entirely unexpected.  During Nigeria's 1 979 national 
election campaigns, charges were made by several Ni­
gerian j o urnals and politicians that Kano was the one 
state in Nigeria that was receiving Libyan money to 
influence the outcome o f  the elections . Colonel Qadda­
fi ' s  fanatical propaganda was able to make some head­
way in Kano because the predominant Peoples' Re­
demption Party b ases its appeal on a pseudo-mystical 
"popular revolution" ideology not dissimilar to Qad­
dafi's own Jacobin preachings . The state also has many 
Muslim sects and grouplets with a mystical doctrine 
m odeled after the same "Sufi" ideas now hegemonic in 
b oth Libya and Iran.  

Since the Dec.  1 8  initiation-date of the cult  outbreak , 
several Nigerian newspapers and political in siders have 
asserted with certainty that Libya has been behind the 
m ost recent spate of  events in Kano.  

On Dec.  30,  the Nigerian Defense Ministry issued a 
statement that "foreign elements" were responsible for 
the Kano destabilization .  Central government so urces 
asserted that the Libyans were acti ng in concert with 
Paki stan and Iran in Kano, and that Ayatollah Kho­
meini was a " brain" behind the destabilization.  Libya, 
Pakistan,  and Iran are all run by the British intelligence­
created M uslim Brotherhood, a covert organization 
committed to restoring a feudalistic order under the 
cover of  "Islam ." 

The Peoples' Redemption Party newspaper added a 
further element to these charges Dec . 30,  claiming that 
the Kano unrest was attributable to "a carefully planned 
operation of  the Israeli Mossad" aimed at splitting up 
Nigeria and overthrowing of the Lagos government. 
The PRP paper stated that the sect behind the unrest 
was the "al- M asifu" group, a fundamentalist sect head­
quartered in Israel which had been involved in the 
No vem ber 1 979 uprising in the M ecca mosque in Saudi 
Arabia .  

The Borno precedent 
Prior to the Kano events , Qaddafi was intervening 

extensively in northern N igerian affairs.  I n  November 
1 980 his emissaries obtained airspace rights for incur­
sions into Chad from the rulers of the northeastern state 
of Borno along Chad's borders . The Borno govern­
ment's action was taken in defiance of  i nstructions from 
President Shehu Shagari in Lago s .  

After t h e  Borno-Libya agreement w a s  concluded , 
Nigerian Foreign M inister Audu charged for the first 
time that Libya was actively interfering in Nigeria's  
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in tern a l  affairs .  Severa l compl aints  have s i n ce been m ade 
to Libya's am bassador in N igeri a-whose m other is 
N igerian-protest ing aga in st Q addafi ' s  medd l i ng,  and 
the am bassador has been th reatened with eject ion fro m  
Nigeri a .  

T h e  B o r n o  i n c i dent s e t  the stage for the K a n o  
unrest .  It  is  no coi ncidence t h a t  high- level Kano so urces 

Sudan: trigger for 
U.S . ..  Soviet conflict 
The Sudan delegation to the Dec. 23 Lagos summit 
on Chad left before the summit had officially end­
ed, outraged that the summit could n()t agree to 

strongly denounce Qaddafi's invasion of Chad . 
Sudan is vulnerable to destabilization operations 
by Qaddafi due to its deteriorating econ()mic situ­
ation, aggravated by a recent IM F-dictated can­

cellation of planned development projects. From 
neighboring Chad, Qaddafi is ideally situated for 
operations into Sudan. 

Any such Li byan activity will prime Egyptian 
President Sadat to carry out his role as anti�Soviet · 
gendarme for Africa, an assignment that wusone 
of the secret clauses of the Camp David agree­
ments. Egypt has historically close relations with 
Sudan, and has troops stationed in Sudan. . 

This would set thestagefor U.S .-Soviet conflict .
. 

in the eastern and Horn of Africa regions. Onhis 
latest trip to the Mideast, Henry Kissinger also 
went to Somalia, where he advocated that the U.s. 
should supply arms to Somalia� This would push a 

reluctant Ethiopia to grant military bases to the 
Soviets, which would embroil Ethiopia in a region­
al superpower conflict that would sabotage its de­
velopment efforts. 

. 

The economic coUapse in Sudan, territorially · 
the biggest country in Africa, has aggravated ten..:. 

sions in the country, which was the scene of l:l. 

protracted 17�year�l()ng civil war resolved in the 
early 1970s. 

. . 

In January, President Numeiry will begin im:" 
plementing a decentralization plan.  creatitlg semi� 
autonomous · regiol1s . in a desperate gamble tllat 
will . only make · the country more vulnerable to 

destabilization. Q�ddafi has links to the ()pposiiioil . 
in : ·  Sudan, · and . supported u · coup attempt "ag�n.t .

.
. . 

Numiery in 1976. 
.

: » < 
" . . > 
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b lame the recen t u n r est on the Y en Awaki  sect, which 
h a s  i t s  origins  i n  Cameroon and C h ad-both of w hich 
are geographical ly  close to Borno .  

'A flare-up of tribal rivalries' 
The mooted Borno-Kano l i n k age m ay presage the 

outbreak of w ider un rest throughout  N iger ia ' s  states . 
According to the Daily Telegraph o f  London Dec. 

30,  "the d i sturbances m ay s pread wider than Kano and 
m ay not be ent irely sectarian . There are reports fro m  
L a g o s  of 'border clashes'  between some o f  the states i n  
t h e  N igerian federatio n . "  These episodes,  the Telegraph 

s uggests ,  " m ay be the result of a flare-up o f  tr ibal  
rivalries" throughout N iger ia .  

The Telegraph projection has  a bas is  i n  the p o l i tical  
facts o f  l i fe in  N i geri a .  By h i s  i n tervention i nto B o rno , 
Qaddafi greatly exacerbated an already del icate pol i t ica l  
struggle in t h at state between the state r u l i n g  party , t h e  
Greater Nigerian Peop le' s P a r t y  (GN PP) ,  and the fed­
eral ru l ing party,  the Nation al Party o f  Nigeria ( N P N ) .  

The G N P P  i s  a s m a l l ,  regional ly  based party found­
ed by Waziri  I b rahi m ,  a N igeri an merchant who made 
a fi nancial  k i l l ing running arm s during the 1 967-70 civi l 
war .  S i nce m id- 1 9 80,  Shagari ' s  N PN has  been carrying 
o ut a system atic p o l it ical  chal lenge t o  the G N P P  in 
Borno and i n  the state o f  Gongola to Born o ' s  south .  
One ai m o f  the  c h a l l enge i s  to u ndercut the working 
a l l i ance between the G N P P  and the N PN ' s  main  pol it i­
cal  rival ,  the N igerian Peopl e' s  Party ( N PP),  headed by 
O bafemi Awolowo,  a l eader of the Yoruba eth nic 
group ing in sou thwestern N iger i a .  

A wolowo h as been engaged i n  strident polemics 
against  Shagari ' s  govern ment throughout 1 980, and has 
been system a tical ly  cult i vating a mood o f  secessionism 
among his  Y oruba gro u p i n g  if  h i s  demands for power 
are not  met in the future.  

A s  the G N PP- N PN fig h t  heats u p ,  Awolowo may 
decide to intensify his  own secessionist  demagogy as a 
coun term ove.  Then,  what  would  occur i n  N igeria i s  the 
i n tersection between n o rthern- M us l i m  fun damenta l ism 
and Y oruba fundamen tali s m .  The inter p l ay between 
northern,  Y oruba,  and southeastern- I bo chauvi nisms 
was what  brought  abo ut the late 1 960s events . The 
repeat of this dy n a m ic is now threatened . 

A 1 960s dynamic? 
Q add afi ' s  activ i t ies a lone · m ight not be enough to 

b low N igeria apart ,  given the intent o f  m aj ority intern a l  
fo rces t o  avo i d  sun dering the country .  B u t  Qaddafi i s  
not  a l o ne .  The suspected r o l e s  of I s rael  and I ran have 
al ready been cited .  The specific Brit ish targeting of 
N ig er ia  i s  evidenced in a Dec . 26-28 th ree-part series  in 
the Lazard- F reres-co ntrol led Washington Post .  p ro fi l i ng 
labor  u n rest and tri b a l  host i l i ties in N igeri a .  
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Fifth Republic , Giscard d'Estaing 
under attack from all sides 

by Dana Sloan 

What do the New York Times. Time magazine, and The 

Economist of London have in common with presidential 
contenders Soci alist Fran�ois Mitterrand and neo-Gaull­
ist M ayor Jacques Chirac of Paris, or the anarchist 
comedian-become-presidential-candidate, M ichel Col­
uche? 

They are the orchestrators and actors in a now-open 
conspiracy to defeat French President Valery Giscard 
d' Estaing in next spring's elections and destroy the insti­
tutional framework that has given France the ability not 
only to survive the last 22 years of  sometimes grave 
destabilization (ranging from the near-civil war during 
the Algerian War to the May 1 968 revolt) but to assert 
itself powerfully on the international scene with an inde­
pendent foreign policy . If Giscard remains in office, his 
enemies have indicated that they will "settle for" destroy­
ing the Fifth Republic, their fun damental obj ective with , 
or without, Giscard.  

From the far left to far right, Giscard's attackers are 
on a remarkably similar track . While Fran�ois M itter­
rand compared Giscard to Louis XIV,  Jacques Chirac' s 
campaign manager, Charles Pasqua, is accusing Giscard 
of "creeping fascism."  Candidate Coluche, normally 
incapable of putting together one sentence without pro­
fuse scatology, was also blunt: "I prefer chaos to another 
seven years of Giscard . We m ust overhaul the constitu­
tion ." 

Co luche was born M ichel Colucci,  but adopted the 
clown-like stage-name and uses it in his campaigning.  
The campaign itself would b e  utterly insignifi cant but 
for major coverage from the liberal press outlets Le 

Monde and Le Nouvel Observateur. the latter the unoffi­
cial press of  the French socialists.  The New York Times. 

which has given the comedian more coverage than the 
president, quotes Coluche boasting that his campaign is 
not serio us, but intended to erupt what he calls the 
"alienation" of the French population.  

I ronically, but not  accidentally, i t  is the most feudal 
of all Western regimes, the British,  that is spearheading 
the attack on Giscard and the Fifth Republic for alleged 
ab use of power worthy of a would-be mon arch.  I t  was 
also to London that J acobin terrorist leaders Danton and 
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M arat went to get their marching orders in 1 79 1  during 
the French Revolution . And it is a rerun of this kind of 
Jacobin mob rule,  which so disrupted France' s emerging 
industrial-capitalist order, that the Socialist Internation­
al in particular wants to restore in France. Speaking to a 
Princeton University audience Dec. 1 2, Socialist Party 
leader M ichel Rocard, who only recently withdrew his 
own presidential campaign to make room for colleague 
Mitterrand, declared that France has some experience in 
"getting ri d of kings" and warned that France "is an 
explosive country when nothing changes . "  

Strange alliance in  politics 
The Socialist I nternational has been provided with a 

partner to carry out this o peratio n  in the person of 
Jacques Chirac; who otherwise parades as a believer in 
"law and order ."  According to sources i n  Giscard's  
Republican Party , "Chirac can create enormous dam­
age and he knows it." Other so urces, in Chirac' s own 
factionally split Gaullist Party ( Rassemblement pour la 
Republique) , have identified his modus operandi in the 
following terms.  Knowing that another seven-year term 
in office for Giscard would effectively destroy the RPR 
as  a political machine and consolidate Giscardian power 
for at least the following decade, Chirac is determined 
to play the role of  political wrecker , hoping to bring 
M itterrand to power in the elections . Then, Chirac has 
been advised, it will be only a few years at most before 
economic and other crises will collapse M i tterrand' s 
regime, and Chirac can come in "on a white horse" to 
restore o rder . 

This is the twisted logic that has been imposed on 
Chirac-whose intellectual powers are inversely propor­
tional to his political ambitions-by his campaign man­
ager, Charles Pasqua. A Corsican, Pas qua is an old­
time fellow-traveler of the Socialist I n ternati onal-not 
po litically,  b ut in its extracurricular activities, notably 
drug trafficking. According to  numerous accounts 
which have never been legally contested, as commercial 
director for expo rts of the M arseilles-based liquor com­
pany Ricard, Pasqua was the immediate boss of Ri­
card's Canadian representative, Jean Venturi . Official 
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U.S .  investigations made public in the 1 960s described 
Jean Venturi as a leading exporter of heroin to the 
United States, while his brother Dominique Venturi 
worked closely with the Socialist Party M ayor of Mar­
sei lles, Gaston Defferre, who has managed to stay in 
power throughout the postwar period only by virtue of 
his connections to the local heroin mob . 

Giscard aloof? 
So far,  Giscard has mounted no open counteroffen­

sive to speak of. Hoping that his political enemies will 
somehow be destroyed in the fray , he has so far refused 
to even announce whether he will, in fact, run for 
another term . Meanwhile, he has put a stop to the flow 
of illusory opinion polls predicting a large margin of 
victory for him against Mitterrand or Chirac, and 
adopted an extremely low profile.  Without explanation, 
Giscard canceled a trip to Metz, in the heart of  the 
industrial Lorraine region,  and has not scheduled any 
of his usual monthly hour-long television broadcasts for 
the nex t two months. 

Giscard' s enemies have given every indication that 
they do not intend to let up on the pressure . Four hours 
before the president's arrival at the airport of Guade­
loupe in the French West Indies on Dec. 28 ,  a powerful 
bomb exploded there. Responsibility was claimed by an 
"Armed Liberation Group." I t  remains to be seen 
whether this has alerted Giscard that not only his 
political future but also his physical survival may de­
pend on his taking the offensive now. 

What Time readers 
didn't get in Europe 

Under the headline " The Man Who Would Be King, " 
Time magazine Dec. 22 published an article which warned 
Giscard that, whether or not he gets re-elect ed, he can still 
be watergated by the French press. The article, excerpted 
below, did not appear in Time's European edition. 

After six years [in office] ,  a markedly different Gis­
card has emerged . 

Where he once delighted in gunning his Citroen 
through Paris traffic to lose his police escort for the 
evening, Giscard is now nearly as distant and imperious 
as Louis XIV . . . .  His relationship with the press has 
shifted just as sharply . . . .  

Giscard's political opposition is  scattered and demor­
alized, and there is little chance that a Gallic Watergate 
will prevent his re-election .  So far, no one is accusing the 
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president of breaking the law . But some members of  
parliament are  now insisting that h i s  sweeping power 
over the media should be reduced . With the Le Monde 
case pending [Justice Minister Peyrefitte ordered charges 
brought against its editors for undermining the indepen­
dence of the judiciary system with some of their articles­
D.S . ] ,  and with the French press united as never before 
against him on the issue, the president may do well to 
remember a lesson of history : the origin al Watergate did 
not prevent an American President from being re-elected 
either-but the matter did not end there. 

The London Economist 
blasts Fifth Republic 

Reprinted in the Baltimore Sun Dec. 28, The Economist 's 
Dec. 2 7  article " Giscard's power invites abuse" was most 
explicit that it is the Fifth Republic-because of the powers 

it puts in the hand of the president-that is the target of the 

attacks against  Giscard. Here are some excerpts: 

The presidency of the Fifth Republic that General 
Charles de Gaulle created in 1 95 8 ,  to rescue France from 
the shambles of the previous parliament-based system, 
gives Mr. Giscard d' Estaing an astonishing freedom of 
action .  Unlike an American president, he does not have 
to coax and cajole a Congress entrenched behind the 
parapet of constitutionally separate powers .  

"Unlike the British prime minister-remember James 
Callaghan-he cannot be removed by a parliamentary 
vote of no confidence. Unlike Helmut Schmidt in Ger­
many, he is not shackled to a coalition partner who can 
prevent him from going too far .  Unlike Arnaldo Forlani 
in I ta ly and Zenko Suzuki in Japan, he does not have to 
ride the neighing circus horses of his own party's frac­
tious factions . . . .  

The [French] president hires and fires the prime 
minister, dissolves parliament if he wishes (and can by­
pass it  by calling cut-to-measure referendums), and can 
rule by emergency decree if he j udges that France's 
institutions are in danger . He keeps daily control over 
every aspect of government policy .  And all this, i t  may 
be, for 1 4  years . . . .  

I f  Mr .  Giscard d' Estaing does get re-elected, he could 
earn the gratitude of future Frenchmen by re-examining 
the powers of the presidency . There is an argument for 
reducing the term of office from seven years to,  say, five 
or, if not, for making it a one-term job; for re-allocating 
the balance of power between president and parliament; 
or for a mixture. 
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Book Review 

The stakes in the fight 
for Italy's 'heavy lira' 

by Paul Gallagher 

A 'Gaullist '  Solution for 
Italy 's Monetary Crisis 
by Lyndon H. LaRouche , Jr. 
National Democratic Policy Committee 
New York. 1980. 70 pages. 
Suggested donation $2 .50. 

This book , just released in the United States as a U . S .  
foreign policy study of the National Democratic Policy 
Committee, has been circulating in Italian-language 
translation for the past month . Known in Italy as the 
"heavy lira" book, it has already caused a storm of 
controversy over Italy' s credit and monetary policy . 

The book outlines, on the level of immediate action,  
a currency reform of the Italian l ira based on  the "heavy 
franc" French reform of 1958 ,  by which de Gaulle and 
his Finance Minister Jacques Rueff saved France from 
chaos and began building the modern French economy 
to its present power . LaRouche describes how to "trap" 
the untaxed billions of Italy 's  "black economy" prof­
iteers (real-estate speculation, gambling, drug traffic) in 
two basic steps .  The first is the replacement of the 
debased Italian currency with a "new lira" at 1 ,000 to I 
( 1 ,000 liras now buy a loaf of bread) . The second is state 
direction of plentiful, cheap credit and tax breaks to 
investment in real, tangible production-capital forma­
tion .  The two steps must, of course, be made as one 
simultaneous package, and at an early date. Just how 
early is now being debated by the Italian press, with 
denials from the treasury minister and statements in 
newspapers controlled by Italy's black oligarchy as to 
how unconcerned they are about the proposed reform. 

Today Italy 's  "black economy" is larger than its  real 
economy, its humpty-dumpty government is negotiating 
with international terrorists and trying to legalize drug 
use . Under those circumstances the LaRouche book has 
sparked a current of �anity in Italy flowing in the other 
direction,  toward joining and strengthening the French­
German orientation to economic development . 

At the outset, LaRouche reminds the reader that this 
current of sanity is the sti ll-fresh legacy of Pope Paul VI ,  
whose reign in i t s  last years coincided with the extra or-
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dinary stability of the Andreotti government up to the 
pope's death.  LaRouche evokes his own 1 976 conversa­
tions with Jacques Rueff, author of the "heavy franc" 
reform of 1 95 8 ,  about the failure of politicians to act on 
behalf of nation-states when those nations are in peril 
from the supranational institutions of the oligarchy . He 
points to the existence of a "Gaullist" potential among 
Italian pol iti cal currents .  This is the potential to mobilize 
the full economic powers of a nation against foreign 
financial warfare-the quality feared by opponents of de 
Gaulle and LaRouche alike. 

But LaRouche makes it clear it is not political cur­
rents he is relying on, but the quality of statesmanship 
represented by the influence of Pope Paul VI ,  whose 
principal moral goal was the progress of humanity to be 
assured through the policies of  sovereign nation-states. 

The · · Gaullist ' ·  Solution is released in the U . S .  as a 
proposed outline of bipartisan U . S .  foreign policy sup­
port to its ally, Italy. Jimmy Carter' s departure will also 
remove U . S .  Ambassador Richard Gardner from Italy . 
Gardner , while wearing the stripes of an American rep­
resentative, is in fact a member of the Italian black 
nobility both by marriage (into the Luzzatto family) and 
by political commitment .  Most leadership strata in Italy 
have realized, at least since the Moro kidnapping, that 
Gardner was merely "the enemy within" cloaked in 
American authority.  

Now with a new, nationalist American administra­
tion ,  the possibility for collaboration with Italy 's  nation­
alists to repair the damage will be opened up by La­
Rouche' s  book . But the proposal cuts both ways for 
America.  In the U . S .  as well, the black economy, centered 
on drug traffic and New York real estate, has grown 
larger than the real economy, which is now being col­
lapsed by credit shutoff. The U . S .  government has also 
been negotiating away its sovereignty and those of its 
al lies to international terrorism in the Iran crisis .  

What LaRouche is proposing is  not the simple solu­
tion of  an Italian problem . He  lays out, measure by 
measure, the basic weapons of selective tax and credit­
creation powers available to sovereign states and how 
they can be wielded to destroy speculative accumulations 
of inflationary "hot money" while protecting and stim­
ulafing real productive economic activity . 

The notion of "two-tier" tax and credit policy is the 
crucial one to be understood by statesmen and citizens .  
As de Gaulle and Rueff understood, the question is not 
inflation pol icy or deflation policy, but mobilization of 
the powers of the government for financial warfare 
against the international financial oligarchy to save the 
nation . What LaRouche has laid out for the new Ameri­
can administration, facing a worldwide depression fos­
tered by its predecessor, is the basis for foreign policy 
collaboration with all of its allies, from Italy to Mexico . 

LaRouche notes a unique application in American 
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history of the wielding of government power to protect 
the growth of the nation's economic strength-the 
American system of patents .  This creates a unique, tem­
porarily protected relationship between the inventor and 
the venture capitalist, to jointly develop the ful l  poten­
tials of a new innovation,  while the official publication of 
the invention stimulates further applications of it by 
other inventors. The extraordinary growth of American 
agricultural productivity has resulted from just such an 
arrangement between the publicly funded agricultural 
extension colleges, and the farmer acting as both venture­
capital ist and occasional inventor .  

Today this principle is grotesquely replaced by the 
sight of  the government's pouring billions into solar and 
synfuels gi mmicks which are scarcely inventions,  and 
which, on their own, would attract no venture-capital at 
all . 

The " Gaul/is! " Solution for Italy is one o f  three books 
on the moral basis of  economic science and statecraft 
written by Lyndon LaRouche in Septem ber and October 
1 980, just before his national series of  televised " Dump 
Carter" addresses to Democrats on  election eve. The 
first, How Credit Can Be Greatly Expanded Without 
A dding to Inflation , is a direct statement of  the LaRouche 
economic method, applied to averting the looming 1 98 1  
world depression .  The third, A n  Open Dialogue With 

Leonid Brezhnev, is a di rect statesman-to-statesman call 
to Brezhnev to turn the Soviet Union away from sup­
porting depression and destabilization in  the West a 
course leading toward world war by miscalculation .  

' 

The three books were written as a "package" to break 
the logjam ofeconomic inaction and worse by the world's 
statesmen, who are now, as LaRouche puts it, "in the 
trenches" of economic collapse and have not yet begun 
to fight. But the books are written to the citizens of 
America and Europe, who must take responsibil ity for 
their nations . I n  America, in particular, LaRouche is 
attacking the tendency of the citizenry to leave the gov­
ernment to the politicians for four years between elec­
tions, despite all the evidence that these politicians them­
selves are leaving economic policy to supranational insti­
tutions and banking consortia which have destroyed the 
nation's credit .  

What LaRouche demonstrates with these three books 
is that economics is fundamentally a moral science-a 
science of human progress-and that it is the science 
whose mastery is most accessible to the average citizen . 
The prim ary requisite for such mastery is moral courage . 
While thousan ds of citizens dabble in various fields o f  
science and art during their li fetimes , they could master 
economic science and take responsibility for rescuing 
their nations from looming disaster . If they continue to 
rely on elected political leaders, whose failures of such 
courage have already been shown, their posterity faces 
"perhaps ,  no future at al l . "  
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Treasury: no new lira now 

On Christmas Eve, a Rome daily carried a front-page 
notice announcing that in February 1 981  production 
would begin on a new Italian banknote, a one-lira 
note-the so-called heavy lira, worth one thousand of 
the present lira notes. 

The announcement, which is an accurate recon­

struction of the proposal first made by U.S. economist 
and Democratic Party po!icy-maker Lyndon H. La­
Rouche, Jr. ,  produced an explosion of denials from 
Italian Treasury officials in the press. 

The LaRouche proposal was formally announced 
at a Rome conference Dec. 5, and is detailed in the 
Italian-language book titled A " Gaullist" Solution for 
Italy's Monetary Crisis. The idea of the currency 
substit ution is presented as the prerequisite to a thor­
ough economic and fiscal overhaul of the Italian 
economy . The measure is characterized as "Gaullist" 
since it is based on a program actually carried out in 
France 20 years ago by Charles de Gaulle and his 
economic adviser Jacques Rueff. 

The announcement that the heavy lira was going 
into production was carried front page in the Italian 
Communist Party daily L'Unita, Dec. 24, in a box 
outlined in red. " It  seems" that Italy will have a 

"heavy lira" worth 1 ,000 of the old Ura n otes in 198 1 
L' Unita reported. The design for the new note i� 
ready, production would begin next February, and "it 
is an operation analogous to that carried out in 
France." 

Three leading Italian papers, La Stampa, La Re­
pubblica, and L'Unita. promptly carried the Treas­
ury's denial. Turin's La Stampa, newspaper of the 
AgnelIi family, which owns FIAT, explained. "No 

.. . 'heavy lira, '  at least for the moment, says the Treasury 
Minister, . in a communique denying the announce­
ment made by a daily newspaper recently. "  1,a $tampa 
claimed that the heavy lira His a project particularly 
dear to [former Treasury, now Industry] Minister 
Pandolfi," who envisions it as "the crowning of [his] 
operation to reduce inflation and stabilize the curren­
cy ." Pandolfi recently concluded a stint as chairman 
oE the International Monetary Fund. 

La Stampa claimt:d that the heavy lira measure 
was only directed to simplifying bookkeeping, since it 
would eliminate huge figures and rows of zeros! La 
Stampa argued that even if the proposal were to be 
implemented, it would make no difference to the 
economy. 
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DatelineMexico by Josefina Menendez 

Obregon won, not Zapata 

The sacred cow of Mexican politics-the land tenure system­
was modified last week. 

The new agricultural law which 
passed the Mexican Congress the 
week before Christmas was the 
most controversial measure to be 
debated by that body in  the course 
of the Lopez Portil lo administra­
tion. 

The acrimony that surrounded 
the final, 20-hour marathon session 
in the Chamber of Deputies is  an 
accurate reflection of the passion 
stirred by the land reform issue in  
Mexican politics .  

The new law permits ,  and  en­
courages, what is called the "asso­
ciation" of the several different 
forms of land tenure in the Mexican 
the radical demonstrators attacked 
privately held land, whose exten­
sion is theoretically limited by law, 
and the ejido, lands held "by the 
community ."  Ej ido lands can be 
farmed either individually or col­
lectively, but cannot be bought or 
sold on the market. 

In the years since these forms 
were established at the conclusion 
of the Mexican Revolution in 1 9 1 7 , 
the privately held "sm all  plot" has 
frequently grown into l arge exten­
sions known as latlfundia through 
manipulation of land titles . The re­
maining small plots and much of 
the ej ido land have suffered the op­
posite fate as successive generations 
of sons divide up their father' s 
land-the minifundio. 

Previously, it was juridically im­
possible to bring these economical­
ly unviable parcels of land together 
for large-scale, producti ve use. 
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The new law not only allows for 
this, but specifically declares "in­
tensive mechanization" of the land 
to be of "public interest" and there­
by subject to special government 
incentives. 

One might wonder why the new 
law kicked up such a storm , given 
Mexico's profound agricultural cri­
sis due to the inefficiency of its 
peasant agricultural sector. 

The law brought to a head the 
conflict of two philosophies embed­
ded in the revolution itself: the reifi­
cation of "land for the tiller" in the 
movement of peasant leader Emili­
ano Zapata; and the nation-builder 
tendency of Alvaro Obregon ,  who 
saw in industrialization  and effi­
cient modern agriculture the future 
of Mexico . The law j ust adopted, 
under the president ' s  personal 
guidance, is a reflection of Lopez 
Portil lo's commitment to Alvaro 
Obregon's vision . 

The gamut of M exico ' s  left, 
going from the Mexican Commu­
nist Party to a few labor sector de­
puties in Congress from the ruling 
PRI party, took up the cudgels to 
defend the Zapatista conception .  
They sufficiently challenged the law 
so that it took a demonstration of 
PRI internal discipline to turn out 
the final vote of 282 to 27 .  

There is indeed the  danger that 
the new law could facilitate concen­
tration of land in a few hands; this 
will depend on i ts implementation .  
But it is  incontrovertible that  the 
present arrangements have reached 

a crisis point that demands an inter­
vention in the direction outlined by 
the law. 

President Lopez Portillo, an­
gered at the left's  imp utation that 
the president' s initiative was "reac­
tionary," called together the entire­
ty of the PRI deputies immediately 
after the final vote . 

"It 's  not true, and I have denied 
this no matter how often stated, 
that this modality of  organization 
[the new law] ' "  is reactionary 
and privatizes agriculture. It 's  not 
true ! "  he affirmed .  

Turning h i s  anger on the left ,  he 
stressed that it "is not the opposi­
tion parties" which are "writing the 
history of Mexico . It is we [of the 
PRI] who are writing it, with full 
responsibility ,  in the open, with 
well-founded initiatives ." 

The president repeated once 
again his invocation of the "Bul­
garian model" of productive agri­
culture, which he saw on a state visit 
in 1 978 .  The key issue facing the 
nation is no longer further subdivi­
sion on minuscule plots, he has in­
sisted over and over; it is the raising 
of productivity and solving Mexi­
co' s  increasing food deficits. 

It is noteworthy that the new 
law reflects a setback for many of 
the theorists of the Mexican Food 
System initiative (SAM) launched 
in M arch 1 980. The primary thrust 
of  the SAM was to direct new sup­
port mechanisms to the more back­
ward, peasant sector of agriculture . 
The role of  mechanization was 
pushed into the background, under 
guidance of presidential adviser 
and SAM director Cassio Luissell i .  

The new law puts mechaniza­
tion back up front, and that is a very 
hopeful development for Mexico' s  
chances of pulling i tself out of a 
serious agricultural crisis .  

EIR January 1 3 , 1 98 1  



MiddleEastReport by Robert Dreyfuss 

Not SO simple, Mr. Reagan 

'Spy trials ' and a brewing Iranian civil war may ambush 
the Reagan administ ration . 

A l ittle-reported incident in Iran 
at the end of December casts light 
on a crisis in Iran that may explode 
in Ronald Reagan's face soon after 
his inauguration .  

Following a demonstration by  
Muslim Brotherhood-controlled 
Afghanistan rebels outside the So­
viet embassy in Teheran , some of 
the radical demostrators attacked 
and damaged the premises . The in­
cident, which bore an eerie resem­
blance to the November 1979 sei­
zure of the U . S .  embassy, undoubt­
edly had the quiet backing of the 
ruling Iran clergy and Savama, the 
secret police of Ayato llah Kho­
meini 's  regime. 

Immediately afterward, Mos­
cow sent a sharp diplomatic protest 
to the Iranian government. 

M ore significantly, Soviet tele­
vision suddenly began reporting 
that the Iranian revolution, after 
two years, "has fai led . "  

This could well be a signal that 
the Soviet Union and its reportedly 
very extensive KGB underground 
in Iran is preparing for a showdown 
with the faltering clergy. Last week , 
the mayor of Teheran resigned 
from his post, complaining that the 
activity of the Tudeh communist 
party and allied leftists made it im­
possible for him to carry out his 
function.  

Throughout northern Iran , in 
Azerbaijan and other provinces, as 
wel l as among the clergy itself, the 
Soviet Union reportedly has built 
up a powerful apparatus of  agents 
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and sympathizers, bolstered by the 
dispatch of several thousand Soviet 
citizens disguised as Iranians across 
the border into key positions in 
"revolutionary Iran ." 

For the KGB and other ele­
ments of the Soviet leadership, the 
regime of Ayatollah Khomeini has 
been viewed as useful chiefly in 
terms of its value in destabi lizing 
the West and the Western supply of 
oil from the Persian Gulf. 

Although Moscow is aware that 
the chief contro l over Khomeini lies 
in the long-established presence of 
the British Secret Intel ligence Ser­
vice (SIS) in Iran 's  religious leader­
ship, the KGB considers it expedi­
ent to cooperate with London in 
encouraging the spread of I slamic 
fundamentalism . 

KGB General Kim Philby, the 
son of Harry St.-John Phi lby, the 
most important SIS  operative in the 
M iddle East in the 20th century and 
one of the founders of the Muslim 
Brotherhood secret society, repre­
sents the fulcrum of this KGB-Brit­
ish intelligence interface. 

At present, Moscow thinks that 
the Reagan administration,  out ofa 
combination of naivete and poor 
calculation ,  may try s ome sort of 
heavy-handed military action 
against I ran.  

To help the new President make 
the hoped-for mistake, the British 
and the Philby faction in  Moscow 
may collaborate to arrange the con­
vening "spy trials" for the U . S .  
hostages . 

Under the current conditions, 
show trials of the "Great Satan ' s  
spies" would guarantee some sort of  
overreaction by Reagan. 

And any U .S .  move into the 
Gulf, such as seizing Iran's Kharg 
I sland or parts of  the Saudi Arabian 
oil fields, would provo ke an imme­
diate Soviet co untermove in north­
ern Iran, where the Soviet Union's 
own assets could easily invite the 
Red Army in .  

Since mid-December, advisers 
to Reagan have been meeting in the 
offices of  the Heritage Foundation,  
a British intell igence think tank in 
Washington ,  to prepare policy doc­
uments aimed at one single pur­
pose: to convince Reagan to sup­
port an intensified U .S .  military 
presence in the Gulf, founded on 
the Egypt-I srael alliance. 

The chief objective of both the 
British and the KGB is to prevent 
Reagan from approaching the cri­
sis in Iran on the basis of the offer 
made by Soviet President Leonid I .  
Brezhnev i n  India in  mid-Decem­
ber. Brezhnev proposed that the 
U .SS. R .  join other international 
forces to reach an accord on  neu­
tralization of the Persian Gulf, in­
cluding a set of  guarantees for en­
suring the flow of oil from the Gulf 
to consuming nations .  

Brezhnev's proposal was viewed 
with intense dislike by the KG B and 
the heirs of  the old class-war Com­
intern network inside the Soviet 
Union, along with the Philbyites. 

Should Reagan, impelled by the 
force of events,  choose n ot to accept 
Brezhnev's offer to pursue an ac­
cord, then the impending collapse 
of the Khomeini regime wil l  result 
in a conflict that may soon assume 
the dimensions o f the Spanish Civil 
War-but with far deadlier conse­
quences . 
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Saudi oil threatened 
by 'Arab radicals ' 

" Radical Arab nationalists with ties to 
Iran" may soon "take the Saudi Ras 
Tanura oil export terminal hostage to 
extort monetary and political demands 
from the West," according to a scenario 
now being discussed in  Israeli and 
Georgetown University strategic circles . 
The scenario calls for Israeli units to 
form the core of a "strike force" to liber­
ate the seized terminal .  

The unfolding of the scenario de­
pends on the ongoing destabilization of 
the Gulf  by Iran and its  allies, p lanners 
emphasize. 

Lending credence to the potential 
scenario is the recent appearance in  Ta­
briz, in northern Iran, at a meeting of 
Iranian leftists of a top leader of the 
Saudi "nationalist left." 

According to emigre Iranian sources, 
the Iranians have been intensifying their 
political operations throughout the Gulf. 
Pro-Khomeini agents have organized 
hunger strikes among members of  the 
Shiite I slamic group in Bahrain, and sim­
ilar unrest is reported in Kuwait. 

PCF under pressure 
following Ponomarev trip 

Following the visit to France two weeks 
ago by Boris Ponomarev, the Soviet 
Communist Party official in charge of 
foreign communist parties, pressure has 
mounted on the French Communist Par­
ty (PCF) to reconstitute a " Union of the 
Left" with the Socialist Party. Ponomar­
ev had threatened French President Val­
ery Giscard d' Estaing that i f  his policies 
displeased M oscow, the PCF could re­
join the Socialists and possibly destroy 
Giscard's chance for re-election this 
spring. 

The Union of the Left comprised the 
Communists, Socialists, and the tiny 
Movement of Left Radicals . In the 1 974 
presidential elections, the Union gave its 
backing to Fran�ois Mitterrand against 
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Giscard. The Comm unist support for 
Mitterrand launched both his and the 
Sociali sts' prominence in French n ation­
al politics. 

A recent incident involving a Com­
munist-administered town's refusal to let 
African immigrant workers relocate into 
the locality has triggered a wave of at­
tacks against the PCF as "Stalinist" and 
"racist" by the Socialists, French Zion­
ists, and the right-wing daily Le Figaro. 
The French Anti-Defamation League 
(UCRA) put out a statement comparing 
the Vitry-sur-Seine town government's 
actions to those of the Ku Klux Klan and 
the Third Reich . 

In a front-page article, Le Figaro as­
serted that the PCF is in "a political 
ghetto" because of its refusal to ally with 
the Sociali sts . 

Sharper fighting forecast 
in Lebanon 

Major battles between the militias of the 
Lebanese Falangists and the Palestine 
Liberation Organization are foreseeable 
during the immediate months ahead, the 
London Economist reported Dec. 2 7 .  

According t o  The Economist's special 
Levant correspondent, the PLO takes 
this threat so seriously that "over the past 
two or three months it has been mobiliz­
ing its ful l  fighting strength, even pulling 
young men and women out of high 
schools and universities" locally and 
from around the world. This is a sign that 
the PLO fears it may have to fight a "Iast­
ditch battle" in Lebanon .  

Lebanese sources report t-hat a PLO­
Falange clash may fol low from the con­
sequences of Syri an-Falangist fighting in 
Zahle, a town in eastern Lebanon . That 
fighting brought about the unity of var­
ious Christian militias, and created the 
military preconditions for a new Falange 
o ffensive . 

As the tension in Zahle peaked, Is­
rael 's  military expanded its raids against 
PLO camps in southern Lebanon.  Dur­
ing a Dec. 30 raid, Israeli jets shot down 
two Syrian jets that had interceded into 
Lebanon's south. 

One week earlier, during a raid into 
Lebanon, Israeli units killed three Syrian 
soldiers , the first time in the five-year 
history of Lebanon's  civil war that Syrian 
soldiers had been k illed in combat with 
Israel . 

President Giscard target 
of terrorist attack 

President Valery Giscard d' Estaing of 
France was an apparent target of a ter­
rorist attack when a bomb exploded in 
the G uadeloupe airport waiting room 
Dec. 28, j ust hours before Giscard was 
scheduled to arrive there. 

Since the Caribbean island of Guad­
eloupe has been the scene of  terrorist 
violence by Corsican-linked autonomist 
terrorists for months, the French press 
had reported on the extraordinary secu­
rity precautions planned for Giscard's 
Guadeloupe trip .  

One week earlier, following the Dec. 
2 1  capture in Paris of  Italian terrorist 
Marco Donat-Cattin,  Giscard hailed the 
arrest, and called for European police 
forces to be given more effective freedom 
of action to pursue terrorists across inter­
national borders. 

Such freedom of action is a minimum 
condition for undertaking effective anti­
terrorist activity under conditions in 
which European terrorists escape capture 
by crossing borders, said Giscard . 

Murder, riots mount 
in Italy 

General Enrico Cavaligi, the deputy 
commander of the carabinieri antiterror­
ism force in northern Italy who was as­
sassinated by terrorists Dec. 3 1 ,  had 
worked closely with Judge Giovanni 
D' Urso, the magistrate kidnapped early 
last month . Cavaligi was in charge of 
security in the m aximum security prisons 
where convicted and suspected terrorists 
are held .  

Following the Dec. 28 announcement 
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by the Italian government that it will 
close the maximum security prison on 
Asinara I sland, near Sardinia, where ap­
proximately 25 Red Brigades terrorists 
are being held,  riots broke out at two 
separate I talian prison facilities where 
other terrorists have been imprisoned. 

At Trani prison on the southern Ad­
riatic coast, rioting prisoners captured 1 9  
guards, demanding the repeal o f  antiter­
rorist laws instituted in the late 1 970s 
under the auspices of police general Al­
berto Dalla Chiesa, who has specialized 
in investigating the Red Brigades and 
who had been working closely with Cav­
aligi . 

In addition, the prisoners demanded 
the repeal of a new law that allows pre­
ventive detention of suspected terrorists . 
While the guards held hostage were re­
leased, several convicted terrorists es­
caped . 

At Palmi prison in Calabria, pris­
oners staged a protest also demanding 
repeal of antiterrorist laws . 

The government's capitulation on the 
issue of closing Asinara prison is a result 
of severe pressure on the government to 
negotiate with the Red Brigades for the 
release of Judge D'Urso . 

Adding to the pressure on the gov­
ernment from the terrorists has been 
pressure from the Socialist Party , whose 
secretary, Bettino Craxi, has cast himself 
in the role of "negotiator" with the Red 
Brigades, as he did during the 1 978 Aldo 
Moro kidnapping. 

Craxi, according to the Dec. 28 
Washington Star, is rumored to be 
"headed for the prime minister's office." 

Emigration is Israel's 
'most serious problem ' 

Four parliamentary motions were pre­
sented before Israel 's  K nesset last week 
to deal with the problem ofthe increasing 
numbers of Israelis who are emigrating 
from the country. 

During a K.vesset debate on the sub­
ject, Israeli Deputy Prime M i nister Sim­
cha Ehrlich declared that emigration is 
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"really the most important national 
problem" facing I srael. Another I sraeli 
parliamentarian stated that Israel 's  
"em igration problem comes even before 
defense." 

On Dec. 23, the Jewish Agency, an 
international Zionist organization com­
m itted to encouraging immigration to 
Israel, held a special press conference in 
Jerusalem to warn of the dangers to Is­
rael arising from the growing number of 
emigrants. 

Agency sources revealed that there 
are now between 300,000 and 500,000 
emigrants in the United States alone, and 
that 60 percent of those recently departed 
were between 20 and 40 years old, and 
were highly educated people who had 
held productive jobs in  industry and the 
professions.  

One of the press conference speakers, 
Prof. Ephraim Urbach of  Hebrew Uni­
versity, stated that "emigrants are now 
boasting about leaving rather than being 
ashamed as before. The problem is in 
Israeli society and its declining values at 
home and in school ."  

Tories, Heritage 
plan Mideast scenario 

Julian Amery, a British Tory ideological 
controller of the Washington-based Her­
itage Foundation,  has been holding pol­
icy planning meetings on how the Persian 
Gulf oil-producing area can be militarily 
occupied, intelligence sources report. 

According to these sources, Amery 
has been holding meetings in W ashing­
ton and London on how the Middle East 
can be destabi lized by leftist gro ups and 
then occupied by an Anglo-American­
led military force possibly including Is­
raeli participation .  

I n  mid-December, the Washington­
based H eritage Foundation sponsored a 
luncheon speech by J .  B. Kelly, the Tory­
linked author of the book A rabia,  th e 
Gulf, and the West. Kelly's  book recom­
mends the "recolonization" of the Gulf 
by the Western powers . 

Briefly 

• PEKING has j ust issued its 
most pessimistic evaluation of 
prospects for fossil fuels output. 
Professor Lu Yingz-hong of 
Quinghua University's  Nuclear 
Technology I nstitute declares that 
on a per capita basis China is  both 
petroleum-and coal-short . He 
states that nuclear power is the 
best long-term answer. Carter ad­
ministration foreign policy has 
greatly encouraged U.S. oil  devel­
opment investment in China in the 
last several years. 

• MUAMMAR QADDAFI , Li­
bya's dictator, has announced his 
support for the " K urdish libera­
tion movement. "  Q addafi declared 
that the Kurds have a right to 
"self-determination . "  Intel ligence 
sources suspect a signal of support 
for Armenian-linked Kurdish ter­
rorists, or an operation against 
Iraq-linked Kurdish factions, or 
both .  

• JAPAN is lending Mexico 1 50 
billion yen (about $75 million) in 
low-interest government and Exim 
Bank loans for "unspecified pur­
poses," a highly unusual form of 
loan. Only the countries of South­
east Asia and a fellow oil producer 
of Mexico's ,  I raq, h ave previously 
received such loans for unspecified 
use Japan's desire for increased oil 
from Mexico is  believed to be the 
motivation for such generosity on 
Tokyo's part. 

• BRAZIL has contracted to sell 
the Soviets 1 .6 mill ion tons of sug­
ar during the next five years . The 
U.S. S.R. is supplying Brazil with 
oil ,  and thus qualifies under Bra­
zil's new policy of seeking long­
term sugar contracts with oil ex­
porters. Similar deals have been 
signed with Venezuela and some 
Middle Eastern countries . The 
Braziiians are also gearing up for 
a likely visit to Russia by Planning 
Minister Delfim Netto some time 
this year. 
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Momentum grows against 
Volcker's credit policy 
by Barbara Dreyfuss 

Public outcry against Federal Reserve Board Chairman 
Paul Volcker has mounted since EIR's  last exclusive 
report two weeks ago .  Trade-union leaders, farmers, 
business executives and elected officials are all demand­
ing Volcker's ouster or a total reversal of his policies. 

Lambasting the Federal Reserve's high-interest-rate 
policy as "outrageous," UAW President Doug Fraser 
blamed the Fed in a Dec. 20 press conference for collaps­
ing the auto industry and demanded that V olcker be 
replaced by someone with "economic sanity ."  

With auto production down almost 30 percent from 
last year's already grim levels ,  Fraser warned that the 
United States will not have an auto industry if current 
credit policy continues . "Our nation faces the total 
collapse of crucial industries unless immediate action is 
taken," the U A W chief declared in a telegram to Presi­
dent-elect Ronald Reagan .  "The U . S .  cannot have a 
viable auto industry if interest rates continue at the 
current outrageous levels . . . .  Unless the Reagan admin­
istration acts affirmatively to establish an auto policy for 
this country, the devastation affecting hundreds of auto­
based communities will spread to thousands of other 
towns and cities as this crisis ripples through the econo­
my." 

Fraser urged Reagan to convene an emergency eco­
nomic summit, including representatives of the adminis­
tration, Congress,  the Federal Reseve and the auto in­
dustry, to devise solutions for the auto crisis . 

Auto fights back 
With 350,000 autoworkers, m,ore than one-third of 

the entire union, already unemployed thanks to the 
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Fed's monetary policies , Fraser has been getting a lot 
of pressure from his membership .  On Dec . 1 1 , United 
Autoworkers Subcouncil 9 ,  representing 475 ,000 em­
ployees of the General M otors Corporation, directed a 
motion to the union's international leadership demand­
ing Volcker's o uster, a one-day shutdown of auto 
plants, and a picket line in Washington, D .C .  to demand 
a change in Federal Reserve Board policy . 

The resolution's  sponsor, John McCarrell, president 
of UAW Local 544, has received telegrams of support 
from numerous trade-union leaders. And in the first 
two days after Doug Fraser made his own statement, 
over 30 trade-union officials sent telegrams of support 
to Fraser, urging that the UAW back national demon­
strations against Paul Volcker. 

The mutual self-interest between union leaders and 
industry executives in the fight to reverse the Federal 
Reserve policies is becoming evident .  In a letter to the 
Wall Street Journal Dec. 26, Chrysler Chairman Lee 
lacocca declared, "Contrary to your statements I did 
not blame the Federal Reserve for the madness of 
fighting inflation with monetary policy. I blamed it for 
the m adness of jerking the prime rate up from 1 0  to 20 
percent , to 1 1  percent and then back to 2 1  percent 
again.  That is m adness . "  

A t  the same time, Stan Hoynitski, the executive 
director of the Pennsylvania Independent Auto Dealers 
Association,  demanded Paul Volcker' s resignation in 
his latest newsletter, which was sent to auto dealers in 
every part of the state . Citing lacocca's  statement, 
Hoynitski strongly condemned the Fed's policies for 
crippling not only the auto industry, but the homebuild-
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A n  N DPC rally this month in San Francisco .  

i n g  ind ustry a n d  agriculture .  H e  also declared h i s  
sup port for J o h n  M cC arrel l ' s  cal l  for demonstratio n s  
against  V olcker . 

The fight is begi n n i n g  to open a fa rmer- labor a l li ­
ance o f  a k ind last  seen during the Great Depressi o n .  
The director of the A F L-C I O ' s  I n dustrial  U ni o n  De­
partment, Harold McIver, addressed a meeting Dec. 20 of 
the Georgia state chapter of the American Agriculture 
M o vement, which u n a n i m o usly e n dorsed a cal l fo r the 
resignati o n  of Paul  Volcker .  M c I ver and Georgia A A M  
leader Kersey both stressed the n eed to unite t h e  efforts 
of farmers a n d  labor.  Louisiana A A M  President Roger 
Beale, atten ding the m eeti ng,  told M c I ver, "We came 
very cl ose i n  1 97 7  to getti n g  parity and growth fo r the 
country . With labor' s support n ow, we can win the 
fight ."  Kersey declared: "We have to get labor on our 
side o r  we fa rmers wil l  soon win d  u p  working i n  
Southern plants  a t  cheap wages , j ust l ike  what i s  
happe ning t o  workers who come down fro m  the 
North . "  

Ronald Reagan respon ded q uick ly  t o  F raser ' s  plea 
for an economic po licy conference. Reag a n  told report­
ers the day after Fraser' s p ress con ferences that he was 
definitely wil l ing to sit down with the U A W's leader 
and was seri ously co nsidering the eco n om i c  s u m m i t  
proposal . 

At the same time Edwin M eese, who wi l l  be the n ext 
Pres ident' s chief White H o use counselor ,  to ld  reporters 
j ust before Christmas that Reaga n wi l l  ho ld  a sessi o n  
with h i s  cabi n et i n  early J a n uary a n d  then p o ssibly meet 
with Volcker.  "We wi l l  urge Volcker to a ct in l i n e  with 
the overa l l  economic strategy that Reagan works out 
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with h i s  cabinet ," he s ai d .  W a l l  Street respon ded by 
specul ati n g  th at the new a d m i n i stration may m ove 
quickly to rei n in V olcker . 

N ational demonstrations grow 
W h ether the Reagan adm i n i strati o n  actual ly  carries 

out a program of economic  growth with adequate credit 
for p ro ductive i n dustry a n d  agriculture,  or imposes 
austerity p rograms s imi lar  to  those of Brit ish Pri me 
M i n ister M a rgaret Thatcher,  as  some o f  his  advisers are 
u rging ,  w i l l  depen d largely on the n at ional  pressure put 
o n  the i ncom i ng administrat ion fro m  constituency 
groups . I n  the last  two weeks,  the New Jersey League o f  
M u nicipal i ti es a n d  t h e  South Jersey chapter of the 
N ation al A ssociati o n  o f  H o m ebui lders added thei r cal l  
for Volcker' s o uster to th ose by far m  groups,  local  
trade- u n io n  leaders a n d  l egis lative bodies .  The h ome­
bui lders'  res o l ut ion will  be considered at their n atio n a l  
conve nt i o n  i n  J a n u ary . 

The N a ti o n a l  Democratic Po licy C o m m ittee, a m ul­
t i-candi date po lit ical  act ion c o m m i ttee a n d  pol icy for­
m u l at ing  g ro u p ,  has  cal led for a series o f  dem o nstra­
t ions  around the coun try on J a n . 14 to ensure that the 
Reagan a dm i n i stratio n  o u sts V olcker a n d  restores eco­
n o mic p rosperity .  In p reparation for th is ,  the N D PC 
held a series  of u p roari o u s  ral l ies during the week 
befo re Chr ist m a s  in fro n t  o f  Federal Reserve offices i n  
N ew Y o r k ,  Washington ,  D . C . ,  Seattle, C h i cago, S a n  
Francisco a n d  L o s  A n geles . D em o n strators r ipped i nto 
V o lcker fo r sh uttin g  down the U . S .  eco n o m y  and h u n g  
h i m  i n  effigy . W hile  passersby leaned out c a r  wi ndows 
to yel l " stri ng h i m  u p , "  the demonstrators sang "Twen­
ty percen t  pri m e  i s  a crime" and a specia l  rendit ion of 
"John B row n ' s  Body" tit led " H a ng Paul  Volcker fro m  
a Sour  Apple  T ree . "  T h e  N ew Y o r k  ral ly  was en dorsed 
by eight a rea trade- u n i o n  o ffi ci a l s .  

N o  lo nger able to  ign ore the e n o r m o u s  rage i n  the 
popu lati o n  agai nst  V olcker,  m o re than a d ozen televi­
sion and radio stati o n s ,  inc luding t he V o ice of A merica, 
covered these ra l l ies . The New York Times and New 

York Post intervi ewed the featured speaker at  the 
M an h attan ral l y ,  EIR Eco n o m i cs Editor David Gold­
man.  N BC-TV n at ional  news r a n  a story o n  the Wash­
i ngto n ,  D . C .  event a n d  the Detroit News,  San Francisco 

Exam iner and Los A ngeles Times , a m o n g  others , carried 
a U PI wire photo o f  the same dem o n strati o n .  

" T h i s  is o n ly t h e  start o f  a m u ch broader acti o n , "  
declared Warren H am erm a n ,  chairma n  of t h e  N D PC .  
"Now i s  the t ime for every A m erican farmer, trade 
u n i o nist ,  b usi nessm a n ,  banker ,  and average citizen to 
p u bl ic ly dem o n s trate agai nst  t he pol icies o f  Paul Volck­
er ."  Lyndon L a R o uche, chairma n  of the Advisory 
Board o f  the N O PC ,  has declared in a national ly  
circulated pamph let that the fight to revive A m erica's  
eco n o mic p ower must  become the basis  fo r b i partisan 
col laborati on . 
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LaRouche's bipartisan call was echoed this week by 
Sen . Howell Heflin (D-Ala . ) .  "I have called on Reagan 
and Carter to appoint a joint team to see what can be 
done on the interest rates and inflation ," Heflin told 
EIR on Dec. 1 9 .  "We can't  wait until January twentieth . 
We need a joint economic study now, a bipartisan team. 
There is no question that everybody in America wants 
to halt inflation and to have better interest rates . 
Bipartanship is the way to do it. " 

In his letter to the President and President-elect, 
Heflin stressed that " Partisan political considerations 
must not stand in the way of  action to bring about a 
drastic and immediate lowering of interest rates ." 

Under pressure from their constituents, other con­
gressmen are also denouncing the credit squeeze. On 
Dec .  1 6, Rep. Norman Dicks, a Democrat from Wash­
ington, where the lumber industry has been hard hit by 
the high interest rates , introduced a resolution ,  H . R .  
830, c o  signed b y  2 1  other congressmen . The resolution 
declares that "high interest rates will continue severe 
unemployment, erode national productivity, and pro­
long our dependence on foreign oil .  . . .  We call on the 
Federal Reserve to immediately take steps to reduce 
current high interest rates ."  Dicks intends to make the 
resolution a first order of business for the new Congress, 
warning that if the Fed does not act, "Congress will ."  

Representative Fernand St .  Germain (D-R. I . ) ,  in­
coming chairman of the House Banking Committee, 
told an angry constituent that he will not wait until 
Volcker's term expires to act. "We' re going to haul him 
before the banking committee." 

State legislators are feeling the same pressure. Fol­
lowing the passage of anti-Volcker resolutions earlier 
this month in the New Jersey State Assembly, a similar 
statement was introduced this week into the California 
legislators .  And Alabama State Sen . Bobby Denton told 
reportersJhat he had telegramed both V olcker and the 
President-elect demanding that V olcker resign . "I fear 
that high interest rate policy of Paul Volcker will finish 
off farmers, small businessmen and homebuilders if this 
policy continues," Denton said .  "It is becoming more 
and more ripe for a dictatorship to take over, and our 
freedom is in jeopardy ."  

The situation in Alabama exemplifies how mobilized 
constituents are forcing action from their elected offi­
cials. Both Denton and Heflin are very close to Ala­
bama's farm leaders, and last week the Alabama Farm 
Bureau passed a resolution demanding V olcker's ouster . 
The Alabama Farm Bureau, with over 230,000 family 
mem bers, is the fourth largest in the country . One farm 
leader declared , "Much of this motion began after a 
meeting the NDPC held in Huntsville, Alabama, in 
November . We then got out a pamphlet on Volcker 's  
policies. One state legislator told me,  'As I read this I 
got madder and madder. '  " 
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Senator Heflin calls for 
bipartisan countermove 

Senator Howell Heflin ( D-A la . ) sent letters to President­

elect Reagan and President Carter demanding that they 

immediately establish a bipartisan committee to plan how 

to lower interest rates and curb inflation . 

From a Dec. 23 in terview: 

EIR : Do you see a problem with the interest rates? 
Sen. Heflin: Of course, it has reached the stage where it 
is having a disastrous effect. Farmers in Alabama, which 
is mainly a farm state, will have to borrow to plant their 
crops. Last year the interest rates were 1 5  to 1 8  percent 
and farmers had to borrow; they had a bad year . They 
had a drought and will have to borrow to plant this year.  
In the construction industry, with auto dealers and those 
industries with large inventories , the high interest rates 
practically put them out of business. High interest rates 
are counterproductive . They are inflationary. 

EIR : What do you think about Paul V olcker? 
Sen. Heflin : I am disappointed with his idea of tight 
money . The conception we are working from is one that 
has .been followed for several decades . Now interest rates 
are climbing to 2 1  percent in five months, and inflation 
hasn ' t  stopped . 

EIR : Do you see the fight against high interest rates and 
the fight to stop inflation as the basis for forming a 
bipartisan alliance in this country? 
Sen. Heflin : There is  no question that everybody in 
America wants to halt inflation and better interest rates . 
It seems to me that during the transition period, well the 
old administration is cautious about doing anything and 
the new one is waiting until January. But we could have 
a bipartisan approach now to do something . Why not do 
it on a bipartisan basis . The concept of the Federal 
Reserve when it was set up was to be bipartisan but 
obviously i ts policies are not working. So we have to 
look to different things. Bipartisanship is the way to do 
i t .  

EIR : What can be done about the economic crisis we are 
facing? 
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Sen. Heflin : The cyclical approach we have followed in 
the past has not worked . We have to start with the 
government balancing the budget . This could be a sym­
bol for spending discipline in business and family lives . 
We must increase productivity. There are many plants 
with outdated equipment. We need accelerated deprecia­
tion allowances for this .  We have to encourage savings . 

EIR : I f  the Fed does not lower interest rates, what will 
Congress do? 
Sen. Heflin : There are drastic measures, which I don't 
advocate, but that are beginning to be talked about, 
which include a usury ceiling . I don't want to have to see 
this, but it is being talked about inside Congress and 
outside . I don 't  want to see federal controls on interest 
rates but there is a growing movement on this .  Interest 
rates now are rising and there is a relationship to infla­
tion .  People want something done about this . 

EIR : The Alabama Farm Bureau, among a number of 
groups, has called for lower interest rates.  
Sen. Heflin : The Farm Bureau also called for V olcker 's  
ouster . I have called on President-elect Reagan and 
President Carter to appoint a joint team to see what can 
be done on the interest-rate problem and inflation . We 
can't wait until  Jan. 20 to act . We need a joint economic 
study now. It has to be a bipartisan team . Interest rates 
are continuing to grow. Both Presidents could put the 
treasury secretary and secretary-designee, senators, con­
gressmen and certainly economists on it. 

Here is a situation where we are going through a 
transition period , and we could have a bipartisan effort 
to reach a consensus on what to do.  

Interview by Barbara Dreyfuss with Stan Hoynitski, exec­
utive director of the Pennsylvania Independent A utodealers 

Association: 

EIR : I understand that in your latest newsletter you 
called for Paul Volcker's resignation . Why? 
Hoynitski : Well, it' s a proven fact that Paul Volcker 's  
theory doesn't work.  He has had a few years to turn 
inflation around but inflation has gotten higher . Infla­
tion is higher than ever before. More businesses are : 
going out of business than before. 

' 

EIR : You mean Volcker's policy of tight money? 
Hoynitski : Yes, that 's  right .  

EIR : What has happened to the auto industry? 
Hoynitski : The auto industry, well around 30 percent of  
the dealers went out  of businss in  the  last 18  months to  
two years . And now 20 percent to  30 percent are in  
trouble. I bel ieve it's a l l  tied in with the interest rates and 
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the tight money . Dealers can't  make 5 percent on an item 
and pay 20 percent interest to buy it .  

EIR : What do you hope to accomplish with your state­
ment? 
Hoynitski : I hope to get enough of our dealers in Penn­
sylvania to write to the new President, write to Congress 
and the Senate, to see if they can't get someone in 
Washington to change the policy of the Federal Reserve. 
I represent used car dealers and I have friends in  housing 
and agriculture and their problems are the same. It 's 
worsening, not getting better .  I truly believe that there is 
not much time left before we go into a tailspin .  Everyone 
knows the Crash of ' 29 .  We can have the same thing now. 

EIR : I understand that you endorsed the cMI by VA W 
Local 544 President John McCarrell for a day of dem­
onstrations against Volcker? 
Hoynitski : My idea would be to give the new President 
a few weeks to get into office and meet with him and a 
small business group, and make our needs known . If it 
didn't work, dealers from all over the V .S .  should meet 
in Washington or their state capitals and demonstrate 
against what is happening . 

EIR : Have you been in touch with other people on this? 
Hoynitski : The newsletter I sent out resulted in some 
calls of support to me.  M any endorsed my i deas and are 
looking for guidance on what we can do .  

In the first two or three weeks in  January I will work 
with dealers and others to see if we can come up with a 
plan of action . 

EIR : Have you talked with union leaders? 
Hoynitski : Yes, in the V A W and some of the homebuild­
ing unions .  Everything will come together depending on 
the policy of the new administration . I hope Reagan lives 
up to his political campaign,  and does it in a hurry .  

I know how hard it is for businesses . There is no way 
a dealer in Pennsylvania can survive when there is a 12 .8  
percent cap on the charge he can make on  loans to people 
while he pays 20 percent and more interest. With this 
tight money policy, banks now require 50 to 60 percent 
down payment, where before they required 25 percent. 
People can't  get loans.  It  is  the same in the house-buying 
area . I'm scared that what I see is that soon only the 
super-rich will be able to afford homes and cars .  

Eight New York area trade union leaders sent a message of 

endorsement on Dec. 1 8  for the National Democratic 
Policy Committee 's call for action to dump Volcker: 

We, the undersigned labor and community leaders, 
heartily endorse the national call by the National Dem-
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ocratic Policy Committee for the immediate resignation 
of Paul A. Volcker, chairman of the Federal Reserve . We 
further endorse the public demonstration to publicize 
this call scheduled for . . .  New York City . 

As evidenced by the growing number of public reso­
lutions by business, labor and legislative bodies, there is 
in our nation a groundswell demanding a reversal of the 
Volcker dictatorship of austerity; a dictatorship which is 
plunging America into a deeper recession . 

We call on our members and all citizens of good will 
to rally behind our call until such time as the Paul 
Volcker resignation is achieved. 

George Boncoraglio ,  president, CSEA Local 466, 
AFSCME 1 000, Brooklyn , N .Y .  

Carmine Marotta, Plasterers Local 202 , Brooklyn , 
N .Y .  

William Caramo, executive assistant to the president, 
United Paperworkers International,  Flushing, N . Y .  

Pete Pavlisak, business manager, Laborers Local 7 ,  
Binghamton, N .  Y .  

Richard Lewicki, president, Petroleum Trades Em­
ployees Union, I LA 4 1 9 ,  Long Island City ,  N . Y .  

Julio Moj ica, vice-president, United Autoworkers 
District 65 . 

Fred Rossi, vice-president, United Autoworkers Lo­
cal 664, Tarrytown, N . Y .  

Santiago Torres, president, International Union of 
Electrical Workers Local 485 ,  Brooklyn,  N .Y .  

(Organizational affiliation for identification purposes 
only). 

From a press release issued Dec. 20 by the VA W regarding 
VA W President Doug Fraser's telegram to President-elect 
Ronald Reagan: 

"Our nation faces the total collapse of a crucial 
industry unless immediate action is taken . . . .  The U .S .  
cannot have a viable auto industry if interest rates contin­
ue at the current outrageous levels ," the telegram said. 

Fraser said that the union was hopeful  that Mr. 
Reagan would act quickly upon assuming office to con­
vene a summit meeting involving representatives from 
his administration, the Federal Reserve Board, the auto 
and auto-related industry, other labor unions, the Con­
gress, and the consuming public. We would hope the 
Reagan auto summit would result in a definitive set of 
policy approaches for the next two years . . . .  The tele­
gram asks "What will overall Reagan economic policy 
do to assure that critical industries such as auto can 
recover from the current deep downturn? 

"What will U .S .  policy be on the question of capital 
formation in the auto industry,  which must raise nearly 
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$80 billion to restructure? 
" What will our policy be on the question of interest 

rates, which at 2 1 . 5 percent have virtually shut down the 
auto industry? 

"What will national policy be on the crucial question 
of trade and imports? 

"What will our policy be on the key question of how 
the auto industry will restructure and modernize and 
what will happen to the workers and communities af­
fected? 

"The time factor in this crisis is absolutely crucial 
because failure to act means the auto industry in North 
America goes down the drain . . . .  The impact of that 
collapse would affect the whole world economy." 

. . .  Fraser said that the problem of the auto industry 
cannot be solved at the bargaining table because that' s 
not where they originate . Labor costs in the auto industry 
represent about the same percentage of overhead they 
did 20 years ago . The place to solve the auto industry's 
problems is in the salesrooms across North America . But 
that can't occur when our government drives interest 
rates to nearly 22 percent. 

The following is the text of H. R.  830. introduced Dec. /6 

in the House of Representatives by Norman D. Dicks. 

Democrat of Washington: 

Whereas the Board of Governors of the Federal 
Reserve System has taken actions which caused interest 
rates to rise and raised the Consumer Price Index; and 

Whereas the Board' s recent decision to raise the 
discount rate from 1 2  percent to 13 percent annually has 
caused the prime interest rate to ri se to 20 percent 
annually; and 

Whereas this  action by the Board threatens to cause 
the prime interest rate to rise even higher; and 

Whereas the Board's policy of higher interest rates 
has increased unemployment and inflation by increasing 
prices; particularly for housing and other capital im­
provements; and 

Whereas increased prices for housing and other cap­
ital improvements threaten to continue to cause substan­
tial declines in housing construction and other capital 
improvements and will continue severe unemployment, 
further erode national productivity , and prolong nation­
al dependence on foreign oil; and 

Whereas the Board of Governors is restraining, and 
can further restrain as necessary ,  short-term commercial 
credit through other measures including selective credit 
controls even if interest rates are reduced; now therefore, 
be it 

Resolvectthat the Board of Governors of the Federal 
Reserve System should immediately take all necessary 
steps to reduce the current high interest rates. 

EIR January 1 3 , 1 98 1  



The liberals ' darling 
Kathy Murphy identifies the Fabian Democrats, past and present, who 
have boosted Alexander Haig's career. 

Using methods reminiscent of hi s patron Henry Kissin­
ger, Secretary o f  State-designate Alexander Haig has 
moved swiftly to establish his control over the Reagan 
administration's foreign policy apparatus. Within days 
of being named to head up the State Department, Haig 
took some obvious muscle-flexing steps designed to con­
vey the message: " I ' l l  be running foreign policy . "  

O n e  of  t h e  fi rst actions Haig t o o k ,  after h i s  nomina­
tion was announced , was to summarily fire all but two 
members of  Reagan's State Department transition team , 
many of them conservative opponents o f  Kissinger. Haig 
reportedly told the group, "don't call us, we' ll call you," 
when the subject of possible j obs in  the new administra­
tion came up . Adding insult to inj ury, the former NATO 
Supreme Commander then held a tete-a-tete with State 
Department career officers to compliment them on their 
services , apo logize for the transition team's  behavior, 
and to assure them that Reagan will  only drop a few 
rotten apples from the department .  

Haig's action directly defied effo rts by Reagan's  
inner circle to place some limits on H aig' s freedom of 
movement. Transition sources had earlier reported that 
under Ed M eese' s direction,  a list o f  names , most of them 
Reagan loyalists, had been prepared and handed to Haig 
with the message that he had to select his  State Depart­
ment assistant and deputy secretaries fro m  it .  

I t  is  also known that H aig h as been working very 
closely with the Carter State Department to "coordinate 
policy toward Teheran and to ensure continuity between 
the two administrations" -an appro ach that would 
prove disastrous to the Reagan presidency .  

An expert at manipulating Presidents-one need only 
refer to the operation he and K issinger ran against 
Richard Nixon-Haig seems committed to setting up his 
new boss in similar fashion, and appears to h ave no 
compunction s  about working openly with Democratic 
"doves" to do so .  

At the same time, Haig gave his official blessings to a 
Kissinger " fact-fi nding" j unket to the M i ddle East, 
thereby responding positively to a recent request by 
Carter speci al M ideast ambassador Sol Linowitz that 
Reagan employ Kissinger's talents . 

Haig's actions were ominous on several counts. First, 
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should H aig succeed i n  asserting his control over the 
State Department, it would en sure that the Kissinger­
Carter foreign policy mess would be continued in the 
new administration.  S uch a development would make it 
almost certain that the left-right destabilization of the 
Reagan administration now under way would be 
achieved . Seco nd, by shoving to the sidelines conserva­
tive input into the Reagan foreign policy team in favor of  
K issinger and C arter holdovers, Haig is  creating a situ­
ation in  which Reagan can be increasingly isolated from 
his n ationalist base and persuaded to embark on foreign 
policy i nitiatives that he m ight otherwise rej ect . 

I n  fact, Arab sources rep o rt that H aig has already 
drawn up plans for a U  . S .  military rescue of the American 
hostages in Teheran by no later than February , and it is 
highly probable that Reagan ' s  recent statements con­
demning the Iranians as "barbarous" and "criminals," 
reflect advice from Haig. 

Despite H aig's media-bolstered image as a rough­
and-tumble, hard-bitten soldier, his ball-playing with the 
Carter team is by no means out of character. While it is 
well known that H aig' s  entree into a position of influence 
came through Henry Kissinger, who hired him as a 
special assistant on Nixon's N ational Security Council in 
1 969, the people who originally engineered his rise 
through the military ranks and then into the White 
H ouse were three Democratic Party liberals: Joseph 
C alifano,  Cyrus Vance,  and Robert Strange McNamara . 
These three in dividuals played key roles in introducing 
the "cost-ben efit analysis" m ethodology i nto Pentagon 
planning that has all b ut destroyed the United States' 
strategic planning capabilities. 

The Califano connection J 

When Haig revealed recently that he had hired 
Califano to represent him at his Senate confirmation 
hearings, some eyebrows were raised. But Haig was 
merely turning to an old friend and mentor .  It was 
Califano who got Haig his first important j ob at the 
Pentagon, as military assistant to then-Secretary of the 
Army Cyrus Vance, and it was Califano who recom­
mended Haig to K issinger for an N SC staff post in 
1 969 . 
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Given Califano's  role in promoting Haig's career, it 
is worthwhile examining Califano 's  background . Like 
Haig, Califano is a product of a Jesuit education, but 
where Haig generally pursues a "right-wing" Jesuit 
track, Cal ifano has a "left-wing" Jesuit profile-pre­
cisely paralleling the right-left setup now being engi­
neered for Reagan in Central America . 

Known as the "deputy president of  the Great Soci­
ety" because he developed and implemented most of 
President Johnson's social experiment programs, Cali­
fano was first brought into government service in 1 96 1  
by Cyrus Vance, then Army counsel. When Vance was 
named secretary of the Army, he took Califano with 
him, and in 1 963,  the year Califano got Vance to hire 
Haig, was promoted to Army counsel . 

. 

In 1 964, Haig and Califano worked side-by-side as 
special assistants to Vance, who by that time was deputy 
secretary of defense under Robert McNamara. In  that 
post, Califano became McNamara' s chief trouble­
shooter, working on the Pentagon chiefs cost-reduction 
and reorganization programs (which later achieved 
notoriety as the Vietnam "body count" method) and 
supervising the use of federal troops in civil rights 
confrontations in Alabama.  Califano early on earned 
the reputation as one of McNamara's top whiz kids, a 
term derisively applied by military traditionalists to the 
accounting-oriented systems analysts who had taken 
control of the Pentagon .  

In 1 965 ,  Califano was  named Lyndon Johnson's  
special assistant for domestic trouble-shooting and pro­
ceeded to initiate and implement key Great Society 
programs including legislation on consumer protection ,  
auto safety, civil rights, water pollution,  as well as 
creating the Office of Economic Opportunity and Mod­
el Cities . He also helped crisis-manage the Watts ghetto 
uprising in Los Angeles, which had been deliberately 
provoked as part of the British-inspired scenario for 
destabilizing the United States' political structure. 

When Califano left the White House in 1 968 ,  he 
worked briefly for the prestigious l iberal Democratic 
law firm Arnold and Porter and then established himself 
at Edward Bennett Williams's law firm, where he rep­
resented Coca-Cola and the Washington Post .  In 1 977 ,  
Jimmy Carter named Califano secretary of health,  edu­
cation and welfare to applause from Ralph Nader ,  
among others .  

There is no evidence whatever that the Califano­
Haig relationship has been based purely on personal 
friendship . On the contrary, the two have functioned as 
political allies, albeit from superficially distinct stand­
points, during the last two decades . 

In fact , according to John Lehman, a Reagan de­
fense adviser who is personally close to Haig, Haig 
consulted continuously on policy with both Califano 
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and Vance during his tenure as NATO Supreme Com­
mander. "That shouldn't surprise anyone," says Leh­
man. "They share the same policy viewpoint, even 
though they may seem to be different ."  

That policy convergence, most efficiently described 
as the "controlled economic disintegration" laid out by 
the Council on Foreign Relations in its 1 980s Project. 

explains why liberal Democrats in the Senate who have 
been making loud noises about Haig's involvement in 
Watergate m ay let Haig get through his Senate confir­
mation hearings with a light slap on the wrist . Accord­
ing to an aide to Paul Tsongas (D-Mass .) ,  the Kennedy 
protege who is leading the anti -Haig Hill forces, "The 
senator has never said he opposes Haig. In fact, he'll 
probably end up voting for him . We j ust want to show 
that the Democrats didn' t  roll over and die when Carter 
lost the election ."  

It may also explain why three top Democratic Party 
spokesmen , all members of the Carter administration­
Secretary of State Ed Muskie, National Security Adviser 
Zbigniew Brzezinski,  and special adviser on Soviet 
affairs Marshall Shulman-have all publicly endorsed 
Haig for Secretary of State. 

Jeane J. Kirkpatrick. 

Allen and Kirkpatrick: 
a foreign-policy problem 

If Secretary of State-designate Alexander Haig succeeds 
in steering Ronald Reagan into a no-win foreign pol icy 
track , it will no doubt be with the compliance of two 
other key Reagan appointees: National Security Adviser 
Riehard Allen and United Nations Ambassador Jeane J .  
Kirkpatrick . 

Kirkpatrick and Allen, whose paths have crossed at 
various times in the past, have both recently made state­
ments that implicate them in the overall attempt to 
destabilize Reagan through a Central American blowup . 

Allen, who functioned as Reagan's chief foreign pol­
icy adviser during the 1 980 presidential compaign,  is 
generally credited with talking Reagan into adopting the 
North American Accord idea-i .e . ,  a common market 

EIR January 1 3 ,  1 98 1  



for energy encompassing Canada, the U . S . ,  and Mexico , 
which Mexico rightly sees as a direct attack on its nation­
al sovereignty. Allen has recently stated that he hopes 
Reagan will bring up the idea at his Jan. 5 meeting with 
Mexican President Lopez Portillo .  This would place a 
severe strain on the new administration's  relations with 
its most important neighbor even before Reagan takes 
office.  

Richard Allen 
Allen's  advocacy of supranational regional govern­

ments-the ultimate content of the North American 
Accord concept-is characteristic of  his overall outlook . 
Educated at Notre Dame and conduited to the Jesuit­
oriented University of Munich for graduate training, 
Allen early on became a functionary of Central Euro­
pean circles committed to recreating a global feudal 
order. One of his earliest patrons was Robert Strausz­
Hupe, scion of a family from the Hapsburg petty 
nobility. Now based at the University of Pennsylvania's 
Foreign Policy Research Institute, Strausz-H upe public­
ly endorsed the scheme proposed by Mussolini admirer 
Count Coudenhove-Kalergi for transforming Europe 
from a group of nation-states to a feudal "Europe of 
the regions." Strausz-H upe maintains close contact with 
Allen and writes regularly for the Heritage Foundation 
magazine Policy Review. 

A founder in 1 962 of Georgetown University 's  Cen­
ter for Strategic and International Studies-a principal 
center for Jesuit-run global destabilization operations­
Allen joined the Hoover Institution for War, Revolution 
and Peace in 1 966, and there gained a foothold into the 
Reagan camp . 

In 1 968, Allen was named by President Nixon as 
senior staff member of the National Security Council, 
but personality conflicts with Henry Kissinger suppos­
edly caused his ouster . He then became deputy assistant 
to the President for international economic affairs and 
Deputy Executive Director of the Council on Interna­
tional Economic Policy . After leaving the government 
in 1 972, he established his own consulting firm, Poto­
mac International .  

In 1 965,  Allen toured Portuguese Africa under the 
sponsorship of the Gulbenkian Foundation,  founded by 
the oil magnate of that name who had helped the 
Warburg interests finance the Bolshevik Revolution in 
1 9 1 7 .  In 1 972,  he was hired as a consultant to the 
Overseas Consortium of Portugal , which advocated 
continued Portuguese control over its mineral-rich Af­
rican colonies .  

After the  1 974 Portuguese coup , Allen got  involved 
in a movement funded by wealthy Azores landowners 
who had launched a movement to "liberate" the Azores 
from Portuguese rule. 
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I n  1 973 ,  A llen was working with the government of 
the Socialist Republic of  Romania to establish an 
International Business Center in that  country. 

Allen has been tainted by the scandal surrounding 
international fugitive financier Robert Vesco, and has 
been accused of using confidential information he pro­
cured during his White House days for his own personal 
business advantage. 

Allen was instrumental in persuading Reagan to 
name Haig as secretary of state. 

Jeane Kirkpatrick 
Like Allen, Jeane Kirkpatrick maintains a steady 

interest in Latin American affairs, although her main 
area of expertise i s  in  French poli tics . Reagan's new 
U.N.  ambassador told this news service several m onths 
ago that "the most important change in U . S .  foreign 
policy would have to be in our relations to Latin 
America and the Caribbean ."  Kirkpatrick stated that 
"it is very important that we target Cuba . . . .  I feel very 
strongly that we should counteract the crucial role of 
Cuba in Central America and the Caribbean . . .  " This 
is  the line being fed to Reagan to manipulate him into 
a stereotyped right-wing operation in  Central America. 

In the same interview, Kirkpatrick also indicated 
her links to the Socialist International .  She boasted that 
she had j ust held a series of meetings with Hubert 
M atos, the Cuban dissident who had just been released 
from a Cuban prison through the intervention of the 
European Social Democracy and is now emerging as a 
key social-democratic-linked figure in South American 
politics . 

Educated at Barnard College and the Jesuit-domi­
nated University of Paris ,  Kirkpatrick is a lifelong 
Democrat. 

Her husband, Evron Kirkpatrick, was the man who 
engineered the late Hubert Humphrey's  political career, 
from his first campaign for m ayor of Minneapolis .  He 
is now head of the American Political Science Associa­
tion . 

Active herself in Democratic Party politics, K irkpa­
trick has been a member of  the Democratic National 
Committee and worked on the Winograd Commission , 
which formulated the delegate selectio n  rules that gov­
erned the 1 980 Democratic Party convention that re­
nominated Jimmy Carter . She was a charter member of 
the Coalition for a Democratic M aj ority, an AFL-CIO­
sponsored group of right-wing social democrats within 
the Democratic Party.  

Kirkpatrick i s  also a leading member, together with 
Richard Al len, of the Committee on the Present Dan­
ger. She has taught at Georgetown University for 20 
years and i s  a senior fellow at the American Enterprise 
Institute. 
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National News 

Joe Rauh wants 
Haig ratified 
Joseph Rauh, Jr . ,  cochairman of the 
Americans for Democratic Action, re­
cently told an interviewer that while the 
ADA will raise a protest against the 
nomination of Alexander Haig as Secre­
tary of State, they do not want him de­
feated . 

Said Rauh, "We want to keep him 
there wounded, as a permanent l iability 
for Reagan ." Rauh sees in Haig "a light­
ning rod for controversy swirling around : 
the Reagan administration .  That is fine 
for us." 

Rauh, mentor of Teamster and. other 
union dissidents, says he hopes that "a 
paralyzed Reagan administration will be 
destroyed by an economic collapse."  

Report sets stage for 
postindustrial consensus 
Private and public commentary on the 
recently leaked report of the President' s 
Commission for the National Agenda 
for the 1 980s confirms that the operative 
principle of the report is  not to secure 
implementation of its specific proposals, 
but to establish as a baseline assumption 
throughout the country the idea that the 
U . S .  has entered the postindustrial era. 

The commission's report itself states 
that "The passage into postindustrial so­
ciety is marked by . . .  concentrated pov­
erty, dependence, unemployment, fiscal 
imbalances, tax-base erosion, and dete­
rioration of physical plants and public­
service infrastructures . . . .  Throughout 
this report, however, the panel has 
sought to understand these con ditions in 
the context of our passage into a postin­
dustrial era and to consider how that 
passage may be made with a minimal 
amount of stress ."  The particular recom­
mendation that follows is large-scale 
population relocation from the North­
east and Midwest to the Sunbelt. 

The commission was organized by 
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Hedley Donovan of Time-Life, and is 
now headed by William McGill, former 
president of Columbia University .  Its 
board includes John Gardner of Com­
mon Cause, M rs. Ruth Hinerfeld of the 
League of Women Voters, and Glenn 
Watts, head of  the Communication 
Workers of America and an Aspen Insti­
tute and Trilateral Commission member. 
The urban policy task force is dominated 
by former NATO policy planners and 
think tank operatives who in the 1 970s 
engineered the Club of Rome's Limits to 
Growth initiative by orchestrating ex­
treme and moderate versions of zero­
growth, antiscience policy proposals.  

Commenting on the 1 980s report, 
Stuart Butler of the Heritage Founda­
tion, who looks to the British Fabian 
Society for his orientation as the inspira­
tion for the foundation's  promotion of 
the free-enterprise zones said Dec. 30 
"even if our enterprise zone p roposal is 
implemented, the cities will continue to 
undergo depopulation ," serving merely 
as centers for "consumer items such as 
toys, china goods, and pottery . . . .  Of 
course, this will mean cities will have to 
rethink very carefully the amount of ser­
vices they attempt to provide." 

Socialist International l iaison Gar 
Alperovitz, a Washington think tanker, 
stressed com puters and robotics as op­
posed to handicrafts, but concluded that 
"America must make the difficult choice 
to move away from the heavy industrial 
urban-based economy." 

Roy Cohn link to JFK 
assassination raised 
The connection of the New York City­
based attorney Roy M arcus Cohn to the 
November 1 963 assassination of Presi­
dent John F. Kennedy has once again 
become a subject of investigation by law­
enforcement agencies in the United 
States and Western Europe. The renewed 
i nterest in  Cohn and his association with 
the Permindex organization has been 
triggered as a byproduct of a series of 
investigations into terrorist actions by 
the Armenian Secret Army, including a 

recent assassination in Paris. 
During the 1 960s, Cohn, operating 

through the Lionel Corporation of New 
York City, was a significant minority 
shareholder in a M ontreal-based perma­
nent trade expositions company called 
Permindex. Permindex was identified by 
both the French government and a grand 
j ury in New Orleans as the principal fi­
nancial conduit and operations control 
for a series of aborted assassination at­
tempts against French President Charles 
de Gaulle and the successful assassina­
tion of U . S .  President Ken nedy . 

The Permindex apparatus, including 
the Lionel subsidiary, has been retained 
intact since the 1 960s under the effective 
control of the same agencies that com­
missioned and executed the Kennedy hit . 
As a result, the investigation into the 
Kennedy assassination,  including the in­
volvement of complicit agencies within 
the FBI and U . S .  Department of Justice, 
has immediate bearing on currently op­
erational terrorist deployments . 

The current interest in Roy Cohn's 
role in the Kennedy assassination has 
already drawn investigators into a pro­
Khomeini network i ntersecting the Ar­
menian assassination in Paris .  All these 
operati ons involve friends of Cohn .  

Chicago : setting up 
the $1 .00 fare 
Considerable effort was involved in set­
ting the Chicago transit fare on course 
for a dollar a ride by Aug. 1 5 , 1 98 1 -and 
setting the stage for a transit strike some­
where along the line. 

The Illinois Regional Transportation 
Authority (RTA) and its subsidiary Chi­
cago Transportation Authority (CT A) 
have set the basic bus and subway fare at 
80 cents after Jan.  I ,  1 98 1 , 95 cents after 
April I , and the ful l  dollar on Aug. 1 5 .  

The nation's highest fare was born in 
November 1 979 in  an emergency pack­
age between the real-estate lobby's newly 
elected mayor, Jane Byrne, and Rocke­
fel ler protege Jim Thompson, the gover­
nor of Illinois.  They reorganized the 
RTA revenue base, eliminating the state 
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subsidy, the gasoline tax, and existing 
sales tax for a new sales tax that subse­
quently produced a nearly $40 million 
revenue shortfall from what the new tax 
had been expected to raise-and proba­
bly as much as $ 1 00 million below what 
the former taxes might have raised . To 
this was added a different schedule of 
taxable items between old and new sales 
taxes which produced massive col lection 
problem s and leakage . 

Labor is being blamed, even though 
the unions gave up two-thirds of their 
cost-of-living allowances in the emergen­
cy deal. At any time, the city can abolish 
remaining 24-hour service, change work 
rules, and introduce part-time drivers .  
Chicago is therefore on the express track 
toward a transit strike. 

Baltimore harbor 
dredging approved 
Environmentalists, led by Maryland 
Congressman Clarence Long (D), suf­
fered a major defeat when Federal Judge 
Herbert F. Murray ruled on Dec. 24 that 
the dredging of the Baltimore Channel 
could proceed according to the plan of 
the Army Corps of Engineers. 

Richard A .  Linsky, Jr . ,  director of 
national port affairs for the Maryland 
Port Administration,  said that engineer­
ing plans for the dredging and a landfill 
site had been moving right ahead before 
the court issues were resolved, and that 
actual construction work could begin as 
soon as July I ,  1 98 1 .  Federal funding is 
available for funding dredging, and Lin­
sky speculated that the decision might 
expedite it. The Army Corps of Engi­
neers and the State of Maryland have 
proposed to deepen the Baltimore H ar­
bor Channel from its current 42 feet to 50 
feet . 

At the center of the court action was 
whether the dredged material could be 
dumped on Hart and Miller Islands, 1 3  
miles east of Baltimore. Long and the 
environmentalists filed a suit to block the 
dumping on the H art-Miller site. Two 
years ago, Judge Murray ruled that the 
Army Corps of Engineers had processed 
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the state's application illegally, and stat­
ed that congressional approval was nec­
essary . However, last May, the Fourth 
Circuit Court of Appeals in Richmond 
reversed him, and last month the Su­
preme Co urt refused to hear that part of 
the case, thus letting the Fourth Circuit 
Court decision stand. 

I n  his new 45-page opinion, released 
on Dec. 24, 1 980, Judge M urray wrote 
that the "Supreme Court has clearly held 
that . . .  the court's role in cases like this 
one at bar is limited and narrow. The court 
has neither the expertise, the power nor 
the responsibility to review the merits of 
the corps's conclusions, but only the suf­
ficiency under N EPA of the procedures 
followed in reaching them ." 

EIR is sponsoring a seminar on Re­
building the Port of  Baltimore on Jan.  
26,  at  the Convention Center of the Bal­
timore Harbor. 

London Economist 
offers Reagan advice 
The latest issue of  the London Economist, 
dated Dec. 27,  incl udes predictions and 
proposals for the incoming U . S .  admin­
istration.  In  a section titled "Deindustri­
alising is  fun," The Economist comments 
that capitalism is outdated, and contin­
ues: "America is moving rapidly but qui­
etly from an industrial society (which 
means capitalist, bossed-about, partly 
horny-handed) to an information soci­
ety , and this means the heyday of small 
entrepreneurial businesses ."  Another 
section points to "the maybe 5 million 
il legal immigrants . . .  who do not draw 
welfare money or unemployment pay but 
take illegally untaxed j obs at 50 cents an 
hour . . .  but are not dying of starvation 
at every street corner. They are becom­
ing increasingly entrepreneurial . . . .  The 
most useful private economic research in 
America now would be into how far ille­
gal immigrants have been able to prosper 
more dynamically precisely because par­
ticular welfare rights (such as the legal 
minimum wage) do not apply to them ." 

Briefly 
• REAGAN'S nonproliferation/ 
nuclear export transition team 
proposes that the now-dispersed 
nuclear export review structure of 
the U .S .  government be consoli­
dated into one new office within 
the State Department on an assis­
tant secretary level . Presently , ex­
port and nonproli feration review 
is spread among the State and En­
ergy departments, N uclear Regu­
latory Commission, and Arms 
Control Disarmament Agency. 
The proposal is  being praised by 
U . S .  nuclear industry so urces. 

• THE LATEST official indus­
try count of active oil and gas 
drilling rigs reached 3 , 303, mark­
ing a new historic record and the 
20th straight week over 3 ,000. The 
previous record had been reached 
in 1 9 5 5 .  It  declined over the fol­
lowing two decades as multina­
tional companies opened Middle 
East production and de-empha­
sized domestic exploration and 
production.  

• THE ACADEMY for Contem­
porary Studies is  functioning as 
chief adviser to congressmen who 
oppose shifting population to the 
Sun belt. The academy is headed by 
R alph Widener, who coined the 
term "deindustrialization" in the 
1 960s, and is financed by the Ger­
man M arshall Fund, currently 
planning the phaseo ut of  heavy 
industry from the Ruhr. ACS's Pa­
trick Henry said Dec. 30, "This 
debate on America' s postindustri­
al future is key; there wil l  be lots of 
controversy, but that' s fine. It  will 
give people time to come to grips 
with the new reality . "  ACS advises 
Congress to keep people in the 
Northeast and Midwest through 
free-enterprise zones. 

• LANE KIRKLAND endorses 
Ronald Reagan's choice of Alex­
ander Haig for Secretary of State . 
When asked about Haig's nomi­
nation, the A FL-CIO president 
told the Wall Street Journal Dec. 
30 that "Both in personal terms 
and in  a policy sense, I have the 
highest regard for General H aig. " 
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Energy Insider by William Engdahl 

Some policy clues 

We interviewed a former energy aide to Dr. James Edwards, 
the Secretary-designate. 

President-elect Ronald Reagan 
made a surprise announcement last 
week when he announced his choice 
of former South Carolina Gover­
nor James B .  Edwards to become 
the next head of the multibillion­
dollar Rube Goldberg monstrosity 
known as the Department of Ener­
gy. Because the former governor 
has spent the past two years in pri­
vate practice as an oral surgeon ,  the 
most that the press could speculate 
was that this is a "signal" of Mr .  
Reagan's  intent to severely curtai l ,  
if not dismantle, the controversial 
creation of Rand strategist and 
professed neo-Malthusian James 
Rodney Schlesinger . 

Some knowledgeable people 
have expressed a certain anxiety 
that Edwards may enter Washing­
ton like some latter-day Atilla the 
Hun and dismantle vital programs 
along with the clearly negative ones 
such as solar and various regulato­
ry nightmares . While this may be 
possible, a recent talk I had with 
someone who had worked closely 
with Governor Edwards during his 
tenure should shed further light on 
Reagan's choice . 

Robert Hirsch was director of 
the South Carolina Office of Ener­
gy under Edwards and the gover­
nor's executive assistant for energy 
research . His remarks show the for­
mer governor to have been one of 
the more far-sighted of our public 
officials during the 1 974-79 period 
in which he served. 
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I asked Hirsch what maj or ener­
gy issues he dealt with under Ed­
wards: "The state of South Caroli­
na is completely energy-dependent, 
and we generated electric energy 
with nuclear power." Hirsch added 
that nuclear power "was the salva­
tion of  our situation.  Jim Edwards 
advocated nuclear energy as vital to 
the development of  South Carolina 
and a logical source of energy." 

As a result of Edward's  commit­
ment to nuclear power generation ,  
the state built u p  one of  the nation ' s  
most impressive nuclear power 
complexes and a large energy base 
on which to attract large industry 
into an economically growing re­
gion .  By the time Edwards left of­
fice in 1 978 ,  nuclear power generat­
ed over 50 percent of the state' s 
electric power, an impressive record 
to say the least , in the face of dou­
bling world oil prices. 

Hirsch emphasized that Ed­
wards used his office as governor to 
go to the population and "take 
every opportunity to speak for and 
tone down fears about nuclear en­
ergy." Under Edwards, the s tate 
created a strong Nuclear Advisory 
Council which brought in some o f  
the best people from across the 
country to advise on the state' s nu­
clear development program .  I t  was 
under Edward' s tenure that Gener­
al Atomic completed the nation' s 
first nuclear fuel reprocessing facil­
ity at Barnwell, S.C. This was and is 
today the only rational method to 

solve the so-called nuclear waste 
problem: as much as 96 percent of 
the spent fuel from reactors can be 
reprocessed into new fuel rods or 
breeder fuel and other valuable ma­
terials .  Four years ago Mr .  Carter 
dashed this program using the 
fraudulent argument that it created 
danger of weapons proliferation . 
Whether the years of R&D and 
millions of  dollars of development 
for the Barnwell reprocessing plant 
can now be salvaged is unclear .  Ed­
wards did, however, as governor, 
appreciate a profound facet of na­
tional energy R&D enough to make 
it a national issue. 

His understanding of the com­
plexities of the nuclear issues won 
him the respect of his fellow gover­
nors and led to his being selected as 
chairman of the National Gover­
nors' Association's  nuclear energy 
committee . He also established the 
basis for creation of a South Caroli­
na Energy Research Institute, 
which was funded privately and 
headed up by one of  the country's  
most respected nuclear safety au­
thorities, Dr. Ben Rusche.  

Clearly, Edwards wil l  require 
extremely sophisticated advice to 
restore the nation to its proper poli­
cy of energy development as op­
posed to the energy restriction 
which has been the underlying phi­
losophy that James Schlesinger, S .  
David Freeman, and the gaggle o f  
Carter "energy" strategists used to 
shape the development of the na­
tion's  first cabinet-level energy de­
partment four years ago . We are 
encouraged by the discussion with 
Hirsch that the new designee will 
approach the problem with a far 
healthier approach than his two 
predecessors.  It  will be an uphill 
battle to salvage this natio n' s vital 
nuclear program from four years of  
malign neglect .  
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