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From the Editor 

This magazine is recognized worldwide for its expertise on the 
subject of terrorism. This week our Special Report uses that expertise 
to sharpen decision-makers' wits on the subject of international 
politics. Why is Alexander Haig, who in his NATO capacity had the 
information to learn better, claiming that the Soviets, pure and simple, 
run terrorism? Does it have anything to do with this starched conser­
vative's long association with Socialist International leaders? And 
with the latest Italian press accusations that European social demo­
crats are implicated in the command and control level of terrorism? 

The timing of these charges and countercharges reflects the fact 
that the 26th Soviet Party Congress is about to begin, a turning point 
covered in our International section. The timing also coincides with 
the question of the new Reagan administration's policies toward 
Western Europe which, under the leadership of West Germany's 
Schmidt and France's Giscard, is demanding lower interest rates in 
the United States as a matter of their own survival. In Bonn, Schmidt 
has broken loose with a forceful demand for nuclear power develop­
ment along French lines. Although this too is a major development 
for one of America's key allies, you didn't hear about it in the U.S. 
news media. 

I'd like to call your attention as well to the analysis and documen­
tation of the Iranian exile movement by Middle East Editor Robert 
Dreyfuss. And, in our Editorial, Economics, and National sections, 
you'll find extensive examination of President Reagan's budget mes­
sage. 
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"The Volcker-Reuss banking reforms may be 
the single greatest threat facing the American 

economy at this time." 
- David Goldman, 

Economic Editor, EIR 

Federal Reserve chairman Paul Volcker and House Banking Committee chairman Henry Reuss 
are spearheading a drive to restructure the American banking system, which threatens to give the 
Fed and the money center banks top-down control over the deposits of regional financial institu­
tions. Far from being a limited banking issue, these "reforms" threaten to deprive the agricultural, 
consumer, and medium-size business sectors of vitally needed credits. 

Now, the Executive Intelligence Review is making available a comprehensive study on this danger, 
exploring in detail the Volcker-Reuss motivations, how the current economic downturn is affect­
ing American banks, and a growth perspective to revive the traditional national banking system. 

The Undeclared War 
Against American Banking 

A special report from the Executive Intelligence Review, 
available December 1, 1980 $50. 

And for ongoing domestic and international intelligence, subscribe to the 64-page weekly journal, 
the EIR. The banking report will be provided free of charge with every annual subscription pur­
chased through this offer. 
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Editorial 

The Herbert Hoover trap 
When President Ronald Reagan delivered his mes­
sage to Congress on the budget, he announced his  
unconditional surrender to Federal Reserve Chair­
man Paul A. Volcker. Now, after Reagan has 
vaci l lated dangerously for weeks, he dismissed 
both the growing anti-Volcker movement in this 
country, and strong criticism from our European 
al lies of the Fed' s  skyrocketing interest pol icies, 
and pledged himself not to interfere in the " inde­
pendence" of the Federal Reserve System . 

According to leading European financial cir­
cles, the new Reagan administration had not more 
than 50 days to rein in Volcker, or face a slide into 
a depression probably worse than that of  the 1 930s .  

Our evaluation is that, after his Feb . 1 8  mes­
sage, President Reagan is closer to catastrophe 
than his predecessor Herbert Hoover was at the 
point of his March 1 929 inauguration .  

Reagan had  to  choose between turning h imself 
into a new, hated Herbert Hoover, or dumping 
Paul Volcker. 

The issue of the independence of the Fed, which 
someone has deviously sold to the new President, i s  
not bogus .  I t  is unconstitutional .  

The Federal Reserve System may not enjoy 
independence from the government of the United 
States in matters affecting the general welfare of 
the nation .  Article 8, Section 1, of  the Constitution 
awards to Congress both the power and the duty 
to: "Regulate commerce with foreign nations and 
among the several states" and "promote the pro­
gress of science and useful arts ."  

The Federal Reserve System exists by suffer­
ance of an act of Congress, and may be altered, 
directed, or summarily disso lved the same way. 

The results of the kind of budget-slashing Rea­
gan has proposed along with Volcker-style interest 
rates can be spelled out in a few simple facts: Every 
I percent unemployment adds between $20 and $25 
bi l l ion to the federal deficit. Every 1 percent in­
crease in the interest rate adds cumulatively about 
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$ 5  bi l l ion to the federal debt-service costs . 
The President made th ings even worse by capit­

ulating to the threatened pol itical blackmail  of  Jack 
Kemp .  Cutting the top brackets of federal income 
tax wi l l  not  increase job-creating  investment in  
goods-producing industries; it wi l l  i ncrease invest­
ments in  bordellos ,  gambling houses, pornography 
ventures, and related real-estate speculation ,  as 
Representative Kemp has in  effect proposed by 
backing the British Fabian Society ' s  demand to 
turn New York City into a new Sodom,  euphemist­
ically called a "free enterprise zone . "  

The  President ' s  budget-cutting proposal wi l l  
neither reduce the federal deficit ;  nor, barring a 
deep depression ,  wi l l  it have any effect on  i nflation 
but to accelerate i t .  Overal l ,  Stockman's whole 

budget-cutting proposal is a Friedmanite hoax. 

Every month Volcker's usurious interest rates per­
sist, the multib i l l ion-dol lar rise in debt-service costs 
of  the federal government grows . 

This is the same Friedmanite policy which Milton 

Friedman copied consciously from Nazi Germany­

as Friedman states quite frankly .  This is the same 
Friedmanite pol icy which did not work-and could 
not work-in Mrs .  Thatcher' s Britai n .  

President Reagan m ust either d u m p  Volcker 
(and the Friedmanites) or  become quickly more 
hated than Herbert Hoover-who was quite j ustly 
hated in  his t ime. 

At present, to the extent that the Congress 
tangles itself in debating each i tem of the proposed 
budget cuts , we are going through a process resem­
bling the Carter administrat ion's  negotiations of  
the  hostages issues with Ayatol lah Khomeini-this 
time with "Ayatol lah" Volcker. 

After suffering through Carter, we hate to see a 
decent man such as President Ronald Reagan de­
stroy himsel f in  such a disgraceful  surrender to 
Volcker .  There is  a deeper concern : our nation itself 
is being p laced in  jeopardy by the-we trust-tem­
porary fol ly of the new President in  th is  matter .  
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Will Reagan accept 
Europe's lifeline? 
by David Goldman 

West Germany's cabinet and the assembled finance min­
isters of the European Community formal ly petitioned 
the Reagan administration to bring interest rates down 
last week, dispatching French Finance Minister Rene 
M onory and West German  Bundesbank President Karl­
Otto Poehl to the U nited States to press their case . 
Western Europe is not merely seeking to keep its own 
house in order after severe currency disruption stemming 
from record dol lar  interest rates . Instead,  the proposal 
they have made to President Reagan opens a way o ut for 
the United States. 

In  a nutshell ,  Europe wants to undertake a joint  
stabilization of the international  markets to permit the 
orderly financing of both the American and European 
deficits, rather than the "government debt-financing and 
interest-rate competit ion" that West German  Finance 
Min ister Hans M atthOfer decried in a speech Feb . 1 3 .  
The intent i s  not much different from d e  Gaulle 's  great 
credit-markets coup, organized by Jacques Rueff, after 
taking power in  1 958 .  There are $ 1 . 3 tri l l ion in now­
unusable savings in  the volatile Eurodol lar m arket, 
most of it hedging against currency and interest-rate 
fluctuations (and increasing the volatil ity of  those fl uc­
tuations) .  Joint action to break the speculators wi l l  free 
up the long-term funds required to handle the deficits at 
noninflationary interest rates . 

That is the import of  Bundesbank chief Poehl ' s  ex­
traordinary offer to the U nited States in  a speech two 
weeks ago before the European M anagement Forum 
meeting in  Switzerland :  "If the dol lar can be brought 
back to long-term stability, then the dol lar and the 

6 Economics 

European Monetary System together provide the foun­
dation of a stable world monetary system for the 1 980s ."  
L ink ing the dollar to the EMS would create the  stabil ity 
Reagan has,  catastrophically, left to Paul Volcker to 
obtain . 

But Europe' s initiative received a shock in  President 
Reagan ' s  budget message to Congress (see National) .  
The West German cabinet made the evaluation that 
night that Reagan did not "have the courage to take on 
Volcker," as a source close to the' German chancellory 
put it. As a matter of short-term crisis management,  on 
Feb. 20 the Bundesbank took the most brutally deflation­
ary steps in  the past decade, in  order to prevent further 
runs against the German mark .  The weakness of the 
mark-which fel l  last week to 2 .24 to the dollar before 
recovering spectacularly to 2 . 1 4-has come on so fast 
that it threatens the viabil ity of the European Monetary 
System, the eight-currency stabil ity zone backed by a 
pool of  European gold reserves .  But the EMS is West 
Germany's ace in  the hole ,  its card for negotiating on  
terms of mutual strength wi th  the  American White 
House .  If necessary, West Germany wil l  sacrifice short­
term economic considerations in  the fight to preserve the 
EMS .  

The  Bundesbank shut  down, except for emergency 
purposes, the central bank " Lombard" facility, which 
discounts commercial paper from the big commercial 
banks-the central bank's  principle tool of l iquidity 
management .  This implies a formula for zero monetary 
growth at least in  the short run .  For an economy already 
subject to sharply fal l ing current real output, the imp li-
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cations of this step-if applied for more than a few 
weeks-will be deadly. According to Bundesbank 
sources, the move wi l l  force German banks to obtain 
refinancing on the open market, driving up interest rates . 
Short-term rates are now at 1 0  percent, and  a rise to 1 2  to 
1 3  percent would surprise no one .  

At the Bundesbank's  press conference Feb . 1 9 , presi­
dent Poehl warned that "it i s  difficult to imagine that 
U . S .  monetary policy would be eased while double-digit 
inflation prevails in the U nited States . "  There is  sti l l  a 
possibil ity ,  Poehl added, that rates abroad might fal l ,  
"but  there should be no i l lusions on this subject . "  

That i s  a grim assessment, but ,  unfortunately, one 
shared by some leading Reagan supporters on the Senate 
side. "The President is extremely unhappy with high 
interest rates, as he indicated in  his speech ," said one 
well-placed Senate Banking Committeee aide. "But he 
sees no other pol icy to fight inflation .  That' s why he 
won't do anything to get rid of Volcker . "  Reagan did 
characterize high interest rates as "absurd," and some of 
his senior staff people have told Republican contacts that 
they expect Volcker to be out by April-a prospect that 
is not to be excluded, but which raises the question of 
what kind of successor he wil l  have .  The bottom l ine is 
that Reagan has fallen into a monetarist trap , and that 
Western Europe has no choice b ut to make preparations 
for new monetary storms .  

For  a l l  h i s  good intentions ,  Reagan's  approach to  
economics has  sidetracked onto  the  Austrian and Uni­
versity of Chicago prejudices of advisers l ike Stockman ,  
Murray Weidenbaum, and Jack Kemp . H aving taken 
up the instruments of state without the competence to 
use them , he has become the prey of  a classical Venetian 
intrigue played on both his left and right fl anks .  

The first problem is the Basel-based Bank for In ter­
national Settlements and its ally, Fritz Leutwi ler ' s  Swiss 
National Bank .  To shore up the mark, the West German 
monetary authorities had to stri ke a deal with the Swiss, 
a species of monetary Spenglerian conditioned by 600 
years of management of ol igarchical family trusts .  The 
Swiss and the BIS, with some fact ional  al l ies i n  the 
Bundesbank,  want a global deflation and are uncon­
cerned with its terrible consequences (see EIR, Feb . 1 0, 
1 98 1  for the current view from the Swiss central bank) .  
This  is the European stronghold of the Mont  Peler in 
Society, the semiconspiratorial organization founded in 
1 947 by Friedrich von Hayek,  which includes the con­
tingent of economists the White House brought in  from 
the Hoover Institution of  Stanford U niversity . 

Through the Mont Pelerin Society l ink ,  this arch­
reactionary group in Europe provides "positive feed­
back" to the Federal Reserve System , complaining that, 
if anything, U . S .  monetary po licy has been too lax .  To 
the extent the French and West German leadership have 
stated Europe' s view unambiguously, the BIS posit ion 
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remains an undertone.  Nonetheless, the Federal Reserve 
sti l l  argues to the administration that Europe' s proposal 
for global interest-rate reductions i s  a cynical pitch 
designed only for domestic consumption ,  and that 
European central bankers really want the Federal Re­
serve to continue the crunch ! 

M ore devious is the role of  former H ouse Banking 
Committee Chairman H enry Reuss (D-Wisc . ) ,  a self­
described "monetarist-populist" with close ties to the 
Brandt wing of  the German Social Democracy . Reuss' s 
l ink to the Brandt crowd-who are doing their best to 
destroy Chancel lor Schmidt 's  abi lity to rule-dates back 
to the congressman ' s  postwar job as Counsel to the 
U . S .  Occupation Forces in  West Germany.  

Reuss wi l l  short ly issue a report coauthored by 
House Banking staff economists Jamie Galbraith (son 
of  John Kenneth Galbraith) and Richard M edley, call­
ing for lower interest rates . I n  an  i nterview Feb . 19 with 
the West German daily Handelsblat t .  Reuss warned that 
"high interest rates in the U nited States wi l l  have 
catastrophic consequences on  the international  market, 
and put heavy pressure on  our European partners . "  He 
called for "coordination of  i nterest-rate policy between 
Europe and the United States ,"  and lower rates at 
home. I n  hearings Feb . 1 9  before the Joint Economic 
Committee of Congress, Reuss challenged testifying 
Treasury Secretary Donald Regan to defend what he 
(accurately) cal led "Thatcher economics . "  

Reuss staffer M edley recently toured West Ger­
many, meeting most of  Schmidt ' s  opponents, who are 
also vocal in  denouncing the effects of high interest 
rates on the West German economy.  These include, 
most prominently,  the Berlin-based DIW, one of  the 
country's big five economics research groups.  The DIW 
proposed last week that Germany leave the European 
M onetary System in  order to take the pressure off the 
home credit system . 

Calculated to draw the maximum rage from the 
White H ouse, Reuss ' s  forthcoming report wi l l  cal l  for 
"directed credit" to shut down o ld industries and invest 
in "sunrise" industries. That is  Reuss' s standard for­
mulation on behalf of  directed credit ,  and the Republi­
cans hate him for i t .  A Reuss staffer admits that the 
initiative wi l l  sour President Reagan on  the proposal . 
"We didn't  give a damn what the President thinks .  This 
is  our p lan ,"  the aide said .  As  for Senate Banking 
Committee Chairman Jake Garn, the aide continued, 
"He doesn 't  talk to us . "  But Garn ' s  o ld  rival ,  Sen . 
Wil l iam Proxmire, (whom Garn replaced as chairman 
of Senate Banking) i s  reportedly considering holding 
hearings on a potential l ink between the dol lar and the 
EMS .  

Al l  this is hypocrisy on the  part of  Henry Reuss, 
who argued for years for an ultramonetarist formula to 
contain the growth of  Federal Reserve credit .  The 
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intended impact is to identify the West German plan 
with the man the White House l ikes the least  in  the 
sphere of monetary affairs .  

Meanwhile, according to senior State Department 
sources, Secretary H aig wil l  warn the President that 
Chancellor Schmidt cannot control the Wil ly Brandt 
wing of his own party, and is therefore dangerously soft 
on the Russians .  I n  fact, the SPD left (the friends of 
Henry Reuss) have made a major  effort to undermine 
Schmidt on two counts :  arms control and nuclear 
energy policy. The merits of the armaments issue aside, 
the Brandt wing of  the party has created a loud,  if 
narrowly based, "claque" in  favor of  uni lateral Euro­
pean arms reduction,  for the principal purpose of 
disorienting the Reagan administration 's  policy toward 
West Germany . If Haig has his way, the sources added, 
the Apri l  meeting between Reagan and Schmidt wil l  
concentrate solely on Schmidt's a l leged softness regard­
ing the Polish situation ! 

I f  Reagan is led, Othello-l ike, into repudiation of  
the  Western European p lan ,  h i s  last apparent chance to  
avert a depression w i l l  have disappeared . That is by no 
means certain at th i s  writing. But for the  moment  the  
Europeans have assumed a burden in maintaining short­
term currency stabi l i ty that they cannot sustain for 
long. 
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Interview 

Volcker to Germany: 
'Drop dead' 

From an interview with a source at the New York Federal 

Reserve: 

Q: What is the U . S .  reaction to West German demands 
that we bring down interest rates? 
A: The EC finance ministers, led by Karl-Otto Poehl 
from West Germany, met on this and did a bit of  sabre­
rattling this week, but they scare no one.  There is  nothing 
they can do .  Volcker went to the Bank for I nternational  
Settlements meeting with Henry Wal lich this past  week­
end and told  Poehl as much flat out. Do you remember 
the old Jimmy Carter New York poster? 

Q: "Ford to City: Drop Dead"? 
A: That's the one.  They ' re stuck .  The Reagan adminis­
tration is taking the posture that rates wil l  not come 
down, period .  Supply-side economics is not just tax cuts, 
but tax cuts tied to a very tight money pol icy from which 
the administration wi l l  not budge. The fact that V olcker 
is sti l l  tightening proves Reagan is  supporting Volcker.  
The President believes in tight money. There is  no differ­
ence of opinion between him and Volcker .  In fact, Rea­
gan is urging us to be even more restrictive than we want 
to be.  The markets were wait ing for Reagan to resolve 
administration doubts about tight money, and [he] has 
resolved on Volcker' s po licy . The markets now know it, 
and they' re buying dol lars .  

That's what's got the Europeans  scared si l ly ;  they had 
been buying time, hoping rates would fal l, and now they 
know they won't .  

Q: But Reagan is political, he was elected to stop this .  
A: Wrong . The difference between Ronald Reagan and 
J immy Carter on monetary po licy i s  a lmost  zero. Look, 
supply-side economics was invented by the central bank­
ers at the Bank for International  Settlements, I ' ve been 
hearing about it for years at seminars there. The whole 
idea is to reduce taxes for people to invest in  new, high­
technology industries, to increase productivity in  new 
industries, and to maintain tight credit to o lder, more 
inefficient industries .  

Jimmy Carter lost the election because he fai led as a 
leader, fai led to take up the supply-side arguement .  Now 
it is in  vogue, and supply-side economics can he lp Rea-

EIR March 3, 1 98 1  

gan sell the same program Carter failed to sell to the 
American people. Look at the po licy recommendations, 
they aren't al l  that different .  What' s the difference be­
tween Reagan ' s  tax cuts and the across-the-board tax 
reform Carter tried to get through? Not m uch . Look at 
the budget cuts Stockman has, Carter tried to cut the 
same projects. And the monetary policy is identical . 

Furthermore, the Germans know that the major 
world problem is  U . S .  inflation .  For years, Emminger at 
the Bundesbank was screaming at us to tighten money, 
bolster the dol lar .  He was the man with the finger in the 
dike.  Now, Volcker is the man with the finger in  the dike, 
and the Germ ans know they have no right to complain .  
They do not even mean  to  accomplish anything, they' re 
talking just for domestic pol itical consumption .  In the 
bars in Frankfurt and Basel, they tel l us, "You're doing 
what is right ."  But they can't  take this position publ icly . 

We've just seen the s�art of the Germans'  squeaks and 
squawks, we' l l  see more, so what? Poehl is j ust trying to 
talk the deutschemark back up to 2 .05 . He wants U . S .  
rates lowered t o  where they wi l l  stop pressuring the 
mark, but forget it . Even if  U .S .  rates were lowered to 
parity with German rates, back into the single-digit 
range, it  wouldn't  get Germany out of  the woods. The 
capital flows coming out of Germany are simply too 
tremendous, their deficit i s  huge. 

Germany is facing a strategic shift, we've been in  the 
barrel, going through the dying pains of aging industry, 
inflation, and currency collapse. Now it 's  their turn . 
Their wages are too high, thei r exports can't  compete, 
their government programs are too expensive. The Ger­
man economic miracle is  over . 

The choice Germany faces is excruciating and ago­
nizing .  The U . S .  i s  fol lowing the lead of  the Thatcher 
government in  Britain, we're reversing course on  social 
programs, reversing incomes transfers, and we' re keep­
ing money tight . And the more we do this the Germans 
wi l l  have to raise their interest rates to fo l low . Those 
countries l ike Germany, Switzerland, Sweden, who have 
bigger social programs, wil l  now have to cut more, and 
go through agony.  Capital flows wil l  continue out of 
Europe, and keep Europe in  a vise .  The only actions they 
can take are to cut, and worsen their recessions .  

I t ' s  crunch t ime for everybody, not j ust us .  

Q:  Do you think  the reaction could topple Schmidt? 
A: Sure, the reaction to this could easily topple Schmidt .  
Why do you think Poehl is  so worried? The uproar is 
a lready starting over there. 

Q: What about Reagan, will he be Hooverized? 
A: Could happen, sure. We're going to have fun .  There 
wil l  be a huge political battle. The A F L-CIO is mobiliz­
ing a lready. I t  will be an uproar. Reagan will have to 
turn the poor against them, and hope for the best. 
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Boston's $200 million scam 
Graham Lowry exposes how real-estate operators have drained tax 
revenue-a drain used to justify municipal budget cuts. 

This article was researched by Mr. Lowry and by Stephen 

Parsons. both of whom have decades-long familiarity with 

the Boston area. 

An EIR investigation of the current speculative boom in 
downtown Boston commercial  real estate has determined 
that the same fi nancial corporations that have forced 
that city into a major  budget crisis have swindled it out 
of more than $200 mil l ion in property tax revenues due 
for this year alone.  The corporate beneficiaries of  this 
looting of  the city treasury are also the same Brahmin 
financial interests who have dictated the e l iminat ion of  
the "sunset" industries of the  Northeast, bankrupting 
the region 's  productive economic base. 

Facing an estimated $ 1 30 mill ion budget deficit, 
Boston is threatened with school  shutdowns, service 
reductions, and mass layoffs, and the Brahmin-con­
trolled banks and insurance compan ies are demanding 
additional deep cuts in the city budget .  Yet fu ll  payment 
of  the actual property taxes owed by these companies' 
downtown commercial office properties alone would 
wipe out Boston 's  deficit ,  and sti l l  leave $70 mil l ion in  
additional funds for the  city. 

There are two elements to the property tax scam run 
by the "New Boston" downtown bui lding owners . The 
first, pioneered by Prudential Life I nsurance Company, 
is the 1 2 1 A  law . Through this law, big downtown real­
estate owners pocket over $33 mil l ion, money they would 
have to pay the city were it not for this form of legal ized 
tax fraud.  The 1 2 1 A  law exempts a select group of  
commercial properties from taxation at value, and sub­
stitutes a fractional payment at a level secretly agreed 
upon with city officials . 

The second form of legalized cheating which robs the 
city of another $202 mil l ion, is connivance to rig property 
assessment at a smal l  fraction-usual ly 20 to 25 
percent-o f its real value. 

If these frauds were el iminated for the l imited group 
of downtown office bui ldings alone, Boston could add a 
total of at least $235 mil l ion to the city treasury in one 
year .  

The perseverance of  the insurance companies and 
banks in looting Boston is not a function of their greed 

1 0  Economics 

alone.  I t  is part of a decades- long strategy to convert 
Boston into a postindustrial free enterprise zone, ripe for 
speculative looting and exploitation of unski l led, non­
union labor in H ong Kong-style sweatshops .  

The major  beneficiaries of  the sweetheart-deal tax 
swindle, major  Boston banks, along with insurance 
giants l ike Prudential and H ancock, have played leading 
roles in shutting off capital for vital industries l ike steel, 
shipbuilding, and construction, and with it the infra­
structure needed to maintain an industrial workforce. 

Since World War I I, Boston has been systematical ly 
transformed from a viable industrial center into a model 
victim of the "technetronic society ." With its basic indus­
tries and neighborhoods now lying near or  in actual 
ruins, the downtown "New Boston" of high-rise, specu­
lative enterprises has taken over the economy as well as 
the landscape. Perched quaintly on green lots along 
Boston ' s  suburban ring are the " information society" 
high-technology companies in  computers and electron­
ics, increasingly tooled to semiski l led, hand-assembly 
operations for maximum profit. Inbetween the financial 
"hub" and the suburban ring, the rest of Boston is 

Downtown Boston office 
real estate values 
Current rent level X no. sq. ft.  X .65 X .85 

Class A rental income 

$25/sq.  ft. X 20 mi l l ion sq .  ft. X .65 X .85 = $276 .25  mi l l ion 

Class B rental income 

$ 1 7/sq .  ft. X 10 mi l l ion sq .  ft. X .85 = $ 1 08 . 38 mi l l ion 

Class C rental income 

$ 1 2/sq . ft . X 1 2  mi l l ion sq .  ft X .80 X .85 = $97 .92 mi l lion 

Total rental income for Class A, B, and C = $482.55 million 
(to deduct II percent for non rentable waste space) 
Total value downtown office property $482.55 million X 7 = 

$3,377 .85 million. 
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increasingly left to collapse and abandonment, except 
for occasional pockets publicly described as suitable for 
"gentrification .  " 

The 'Prudential law' 
The transformation of downtown Boston dictated 

by the pol icy of el iminating "sunset industries" was 
launched by �!flldential in the late 1 950s .  Summarizing 
the objective, 

>
Prudential President Carrol l  M .  Shanks 

declared in 1 957 ,  " I t  s imply means that businesses 
which belong somewhere else will go where it  is most 
economical for them to operate, and those that belong 
in New England wil l  stay there, or wil l  come there and 
grow ."  Prudential then moved to extort a legislative 
l icense to dictate what "belonged ." 

In the init ia l  phase of constructing its Boston sky­
scraper,  Prudential demanded a legal  guarantee of  
exemption from city property taxes . When objections 
were raised , Prudential ceased construction  and flooded 
the site. They also flooded the state legis lature with 
lobbyists, and proceeded , according to several State 
House figures from that time, to b ribe and blackmail  
the legislators into passing a measure cal led the 1 2 1 A  
law, commonly known as the " Prudentia l  law . "  

Prudential made l ittle pretense of fu lfil l ing a "civic 
interest" in demanding an exemption from property 
taxes .  Prudential lobbyists reportedly went through the 
State House sweet-talking legislators, tape-recorded 
their di scussions,  and threatened to expose them for 
being on the take if they refused to back 1 2 1 A .  

1 2 1 A  exempts buildings which enhance a n  ostensibly 
"blighted" area from property taxes .  I t  substitutes a 
secret agreement to pay the city a certain percentage of 
the "take" from its  operations .  Each deal  is  individually 
rigged, and there is no fixed formula for determin ing 
the payments .  A Boston rea l-estate insider described 
one example as an agreement to pay " 1 0  percent of  the 
fi rst 'X' dollars ." 

Information on the substance of each agreement and 
the amount actually paid by holders of 1 2 1 A  exemptions 
is guarded l ike the secrets of organized crime. But 
knowledgeable Boston financial sources calculate the 
average payment at roughly 1 7  percent of what would 
be owed in property taxes, even under existing assess­
ment practices . 

Among com mercial  properties with 1 2 1 A  exemp­
t ions ,  the "Prudential law" benefits almost exclusively 
Prudential ,  which contro ls about 93 percent of the 
commercial office val uations exempted under 1 2 1 A . I f  
they were taxed a t  real value a n d  current rates, Pruden­
tial would owe $31 million more than they paid this year 
for their two biggest properties in  downtown Boston .  

The vast maj ority of Boston ' s  com mercial office 
buildings were not constructed under 1 2 1  A exemptions .  
But the "Prudential law" was critically significant as the 
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The I2IA tax ripoff 
1 2 1 A  o ffice rental income (a l l  c lass A) 

$25/sq .  ft . X 3 . 7 5  mi l l ion sq. ft . 
X .65 X .85 . . . . . . . . . . . . . . . . . . . . . . . . .  $ 5 1 .79 mil l ion 

1 2 1 A  office total real market value 

$5 1 .  79 mil l ion X 7 . . . . . . . . . . . . . . . . . . .  $367 .60 mi llion 

Projected tax revenue 

at current effective tax rate of  1 1 . 2% . . . . .  $ 40 .60 million 

Actual taxes paid . . . . . . . . . . . . . . . . . . . . . .  $ 6 . 90 mill ion 

1 2 1 A  ripoff . . . .  . .  . . . . . . . . . . . . . . . . . . . .  $ 3 3 .70 mi ll ion 

P rudential's share of  ripoff. . . . . . . . . . . . . .. $ 31.25 million 

official declaration of the po licy which has been unoffi­
cial ly applied to other insurance companies, banks ,  and 
real-estate, and financial corporations . Whi le they have 
worked to flatten capital-in tensive industries i n  the 
Northeast, they have systematically  robbed Boston 's  
city treasury by getting their property assessed at levels 
four and five times below real market value .  

The huge John Hancock Building, for example, 
worth $ 350 mill ion in  real market value, carries a 
current assessment of $25 mi l l ion ,  or about $63 mil l ion 
at 1 00 percent valuation . At Boston ' s current assessment 
and taxation rates , a $350 mi l l ion property would owe 
more than $35 mi l lion in  taxes this year. John Hancock 
i s  being bi l led instead for $6.9 mi l l ion . 

Thus the Boston Brahmins have conducted their 
speculative, ground-rent orgy while enjoying huge sub­
sidies from the city . Rents for prime office space have 
doubled in the last 24 months,  and are projected to rise 
another 1 50 percent in  the next two years,  while wal l-to­
wal l rent gouging proceeds at a 99 .7  percent occupancy 
rate . 

The property assessment scam 
These skyrocketing rental incomes for downtown 

office properties translate, of course, into much higher 
market values for the bui ldings,  which supposedly have 
been reassessed to reflect that rise . But exhaustive cross­
checking of current office space and classi fications ,  rent 
and occupancy levels ,  average lengths of  leases by types 
of property , and city tax and assessment rates conclu­
sively established that the "New Boston" was b ui l t  on 
massive tax fraud . 

Realtors' and assessors' standard g uidelines for cal­
culating the market value of commercial rental  proper­
ties are to take the gross rental  income and multiply 
that by 7 .  The accompanying tables show that the 
resultant real market value of Boston ' s  downtown office 
bui ldings a lone translates into more than $200 mi l l ion 
i n  additional  taxes owed this year. I f  the tax were 
extended to commercial properties exempted under 
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Boston real budget surplus 
Total taxable office property, 

less 1 21A offices ....................... $ 3,01 5 million 

Projected tax revenue at current effective 
commercia l  tax rate of  1 1 .2% 
( .43 X . 72 )  . . . . . . . . . . . . . . . . . . . . . . . . .  $ 337 .68 mi l l ion 

12 1 A  tax ripoff . . . . . . . . . . . . . . . . . . . . . . . . .  $ 33 .70 mi l l ion 

Full value downtown office property tax. . .. $ 371.38 m
.
iII

.
ion 

Actual taxes paid . . .  , . . . . .  , . . . . . . . . . . . . .  $ 1 35 .00 mllhon 

Total tax ripoff 
($ 371.38 million minus 1 35.00 million) ... . 

Expected Boston budget defic i t  . . . . . . . .  . 
Actual Boston revenue surplus ........... . 

$ 236.38 million 
$ 1 30.00 mi l l ion 
$ 1 06.38 million 

121A an additional $33.7 million in property tax reve­
nues �ould be owed, $31.2 million of it by Prudential. 

These estimates are based on a method which derives 
the identical figures for assessed valuation as those 
determined by the city assessor's office for properties 
exempted under 121A. Assessed valuations recorded on 

the 121 A list of commercial office properties are real 

market values. since those properties won't pay taxes 

anyway, while office buildings which do are massively 
underassessed to cover the tax swindle. 

Determining real market value 
Take the example of a 121A property recently pur­

chased by Prudential at I Beacon St. Boston realtors 

report a current average rent of $13 per sq. ft. for the 

building, given the varying times that the leases took 
effect, against a going rate for new leases of $

.
20. Its 

gross rental income, for 1.02 million sq. ft., IS thus 
$13.26 million per year. Taking the standard rule of 
thumb and multiplying that by 7, the building's market 
value would be $92.82 million. With a standard deduc­
tion of 15 percent for nonrentable space (hallways, 
elevators, etc.), the correct real market value for the 
building is $78.9 million. On the 121A list, the city it�elf 

records an assessed valuation of $79 million! Accordmg 
to Boston financial insiders, Prudential pays only $2.9 
million a year for I Beacon St., instead of a property 
tax of $8.8 million at the current effective rate of 11.2 
percent of assessed commercial valuation. 

. 
Applying this same method to the commercial prop­

erties which are taxable, the following picture of tax 
fraud can be established. 

Under the existing commercial assessment level of 
market value (about 43 percent, but possibly as low as 

37), and the current tax rate of $272.90 per
, 

$1,000 
assessed valuation (or about 27 percent), Boston s effec­
tive tax rate of 11.2 percent of real market value should 

yield over $337 million in property taxes for its �o wn­
town commercial office properties alone. even without 

those exempt under 121A, and without other commer-
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cial properties like shopping malls and plazas elsewhere 
in the city. City Hall sources estimate the revenues from 

the downtown properties at about $135 million, or 
about 75 percent of the total taxes collected on commer­
cial properties. Deducting that figure from the total tax 
due from the downtown taxable office buildings still 
leaves over $202 million owed this year. 

There is no real Boston budget deficit; it can be 

wiped out by simply collecting the mandated payment 
fraction of actual market value on Boston's nonprod­

uctive jungle of downtown offices. 

'A gold mine' 
With the completion of I Beacon Street in 1973, the 
"New Boston's" prime or Class A office space 
reached 8.6 million square feet, with a construc­
tion drive effectively kicked off by the Prudential 
Building, which opened in 1965. Nearly 12 million 
square feet of Class A have been added since, so a 
solid majority of the Class A leases have been 
drawn since 1973 at steadily higher rents. 

Even though major firms lease 68 percent of 
Boston's prime office space on a long-term basis 
(11 years and up), the eight-year-old I Beacon 
Street building is getting an average now of 65 
percent ($13 of $20) of its current top rental level. 
Downtown Boston's total vancancy rate has been 
under 2 percent since late 1977, and new offices 
open up fully rented at top dollar, so taking 65 
percent of top dollar to calculate Class A rental 
income should be a conservative estimate. 

For Class B space, generally quality older build­
ings, rental income is calculated at 75 percent of 
current rent levels, since nearly half of this footage 
is renovated Class C space leased during the last 
two years, 

Class C office rentals are also booming, as they 
cash in on the overall upvaluing of office space and 
the continuing tight market. As one Boston realtor 
put it, "Today a guy can buy a Class Z property­
and I mean Z!-and turn it into a gold mine within 
a year." The accompanying table calculates Class 
C rental income at 80 percent of current top dollar, 
since much of it has been hustled onto the market 
during the last year or two, and 75 percent of it is 
leased for 5 years or less. 

For all three classes of office space, the figures 
for calculating gross rental income are multiplied 
by .85, to include the standard 15 percent deduction 
for non-rentable space. 
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The gall of Maggie Thatcher 
She demands that the US. adopt her disastrous policies, only more so; 
Richard Freeman documents Britain's two-year economic extinction. 

When British Prime Minister Margaret Thatcher meets 
with President Ronald Reagan,  she will attempt to sell 
him on the "British experiment . "  Thatcher comes to the 
u.s. with an economy that is worse off in  every respect 
than when she took office 2 1  months ago, and has no 
sign of any recovery . 

Thatcher ' s  experiment is nothing less than the biggest 
fai lure since John Law's  South Sea bubble .  Since she 
took office, unemployment has almost doubled to its 
highest level since the 1 930s depression ;  as a result ,  the 
budge deficit for fiscal 1 980-8 1 has swollen by 50 percent .  
Production crashed in this period by 2 1  percent .  The 
inflation rate, down from its 22 percent peak, has run at 
1 4 . 5  percent for the last three months, twice its level when 
Thatcher took office. The money supply has been clocked 
for most of  1 980 at greater than 20 percent .  

Nothing has worked; everything has gone wrong. 
But Thatcher wil l  tell Reagan that the only reason her 
experiment did not succeed is that she did have enough 
time, and she didn' t  apply her program hard enough .  She 
will tel l  Reagan point blank that he must push harder 
than she did .  

What Thatcher did only too ful ly is apply every 
disastrous scheme that monetarist adviser Mi lton Fried­
man urged . Friedman's  form of cult ,  called monetari sm,  
says that  applying shock therapy to an economy should 
result in  restoring it  to health , and that money supply, a 
thrice-removed measure of the economy, is more impor­
tant than production . 

Clockwork Orange 
Beginning in May 1 979 when she took office, 

Thatcher and the governor of the Bank of England, 
Gordon Richardson ,  began pushing the Minimum 
Lending Rate (M LR) into the stratosphere, just as 
Volcker has done. She and Richardson slashed money 
supply, applied fiscal restraint ,  and cut out all govern­
ment investments in  high technology. I f  Friedman's  
theory held true, the  rate of inflation should fal l  precip­
itously six to nine months after this package of " re­
forms" was applied to the economy.  

In  late 1 979,  Thatcher announced the l ift ing of  
exchange controls, permitting hot-money flows to enter 

EIR M arch 3, 1 98 1  

London that previously had only partial access .  The 
exchange-control abol ition ,  combined with the higher 
revenues from the flow of British-owned North Sea oil 
gave Britain a current-account  surplus for the first time 
in years . 

The combination of h igh interest rates, current­
account surplus ,  and exchange liberalization in turn 
delivered an artificial boost to the pound sterl ing.  It 
rose from a level of a $ 1 .90 to the pound in late 1 979 to 
a current level of $2 . 3 5  to the pound today . This 
reinforced the flow of  money in to the speculative side of 
Britain ' s  economy.  

Thatcher cut spending in  the areas of foreign aid,  
education,  housing ,  and m unicipal services; housing 
alone was reduced $ 3 . 5  bi l l ion.  She j iggled the tax 
structure, lowering the maximum rate of taxes from 83 
to 60 percent while imposing a value-added tax on al l  
but the most essential household  commodities, which 
deep ly slashed the incomes of low- and middle- income 
wage earners . Then Thatcher sat back . What she got 
was not only the destruction of the physical economy.  
I nflation went wi ld .  

Thatcher and Richardson indeed massively gouged 
the money supply . At one point in  late 1 979 ,  it was 
fa l l ing at a negative IS percent rate and was down 
sharply for the last six months of  1 979 .  Six months after 
the application of this pol icy, inflation should have 
fal len,  were Friedman right. But because interest rates 
were high, and speculative currency arbitrage and real­
estate ventures flourished under such conditions, they 
pushed inflation up . By mid- 1 980, inflation was spiral­
ing out of control at a 22 percent rate, more than triple 
the rate when she took office. 

Production savaged 
President Reagan should pay very close attention to 

what happened to the British economy, for this is  the 
guts of  the Thatcher-Friedman "experiment . " 

The bottom fel l  out of the economy starting in  1 979, 
and accelerated in  1 980 . Brit ish industrial production 
dropped more last year than in  any year since the 1 930s .  
And there is no  indication of  a turnaround .  

Overal l  a l l  industrial production fel l  by 1 0. 7  percent 
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in the course of 1 980, worsening as the year went on .  
During the  fourth quarter of 1 980, industrial production 
was down 1 3 .8 percent from the corresponding period 
in 1 979 .  The drop in the man ufacturing portion of 
industrial output was even sharper: it fel l  1 . 2 percent in 
December, or a 14 .4 percent annual  raty .  Entire indus­
tries were gutted, creating disgraceful unemployment 
and tens of bi l l ions of dol lars in lost output . For 
example, in the fourth quarter of 1 980, the metal 
industries' output fel l  by 32  percent from the same three 
month period of 1 979 .  

Unemployment climbed at a staggering 66 percent 
in 1 980 or more than 50,000 new unemployed per 
month . I t  has nearly doubled since M ay 1 980, going 
from 1 .29 mil l ion to 2.4 mi l lion ,  which now represents 
nearly 10 percent of the labor force. To evaluate the 
shake-out in industry and resulting unemployment, 
consider the following: 

• Textiles : Nearly 200 medium-to-Iarge-sized cloth­
ing factories closed during 1 980, and unemployment, 
which rose by other 1 00,000 last year, nearly doubled . 
One in two clothing workers in the course of 1 980, 
faced either redundancy (layoffs) or short-time .  

• Steel : I n  1 979, steel output was 2 1  mi l l ion tons  per 
year .  U nder the direction of British Steel Chairman Ian 
McGregor, a former Lazard Freres investment banker, 
British steel output for 1 980 was 1 1 .2 mil l ion tons .  One 
example i l lustrates the unemployment situation :  in 
Wales, British Steel Company employed 46,000 workers 
in 1 979 . By early this year,  the number is projected to 
sink to 1 6 ,000, a one-third drop . 

• Housing : I n  the public-sector housing industry­
which produces two-fifths of Britain ' s  homes annual ly­

the Thatcher government itself projects that housing 

completions wil l  fal l  from 1 02 ,000 in 1 979 to a level of 

50,000 by 1 982 . During 1 980, the number of construc­

tion workers on  unemployment benefits rose by 70 

percent from 1 57 ,000 to 280,000 .  The employers esti­

mate that this idle construction manpower alone is 

costing the British Exchequer $ 1 . 3 2  bil l ion per year in 
lost  revenue and state benefits .  

• Coal : This is one of Britain ' s  major industries. 
Thatcher announced this week,  and then had to with­
draw temporarily, a decision to close down 20 mines 
and 10 million tons of annual coal output from the 
nationalized coal industry. With the steel industry, 
power stations, and the l ike producing less, and there­
fore using less coal ,  Britain now has stocks of 36 mil l ion 
tons of unused coa l ,  which are growing , meaning new 
layoffs . 

I n  short, there is not a sector of the British 
economy-except certain technetronic and service in­
dustries-which doesn' t  have plummeting output and 
rising unemployment .  In  a Feb. 1 5  article entitled " Has 
Industry Lost Its Heart to Fight ," Britain ' s  Sunday 

Times wrote, " Even the West Midlands-the heart land 
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of  Britain ' s  engineering excel lence and once the place 
where recession was something other people suffered­
is reel ing ." Unemployment in this high technology zone 
is 15 percent .  

Friedmanism shattered 
Just as in Argentina and I srael-two other nations 

which have subjected themselves to Milton Friedman's  
advice and which had 1 980 inflation rates of 87 percent 
and 1 22 percent respectively-in Britain ,  the collapse of 
production has shattered even the monetary and fiscal 
targets that Thatcher set . 

The budget deficit for fiscal 1 980-8 1 was first fore­
cast at $20 bi l l ion, then revised last November to $27 
bi l l ion .  Now government sources expect that deficit to 
exceed $30 bi l l ion . In the U . S .  economy, Britain ' s  deficit 
would be the proportional equivalent of $ 1 20 bi l l ion .  
Most  of th i s  $ 1 0  bi l l ion increase in the  budget deficit is 
due to the record unemployment and paid out benefits .  

The monetary aggregates, which were supposed to 
be in the 7 to II percent growth range, zoomed out of 
contro l .  M3 sterling rose at a 22 percent rate in 1 980 . 
The Bank of England and British banks were heavily 
lending to business to prevent bankruptcies, which 
greatly swelled the money supply . Despite this ,  a record 
1 0,000 businesses went under .  According to one econo­
mist, "some companies are borrowing with the benign 
consent of the Bank of  England . . .  just to pay the 

interest on their bank loans [emphasis in the original ] . "  
I n flation over the  past three months is sti l l  a t  1 4 . 5  

percent .  The only reason it came down from the 20 
percent range is not that domestic prices aren ' t  rising 
fast .  The overvalued pound sterling has depressed the 
cost of imports,  tending to lower inflation .  Of course, 
exports, denominated in  pounds,  are tumbling, leading 
to a further shutdown of  production .  

Too lax? 
Anyone who concludes that Thatcher "hasn ' t  gone 

far enough" needs his head examined.  The Thatcher 
"experiment" has been under way for just short of two 

years . Thatcher is predicting 3 mil l ion unemployed soon 
and more production losses. She admits, for what it 's 
worth, that the recession is twice as bad as the Fried­
manite model had predicted it would be !  

Yet  Thatcher wil l  now attempt to force th is  "exper­
iment" onto Reagan .  According to Penelope Hartland­
Thunberg, former economics expert at the Central 
I ntelligence Agency and now a Britain expert at the 
Georgetown Center for Strategic In ternational Studies, 
"Thatcher wil l  certainly talk to Reagan when she arrives 
in the U . S .  about her British economic policies . Thatch­
er is a firm believer in the sunrise-sunset distinction,  in 
which older industries are phased out. Steel ,  auto, and 
other industries are not of strategic importance for 
either the British or American economies . " 
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Interview 

Senator Hatch discusses 
future labor policies 

Senator Orrin Hatch. 

Last week EIR discussed the future activities of the u. s. 
Senate Labor Committee with its new chairman , Orrin 

Hatch , a Republican from Utah . This is Part One of 

Barbara Dreyfuss 's exclusive interview. In Part Two , dis­

cussing the Carter administration 's A bscam- Brilab proce­

dures, Senator Hatch says that he intends to pursue charges 

of corrupt activity by both business and labor, but guard 

against any unconstitutional methods. 

EIR: There has been a lot of concern about raising the 
· ski l l  levels of American workers if  we are to have an 
expanding economy with new technologies .  What wil l  
your committee do in  that regard? 
Sen. Hatch : Wel l ,  we are interested in enhancing voca­
tional education and training programs, and particularly 
private-sector job corps and private- industry training 
programs like Opportunities Industrial Centers . We are 
looking into apprenticeship training and how we might 
utilize that and give people more ski l l s .  I think we have 
to have hearings to answer that particular question . . . .  

EIR: What about those workers al ready working whose 
skil ls have to be upgraded? 
Sen. Hatch : Apprenticeship programs could help there. 
But I don't know the answers to that, other than to say 
that businesses who want skilled workers wil l  have to pay 

the price to train them . With certain incentives we can 
give businesses the initiatives to do that. 

EIR: Labor Secretary Donovan testified that the prob­
lem of American productivity is  not the laziness of 
Americans, but the fact that  they have to deal  with 
outmoded plants and equipment. H ow wil l  your commit­
tee help American workers to be more competitive? 
Sen. Hatch : That' s a tough question .  I don' t  have an 
answer to that. I think the way to increase productivity is  
through tax incentives and our committee doesn ' t  have 
any particular jurisdiction over that area . 

I do think we can help this country by getting rid of 
some of the overregulatory practices that  are l i terally 
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eating our business people al ive, and workers as wel l ,  
and stopping them from being productive. One of the 
subcommittees that will really do a lot of work is  the 
I nvestigations and Oversight subcommittee, and Senator 
Hawkins may we ll want to get into that .  

EIR: President Reagan tried to appeal throughout the 
campaign to the b lue-col lar workers; he unequivocally 
stated that he wouldn't  support revocation of  OSHA [the 
Occupational  Safety and Health Act] or Davis-Bacon 
[the legislation maintaining union wage-scales on feder­
ally funded projects ] .  Doug Fraser of the UAW and Jerry 
Wurf of AFSC M E  claim their problem wil l  not be with 
the President, but with Congress . 
Sen. H atch : Since President Reagan has a desire to see i f  
they can be changed administratively, I have a desire to  
see if  that's possible .  I f  i t  i s ,  that  would be superior to 
congressional change . I 've chatted with Secretary Don­
ovan about this ,  and he agrees that maybe the Labor 
Department can administratively make both those bil ls 
more workable .  

But let ' s  face it ,  Davis-Bacon is costing American 
taxpayers an unnecessary $700 mi l lion to $3 bi l l ion, 
depending on which economist you' re talking to . . . .  

As for OSHA,  we would l ike to make it a m ore 
cooperative partner with labor and business .  OSHA is 
spending a large part of its precious funding investigat­
ing smal l  businesses that don ' t  have safety problems. 
Why shouldn't we concentrate OSHA's  efforts, and have 
OSHA work in a more cooperative, noncombative way 
in those areas that do have huge industrial safety prob­
lems? 

EIR: Will  you be looking into the question of drug use 
in the workplace? 
Sen. H atch : I believe we wil l . The Alcoholism and Drug 
Abuse subcommittee is chaired by Gordon Humphrey, 
and I happen to be on it .  . . .  I agree with you, something 
has to be done to educate the American people as to the 
dangers of drug abuse, and especial ly our workers. 
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Foreign Exchange by Kathy Burdman 

Deutschemark in the barrel 

The Voleker Fed is out to make the Germans deflate, but the 
Bundesbank has several defense measures remaining. 

The West German mark collapsed 
to a three-year low of OM 2 .25  per 
dollar this week, before being 
pulled back up to the 2 . 1 6  level by 
major  West German central bank 
interventions .  But the troubles of 
the once-mighty currency and the 
German "economic miracle" are 
just beginning.  

The U . S .  Federal Reserve, un­
der the leadership o f  Chairman 
Paul Adolph Volcker, i s  out to get 
the deutschemark, i t  seems .  A top 
New York Fed official told EI R this 
week that in spite of West German 
Bundesbank Chairman Karl-Otto 
Poehl 's  calls for Volcker to lower 
interest rates and stop the capital 
flight out of Germany, "There is 
nothing [the Germans]  can do. 
Vo lcker went to the Bank for Inter­
national Settlements this weekend 
and to ld Poehl as much flat out ."  

The Fed now expects the deut­
schemark to fal l  back to the O M  
2 .25  level o r  below , and has this a s  a 
deliberate pol icy aim . 

This same Fed officia l  last Oc­
tober, when the deutschemark was 
worth 1 . 80 per dol lar (5 5 . 5  cents) ,  
predicted that by ear ly this year i t  
would fal l  to 2 .25  or  2 .50 (40 cents) . 
Apparently, he was in a position to 
know Mr. Volcker ' s  policy .  

"The Germans have come to  the 
end of the economic miracle," he 
said at the time. "The mark is  too 
high, and the market knows this . 
You can't start from 1 . 70 to the 
dollar and do what they did from 4 .  
The mark was cheap at 4 ,  and they 
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exported like bandits .  And as long 
as they had low wages enough to 
keep exporting ,  they had the best of 
both worlds.  What broke is that 
they are no longer productive 
enough to maintain a competitive 
advantage with wages as high as 
they are. They are now up against 
the same rate of techno logica l pro­
ductivity in countries with much 
lower wage rates : not on ly Japan , 
but Korea, Ma laysia, and Brazi l . "  

The official reiterated the Fed' s 
contention that Germany, l ike the 
U . S .  under Volcker, must deflate 
strongly to deal with its foreign 
payments defici t .  " Even if  U . S .  
rates were lowered t o  parity with 
German rates ,"  he said, "the capi­
tal flows coming out of Germany 
are simply too tremendous ."  

The on ly thing that  can save the 
mark i s  if  the Germans "raise their 
interest rates. to fo l low" the U . S .  
"They have g o t  t o  worsen their 
recession . " 

Volcker's rather b lunt l ine has 
already gone out across the foreign­
exchange markets, which are clear­
ly taking their cue from the Fed . 
"The Fed wil l  do what it feels i t  
must do to fight inflation ,  no mat­
ter the effect on Germany or the 
complaints from the German gov­
ernment," traders at European­
American Bank said this week . 
"This is a case of the tail trying to 
wag the dog ."  

" I f  the  Bundesbank [ the  West 
German central ban k] does not 
start raising its interest rates ,  the 

mark wil l  be in for a b loodbath ," 
the trader said .  "The Bundesban k 
might raise the Lom bard rate one­
half percent for show, but i f  that' s 
all they do,  forget it . The mark wil l  
fal l  below 2 . 2 5 .  Either the Bundes­
bank puts Germany into recession, 
or the mark wil l  get a lot weaker ." 

I don' t  think matters are al l  that 
simple.  First, the Bundesbank has 
a lready given a tremendous slap to 
the deutschemark bears this week 
with some $300 mil l ion in interven­
tion during the fi rst few days of  the 
week . This alone caused the recov­
ery midweek from the OM 2 .25  to 
the OM 2 . 1 6  range . 

This intervention comes on top 
of intervention during the second 
week in February of  over $600 mil­
lion ,  and has already caused many 
traders to warn that the Bundes­
bank sti l l  has over $30 bi l l ion in 
foreign exchange at its command 
with which to singe the speculators . 

Moreover, the Bundesbank 
chiefs could, and probably wi l l ,  if  
pressed, easily put together a major 
deutschem ark rescue package with 
the help of other central banks .  
Such a package was a lready men­
tioned by the London

' 
Financial 

Times this week as being under 
Bonn's  consideration .  It would be 
modeled on the Carter 1 977 -78 dol­
lar measures, with "massive do llar 
credit swaps" being set up between 
the Bundesbank,  Switzerl and , and 
other central banks,  who could not 
diplomatically refuse such a re­
quest . 

The last l ine of defense, and a 
very substantial one,  remains the 
Bundesbank's  gold ,  which is worth 
$ 1 00 bi l l ion at market prices . As 
noted last week, Oresdner Bank 
and others have already suggested a 
large German borrowing against 
the gold to support the mark . 
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Domestic Credit by Richard Freeman 

A January breather for the economy? 

Some sectors did very badly indeed, and the overall industrial 
picture continues to flash danger signals.  

In the first  six weeks of the first 
quarter of 1 98 1 , the U .S .  economy 
did not go into the double-dip 
recession;  that is ,  it showed few ov­
ert signs of buckling. But to con­
clude from this that the economy is 
"holding its own" is dead wrong . 

That assumption was drawn by 
many leading economists who pre­
dicted that "the economic lul l  is 
over," and that real growth could 
reach 3 to 4 percent in  1 98 1 .  Manu­
facturer' s Hanover Trust wrote less 
than penetratingly in its January 
1 98 1  Economic Report "Just as 
there are some statistics that depict 
weakness in the economy, there are 
others that suggest j ust the oppo­
site. " 

Interest rates are now at a 1 9  
percent level . I f, a s  economists such 
as Salomon Brothers' Henry Kauf­
man predict, there wil l  be a 1 6  to 1 9  
percent range for the next six 
months, it would be impossib le for 
the economy to escape collapse . But 
to fully appreciate why, it  is neces­
sary to understand that over the last 
several weeks the economy got a 
breather, which won ' t  last for long. 

Industrial production rose by 
0 .6 percent in  January accom­
panied by a 0 .9  percent increase in  
national personal income.  I n  Janu­
ary, there was also an apparant 
jump in employment of about 
300,000 . I t  appears that this overall 
level of  increase was prompted 
partly by mild weather, which al­
lowed construction to take place in 
a normal ly cold month. Second,  
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many housewives entered the labor 
force, adding to family income. 
Further, there was an i l lusionary 
factor :  because fewer workers were 
hired in December for the Christ­
mas shopping season ,  when many 
stores and industries thought sales 
would be down, there was less fi ring 
afterward . Because figures are sea­
sonally adj usted, those few firings 
compared with previous Januaries 
show up . A lso,  because produc­
tion figures are based on samples o f  
industries, and  employment levels 
often figure into estimates of pro­
duction levels, there was m ost l ikely 
an overstatement of  the size of  the 
production increase in  January, 
which wil l  be revised downward . 

The level of final sales did go up 
in January, but here some of  the 
internal looting procedures that 
were appl ied to keep the economy 
afloat in January can be seen . While 
personal income rose by 0 .9  percent 
in January, the consumer price in­
dex rose faster by 1 . 1  percent .  

I ndeed, the rise in  personal in­
come over the last several m onths 
has been dwindl ing,  rising by $30 
bi l l ion in  October, $25 bi l l ion in 
November, $2 1 bi l l ion in  Decem­
ber, and $2 1 bi l l ion in  January . 
During this period ,  consumers 
drew down their bank accounts to 
compensate for the steadily dwin­
dling increase in  personal i ncome. 
Thus, the savings rate in October 
was 5.5 percent, in  November it was 
5 . 1 percent, in December 5 .2 per­
cent, and in  January 4 .6 percent .  As 

personal income dwindled and con­
sumer credit remained fiat, con­
sumers dipped into their bank ac­
counts.  B ut this process can on ly 
continue so long.  

M ore worrisome is the fact that 
the economy in January was sup­
ported by only a few sectors-the 
construction of office bui ldings, 
which boomed; orders for steel and 
other products for oi l-dri l l ing 
equipment; and an increase in some 
of  the service industries . Other in­
dustries have not recovered, and a 
structural shift in the U . S .  economy 
continues for the worse. Since l ast 
Apri l ,  700,000 production and con­
struction jobs have been removed 
from the economy, whi le 1 . 3 mi l ­
l ion service-sector and white-co l lar 
jobs have been added . 

Nor is capital spending of any 
significant dimension occurring .  I n  
December, purchase orders for ma­
chine tools were down by 25  percent 
from December 1 979 .  For the sec­
ond half of 1 980, machine-tool or­
ders were down 32  percent .  M a­
chine-tool  orders are general ly a 
good barometer of capital spending 
by producers o f  hard goods.  

F inal ly ,  there are s igns that cer­
tain industries l ike housing, which 
has barely m anaged to hold the l ine 
at a 1 . 5 mi l l ion starts-per-year level , 
cannot hold out any l onger. Build­
i ng permits fel l  9 percent in  Decem­
ber, and mortgage commitments, 
w hich precede bui lding permits ,  
have fal len even more considerably 
over the last few months .  

While GM and Ford are an­
nouncing $700 to $ 1 ,800 rebates to 
move their b loated auto inventory 
and keep up their sales ,  a rebate 
pol icy ,  too,  has a l imited l ife .  I f  
V olcker keeps interest rates u p  and 
credit tight, then January repre­
sented only a breather for the U . S .  
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World Trade by David Ramonet 

Cost 

NEW DEALS 

$2 bn . 

$4oo mn.  

$ 3 1 5  mn .  

$ 185 mn .  

Principals 

Egypt from France 

Saudi Arabia from 
U . S .  

Colombia from Italy 

M. W .  Kel logg from 
Pemex 

CANCELLED D EALS 

$605 mn .  

$200 mn .  

Ch ina  from West 
Germany 

China from U . K .  

Project/Natu re o f  Deal 

France has agreed to supply Egypt with 
i ts first two nuc lear reactors ,  to provide 
900 M W  each .  Foreign ministers o f  
both countries have already signed a 
protocol of agreement .  

Celanese Corporation and Texas East­
ern Corporation have agreed to jointly 
own,  bui ld and operate a methanol  
p lant  with the  Saud i  Arabian govern­
ment-owned Saudi Basic Industries 
Corp.  (SABIC) .  Construction will be­
gin in  1 982 ,  and completion is sched­
uled for 1 984- 1 985 . 

A consortium of Ital ian companies 
formed by FIAT's  Impresit, the civi l  
engineering companies Girola and Lo­
digiani ,  and Gruppo Industriale Elet­
tromechanic he per Impianti  al l ' Estero ,  
signed a contract w i th  the  Colombian 
government's  department o f  power de­
velopment to bui ld a 680 MW hydro­
electric powerplant and associated civi l  
works in  Colombia .  

Petroleos M exicanos (Pemex) has 
signed a contract with M. W .  Kel logg 
to build two fertilizer ammonia plants 
in  Mexico , one in  the state of  Oaxaca 
and the other in Chihuahua .  The plants 
wi l l  each  have productive capacity of 
1 , 500 tpd . Scheduled to go on stream in  
1 984. 

Schloemann Siemag and partners had 
been asked by China's  N at ional  Tech­
n ical I mport Corporation to stop a l l  
work on a steel rol li ng mi l l  project at  
Baoshan .  The project was a key part  i n  
the  second stage of  the  overall $5  bn .  
Baoshan integrated steel complex .  

Zimmer, a wholly owned Davy McKee 
subsidiary ,  had been told by Chinese 
authorities to postpone the project to 
bui ld a major polyester polycondensa­
tion p lant in  Nanking .  

Not e: M ark S onnenbl ick is  on  special assig nm ent for sev eral w eek s. 
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Financing Comment 

Detailed con­
tract wi l l  be 
negotiated . 
April  is the 
deadl ine .  

SABIC to own 
50% of the 
plant; Celanese 
and Texas 
E astern 25% 
each .  I nterna­
tional  market­
ing primarily 
under Celanese 
responsibil ity.  

Wi l l  bring to 8 
the Kellogg­
designed am­
monia fac i lities 
contracted for 
by Pemex.  

A Chinese del­
egation had 
negotiated a 
compensation 
with consor­
tium members.  

Davy ex­
pressed con­
cern over the 
future of  other 
contracts .  To­
tal value of al l  
Davy's  work in 
China is  about 
$350 mn .  
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* *  * 

The prospects for a 
U.S.  farm export drive 

A n  emblem of the A griculture 

Council of A merica . 

by Susan B .  Cohen 

The Soviet grain embargo and David Stockman's  meat­
axe approach to budget cutting were concerns of  the 
more than 200 farm-industry leaders who met in  Wash­
ington Feb. 9- 1 1  to kick off the U . S .  Farm Export 
Education Project' s organizing drive. The Project is 
sponsored by the Agriculture Council of  America 
(ACA), an independent organization designed to unify 
farm spokesmen and "tel l  the story of modern agricul­
ture" to the nonfarm population .  

The conference, headlined " U . S .  Farm Export Strat­
egies for the Eighties ,"  urged the Reagan administration 
to quickly adopt a comprehensive and consistent agricul­
tural export policy free of the disruptions and uncertainty 
that have characterized the past 10 years of a farm policy 
in flux, making American producers more and more 
dependent on farm exports . 

At the center of conference deliberations was a set of  
long-range proposals for expanding farm exports and  
mobil izing the population behind such a program pre­
sented by the project' s 35-man blue-ribbon committee . 
The committee included three former secretaries of agri­
culture; the governor of Kansas; the chairmen of  two 
congressional committees; the  heads of  major  agribusi­
ness corporations;  private grain companies and grain 
cooperatives; and representatives of the leading grower 
groups. The report recommends a strategy encompass­
ing the transportation ,  research and credit needs of U . S .  
growers, a s  well a s  vital market-development programs 
critical for new, mainly Third World, market areas .  

The conference pinpointed one of  the precondit ions 
for successful implementation of the proposals ,  under­
scored by the appearance of Agriculture Secretary Block . 
Despite his expl icit endorsement of  research and market­
development programs, and his general advocacy of 
expanded production,  Block was not able to offer a 
definitive farm pol icy, much less an export-growth drive. 

I f  they hadn't suspected it a lready, conference partic­
ipants should have been thoroughly convinced that their 
first job will be to get contol of  agriculture pol icy out of 
the hands of the State Department, the Office of M an­
agement and Budget, and the Federal Reserve, and back 
into the Agriculture Department where it  belongs.  

"Farm exports are one of  this country's greatest 
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national assets ," b lue-ribbon committee chairman Don 
Chartier, president of FAR- M A R  Co . ,  one of the 
nation 's  largest grain-marketing cooperatives, told the 
opening session .  "Our p lan is to not only make these 
findings public but to take them to the American people 
in  an effort to build a solid foundation for the future. 
The message . . .  to get across i s  that farm exports aren' t  
j ust in the agricultural i nterest-they' re clearly i n  the 
national in terest .  Farm exports are a major  factor in  the 
U . S .  economy, creating new jobs,  reducing inflation 
and helping greatly to strengthen the dol lar ."  

From 1 970 to 1 980, the volume of  American farm 
exports nearly tripled, from 6 1  mi l l ion  tons to 1 64 
mil l ion tons .  Today, about 30  percent of American 
corn, grain sorghum,  tobacco, and prunes are exported, 
while more than half of  all our soybeans, cotton ,  rice, 
cattle hides, and wheat are exported . Since the mid­
seventies, farm exports have been the single largest 
positive item in the overall balance of trade, reaching a 
$23 . 2  bi l l ion surplus in 1 980 .  

Besides providing a profitable basis for agriculture, 
further improvements in productivity and cheaper pro­
duction costs, this export activity has a direct effect on 
the rest of the economy.  A USDA study of 1 979 farm 
exports showed that they provided more than one 
mil l ion ful l  time j obs-500,000 in  the farm sector and 
another 630,000 in assembling,  processing, and distri­
bution .  Further, it is estimated that every dollar of farm 
exports in 1 979 actually added at least $2 .05 to the 
economy.  

Productivity and food prices 
American farm exports ,  like American agriculture 

itself, represents America at its best, as Oklahoma 
University President Larry Boger,  one of  the principal 
speakers, put  i t .  " I t ' s  a story that shouldn't  have to be 
told ," Boger emphasized, and the key is productivity, 
the unparal leled results of  the development and appli­
cation of new technologies . But as Boger and others 
pointed out, America' s  abil ity to continue to deliver 
increased quantities of  products must be reinforced . 

Restoring profitabil ity to American agriculture is 
the bottom l ine; exports can help to do that without 
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igniting an explosion of food prices in the U nited 
States. As the blue-ribbon report notes, a study done 
recently for the National Association of Wheatgrowers 
showed th at a 50 percent increase in wheat exports 
would push wheat prices up about 43 percent-to about 
80 percent of parity-over two years .  The rise in prices 
for cereal and bakery products would in  turn raise food 
prices by 0 . 8  percent on average over the same period .  
And, since food has about  a 20 percent weight in  the 
overall Consumer Price Index, the overa l l  inflation rate 
would be increased by a mere 0 .2 percent .  

At the same t ime, of course, the increase in exports 
would help reduce the net balance of payments deficit, 
and, combined with increased purchases by farmers o f  
equipment and other production inputs,  would create 
new employment and raise GNP.  

M ore fundamental ,  as the  report a l so  notes , is the 
long-run effect of greater profitability, which allows 
producers to increase their level of  capita I investment 
in more advanced technologies and practices .  This 
contributes to an overal l  lowering of  the production 
costs. 

Technology 
The "synergism" of R&D and an educationa l  policy 

to encourage both public and private support of science 
and education programs is being eroded, Nicholas 
Reding, vice-president at M onsanto and chairman of  
the  National Agricultural Chemicals Association ,  told 
the group.  "Greater focus must be placed on federal 
policies that encourage the concentration of  govern-

Figure I 

ment-funded and industry-research resources on the 
development of new technology for the American farm­
er .  At the same time, some present and al l  future federal 
regulations that inhibit  industry ' s  development of  new 
technology m ust be thoroughly re-examined and deci­
s ions made as to the risks and benefits to society based 
on scientific principles rather than pol itical expedience . "  

Another critical constraint o n  America ' s  abil ity to 
supply growing export markets-the lack of  a coherent 
national transportation  system-was addressed by Jerry 
Q' Dowd, president of Agri- I ndustries, one of the coun­
try ' s  biggest grain-marketing cooperatives .  Q' Dowd 
detai led the typical transport bottlenecks faced by grain 
shippers-from the di lapidated conditions of  the rural 
road and bridge network,  to the waterways and rail 
l ines-and showed that "one-mode-at-a-time" trans­
portation policy had produced such inefficiencies that 
"only the strong participation of  the federal government 
can bring solutions . "  Further, with interest rates where 
they are, Q' Dowd remarked, no one can afford to have 
$5  mi l l ion worth of commodities and equipment poking 
along a railroad track at 1 0  mi les per hour .  

The international setting 
In addressing the international framework for ex­

panding American farm exports, Jack Felgenhauer, im­
mediate past president of  the National Association of 
Wheat Growers and presently the Association 's  inter­
national trade representative, outl ined prerequisites for 
an aggressive market development program:  strength­
ening the Foreign Agriculture Service, the Commodity 

U.S. wheat, corn and soybean production, consumption and exports 
M illions of metric tons 

S oyb ea ns 

Production . . . . . . . . . . . . . . . . . .  

Domestic use . . . . . . . . . . . . . .  

Exports' . . . . . . . . . . . . . . . . . . 

Corn 

Product ion . . . . . . . . . . . . . . . . . .  

Domestic use . . . . . . . . . . . . . .  

Exports 

Wh eat 

. . . . . . . . . .  , . . . . . . . 

Production . . . . . . . . . . . . . . . . . .  

Domestic use . . . . . . . . . . . . . .  

Exports . . . . . . . . . . . . . . . . . . 

1 9 5 0 19 6 0  1 9 70 

8 . 1 1 5 . 1  30 .7  

7 .4  1 2 . 1  22 .4 

0.8 3 . 7  1 1 .8 

70.2 99.2 1 05 . 5  

69 .9  86 .0 1 0 1 .0 

3 .0 7 .4 1 3 . 1  

27 .7  36 .9  36 .8 

1 8 .8 1 6 . 1  2 1 .0 

9 . 3  1 7 .8 20 .2  

• Does not include soybean meal, w h i c h  amounted t o  7 .2  million metric tons exported in 1 980.  

% increa se 
1 9 8 0  from 1 9 5 0 t o  8 0  

48 . 3  496% 

29 .7  30 1 

2 3 .8 

1 64 . 1 1 34 

1 24.8 79 

64 .8 2060 

64. 3  1 32 

22 .6  20 

36 .9  296 

Source: u. s. Foreiy(n A gricultural Trade Statistical R eport, Fiscal Year 1 979,  USDA, ESCS; Outlook Jor U. S. A gricultural Exports, Nov.  1 7 , 1 980, 
U S D A ,  World Food and A gricultural Outlook and Situation Board, and Business Conditions Digest ,  Department of Commerce, 1 980. 
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Figure 2 
U.S. agricultural exports : value by region 

Fiscal 1970 Fiscal 1 9 80 

Billions of 
current dollars 

Percent of 
U.S .. exports 

Billions of 
current dollars 

Percent of 
U.S. exports 

Region 

Western Europe . . . . . . . .  $2 . 369 35 . 2% $ 1 2 . 569 3 1 .0% 
Eastern Europe . . . . . . . . .  0 . 1 3 3 2 .0  2 .449 6.0 

U . S . S . R .  . . . . . . . . . . . . . .  0 .0 1 7  0 . 3  1 .457 3 . 6  

Asia . . . . . . . . . . . . . . . . . . 2 .452 36 . 5 1 4 . 298 3 5 . 2  

Japan . . . . . . . . . . . . . . .  1 .089 1 6 . 2  5 . 775 1 4 . 3  

China . . . . . . . . . . . . . . .  0.0 0 .0 1 .957  4 .8 

Other . . . . . . . . . . . . . . . 1 . 363 20. 3 6 . 506 1 6 . 1  

Canada . . . . . . . . . . . . . . .  0 . 767 1 1 .4 1 .830 4 .5  

Africa . . . . . . . . . . . . . . . .  0 .229 3 .4 2 . 277 5 . 6  

Lat in America . . . . . . . . . . 0 .649 9 . 7  5 .482 1 3 . 5  

Oceania . . . . . . . . . . . . . . .  0 .056 0.8 0. 1 89 0 . 5  

Other . . . . . . . . . . . . . . . . . 0 .050 0 .7  

Total . . . . . . . . . . . . . . . .. $6 .72 1 1 00 .0% $40 . 5  1 00 .0% 

Source: U S D A .  Outlook jiJr U. S. A gricultural Exports. Nov .  1 7 ,  1 980 and u.s. Foreign A gricultural Trade Statistical Report , Fiscal Year 1 979, 
Washi ngton. D . C  . .  December 1 979 .  

Credit Corporation programs , and PL-480, which O M B  
chief Stockman has targeted . Despite the fact that 
they've been hobbled (the FAS budget has been frozen 
or declining in real terms for the past 10 years, and 
several key programs authorized two years ago for CCC 
are sti l l  not funded) ,  these programs are largely respon­
sible for the farm export success of the 1 970s .  

Especially in the developing sector ,  now 3 5  percent 
of the U . S .  farm export market and the area of greatest 
potential growth, these programs are essentia l .  At the 
same time they make it possible for the country to 
purchase farm output, these programs also assist i n  
developing the infrastructure to receive and handle i t .  
Between 1 956 and  1 980, the  CCC' s  short-term credit 
program financed $9.2 bi l l ion worth of sales-and never 
lost a penny in default .  Felgenhauer and others are 
advocating that the CCC set up a revolving fund to 
finance these programs to avoid begging for money 
each year .  " PL-480 got i t  all off and running in  the first 
place," Felgenhauer stressed . " I t ' s  a program we j ust 
have to have," he said, "especially if  we' re starting up 
in a new developing country ."  Stockman wants to phase 
out al l  but the outright grants in  two years .  

Richard Bell ,  a former undersecretary for in terna­
tional affairs and now chief executive of Riceland 
Foods, reported that since he had been pretty hard on 
Stockman in a speech the night before, he would instead 
speak bluntly about "trade barriers . "  Bell insisted that 
"two wrongs do not make a right" ; the anti-Soviet 
embargo was wrong to begin with . And present efforts 
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to seek a quid pro quo on  its repeal are also wrong, he 
said,  referring to the new administrat ion 's  tying of the 
question to Soviet action in  Po land .  

But for al l  Bel l ' s b luntness, he decl ined to face up to 
the devastating "trade barriers" created by the I nterna­
tional Monetary Fund's  "condit ional ities" and related 
zero-growth policies throughout the developing sector .  
Bell invoked the Europeans '  greater "sophistication" 
on the question of the embargo and East-West  relations 
general ly,  but he neglected to ment ion their equally 
emphatic and sophisticated initiatives to repair the 
broken-down world credit  system (see article, page 6) .  

These in i tiatives, and the Europeans '  repeated invi­
tations to the U nited States to j oin  i n  the project, have 
been quite systematically blacked out of  the American 
press .  Assertions such as that issued by a prominent 
banker at one of  the conference discuss ion sessions-to 
the effect that the Reagan administration  wouldn't, and 
indeed shouldn't ,  have anything to do with a "multi lat­
eral approach" to economic issues-are the unfortunate 
effect . Despite emphasis on the fact that "market devel­
opment" is qualitatively different than s imply "sell ing" 
a product, the extent to which a successful  farm export 
expansion drive hinges on U . S .  adoption  of a decisive 
international economic growth pol icy was not acknowl­
edged . And despite the fact that the b lue-ribbon report 
points to the "problems" of  Third World debt burdens 
and inadequate income levels, neither the report nor 
formal conference discussio n  ventured a positive policy 
solutio n .  
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Business Briefs 

Public Policy 

Thatcher : 'be harder 
than I was' 

Top British banking circles are privately 
explaining that when British Prime M in­
ister Margaret Thatcher arrives for a 
state visit, Feb. 25 ,  she wil l  implore Pres­
ident Reagan to learn by her past mis­
takes. 

"The first thing Thatcher will tell 
Reagan is that it is absolutely essential to 
cut the budget deficit fi rmly and with a 
sharp axe. Her failure was that she did 
not, that she al lowed wages to rise in 
both public and private sectors and al­
lowed the state to bail out aging indus­
tries ,"  a British financier told EIR Feb. 
20. 

M aggie Thatcher's policies (see page 
1 3) would not normally appeal to Presi­
dent Reagan. Can M aggie sell her expla­
nation that she didn't squeeze hard 
enough long enough? 

"On monetary policy, the message 
will be that Reagan should make sure the 
central bank knows what it i s  doing, that 
it does not let the money supply get out 
of control as the Bank of England has. 
The Bank of  England was not sufficiently 
bold in monetary contro l ,  and the Fed as 
well has fi rst tightened then loosened, 
then tightened again ,"  the banking 
source concl uded, retreading Mi l ton 
Friedman's excuse for the fai lure of  his 
policies. 

Auto Industry 

Chrysler loan 
package endangered 

New York's Citibank is leading a group 
of  "dissident" Chrysler Corporation 
creditors in an attempt to force the Rea­
gan administration into refusing govern­
ment loan guarantees to the ai l ing auto 
giant. 

Chrysler had worked out an agree­
ment with over 1 00 banks,  suppliers, and 
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the United A uto Workers to convert half 
their debt into preferred stock, and pay 
the banks at 30 cents on the dol lar. 

Based upon this, the U.S. govern­
ment is prepared to guarantee Chrysler a 
desperately needed $400 mil l ion bond 
issue. 

A dissident group of  creditors led by 
Citibank,  however, suddenly demanded 
late this week that they i mmediately be 
repaid 5 cents on the dol lar directly out 
o f  the $400 mil l ion issue. Citibank told 
the press this  week that Chrysler had 
agreed. 

The Reagan administration ,  how­
ever, does not want to go along with such 
a sweetheart deal for Citibank.  "The con­
ditions are not satisfactory to the Chrys­
ler Loan Guarantee Board," Citibank 
spokesmen told Reuters this week.  The 
board, made up of  Treasury Secretary 
Donald Regan,  Federal Reserve Chair­
man Paul  Volcker, and Comptroller El­
mer Staats, believes the Citibank move 
indicates fears by Citibank that Chrysler 
might go under almost immediately, Ci­
t ibank stated. 

Without the new bond issue, Chrys­
ler's days are numbered. 

Agriculture 

Propaganda campaign 
hits dairy supports 

In  tandem with O M B  Director David 
Stockman's  push to cut the strongest and 
most effective U . S. farm program, the 
dairy price support structure, a broad 
propaganda campaign has emerged, 
pul l ing together free marketeers and East 
Coast liberals. 

Stockman has labeled the program 
"obviously obsolete." 

This week the New York Times, which 
along with the Washington Post and 
Christian Science Monitor have written a 
series of lead editorials attacking the 
dairy program,  featured a front-page at­
tack on the program, reporting that the 
ultraliberal Common Cause has made it 
a "key target" and gone into motion 
across the country. 

A recent WCBS-TV editorial in the 
New York-New Jersey area charged that 
the dairy program was a "rip-off '  of 
consumers and taxpayers to " l ine the 
pockets of  farmers ."  

Dairy price supports maintain mi lk  
prices at  an effective 70  percent of  parity, 
with six-month adjustments. The Carter 
administration had begun to try to cut 
them back. 

The program in fact has enabled 
dairy farmers to modernize and deliver 
fresh milk to the entire pop ulation at 
a ffordable prices. Sti l l ,  as National Farm 
Organization dairy official Paul Mowrer 
emphasizes, the U.S .  does not produce 
enough mi lk to meet domestic needs. 

The reason the government is  holding 
more milk than usual this year is that the 
Volcker interest rate program has made 
it prohibitive for manufacturers to store 
milk  products privately in the commer­
cial pipeline as they would normally do. 

Urban Policy 

Free enterprise 
zones 'emasculated' 

The U rban Free Enterprise Zone bi l l  for 
Hong Kong-style sweatshops in U .S. cit­
ies has been "emasculated" of most of  its 
antilabor provisions, sources at the 
Washington, D.C.  Heritage Foundation 
complained this week. 

The bill ,  sponsored by Rep. Jack 
Kemp (R-N.Y. )  and Robert Garcia (D­
N.Y.) was drafted by the Heritage Foun­
dation,  which espouses the implementa­
tion of free enterprise economics ,  as 
practiced by the Thatcher government in  
Britain,  for the U.S .  It was original ly 
s lated to contain provisions under which 
cities designated by the federal goven­
ment as enterprise zones would "experi­
mentally remove" minimum wage, 
Davis-Bacon ,  unemployment insurance, 
occupational safety and other labor reg­
ulations, to provide a "cheap labor 
pool," as Heritage Foundation author 
Stuart Butler put it ,  for "labor- intensive 
small business" in the inner cities. 

Opposition by the NAACP, the A F L-
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CIa, and labor unions who back Repre­
sentative Garcia in New York,  has made 
it necessary to remove "al l  of  these more 
touchy provisions from the bi l l ,"  Heri­
tage so urces sai d. 

The main provisions of the bi l l  as 
currently written, the source said,  is a 
substantial tax break for new industries 
starting up in cities designated as enter­
prise zones . "This will be pretty ineffec­
tive as far as industry is concerned," the 
source said .  

Foreign Exchange 

Interest-rate convergence 
to stabilize deutschemark? 

The West German central bank sharply 
tightened German interest rates late this 
week,  in a move Brit ish bankers said wil l  
lead to "interest-rate convergence" be­
tween the U . S .  and Germany . 

The mark rose sharply in response to 
the German interest-rate hike,  from a 
low of DM 2.25 to 2 .08 , and stayed 
strong. 

The mark "is  out of the woods for 
now because we wil l  see a convergence 
between U . S .  and European interest 
rates," Schroeder Bank told EIR . "Ger­
man rates will rise to 1 3  to 14 percent, 
and U . S .  rates will come off to 16 to 1 7  
percent ." 

The Bundesbank's  chairman K arl­
Otto Poehl suspended the central bank's  
Lombard credit window this week .  
Poehl 's  intent, Bundesbank officials told 
ElR , "is to tighten rates dramatically by 
forcing the banks onto the private capital 
markets ."  

Within 24 hours after the  B undes­
bank 's  action ,  German day-to-day call 
money rose from the old Lombard level 
of  9 percent to l Oll. percent .  Three­
month Eurodeutschemark rates soared 
to 1 1 1/4 percent ,  as German banks and 
corporations were driven onto the Euro­
mark market in Luxembourg . 

Meanwhile the major New York 
banks lowered their prime lending rates 
from 1 9 1!\ to 1 9  percent late this week,  as 
the Volcker Fed al lowed the fed funds 
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rate to drop to the 1 5  percent level . Fur­
ther l imited softening of the dollar inter­
est rates is expected . 

Capital Flows 

Argentina's economy 
opened for sale 

On Feb . 2 ,  the outgoing president of  the 
Junta, Jorge Videla,  and incoming presi­
dent Roberto Viola agreed to devalue the 
Argentine peso by 10 percent ,  i n  what is 
being labeled a "mini -maxi" devalua­
tion .  

Th i s  turnaround in  the  exchange-rate 
policy maintained by o utgoing Econom­
ics M inister Jose M artinez de Hoz has 
provoked a sudden flight of capital  that 
has drained reserves by over $ 1  bi l l ion 
s ince the announcement of  the devalua­
tion, leaving Argentina 's  gold and for­

·eign currency reserves at around $ 5 . 5  
b i l l ion .  

General Viola 's  statement that  his 
government wil l  be concerned mainly 
with the "reactivation of  productive 
economy," and that the devaluation is a 
contributing measure, has not helped .  
The fact is that  Viola wil l  i nherit from De 
H oz a fourfold increase in  foreign debt, 
amounting currently to $20 bi l l ion .  Dur­
ing the last five years, most o f  Argen­
tina's borrowings have been spent by 
Argentine tourists in  Brazil ,  i n  payments 
for debt service, and in imports o f  con­
sumer goods.  

While this devaluation has not yet 
reached the real value of  the inflated 
peso, and more "realistic" devaluations  
are  requested, the "buying up cheap" of 
Argentina's financial sector has a lready 
started . 

Bank of America is waiting for gov­
ernment approval for the purchase of the 
Banco Internacional ,  S . A . ,  which has de­
posits of  $475 mil l ion . Credit Lyonnais 
of  France is also interested in picking up 
Argentine financial institutions ,  32 of  
which have already closed under bank­
ruptcy procedures . Sasetru , Argentina's  
b iggest holding company,  has been de­
clared bankrupt as wel l .  

Briefly 

• THE U.S. STATE Department 
official ly replied to an EIR ques­
tion concerning Europe's response 
to high interest rates,  saying:  "Al­
though some foreign officials have 
expressed their concern that U . S .  
interest rates are complicating 
their own abi l ity to pursue desired 
domestic economic pol icies, they 
unanimously agree that our first 
priority m ust be to reduce inflation 
in the U . S .  They recogn ize the key 
role of current U . S .  monetary pol­
icy in  that effort ."  

• SENATOR NAN CY K assen­
baum of  Oklahoma told Treasury 
Secretary Regan at hearings Feb . 
20 that businessmen in her state 
would gladly forego personal in­
come tax cuts i n  exchange for low­
er interest rates . 

• WEST GERMAN export or­
ders rose 1 3  percent in December, 
a 7 percent one-month gain in  real 
terms .  

• AT&T may established a prece­
dent by floating a $300 to $500 
mi ll ion note on the Eurobond 
market, Reuters news service re­
ported . The company noted that 
there is a pattern of  American 
companies seeking Eurocurrency 
financing due to tight credit con­
ditions  at home. 

• TH E FRENCH central bank 
raised its discount rate for treasury 
securities to 1 1  percent from 1 03/4 
percent on Feb.  20, in  l ine with the 
rise in West German market rates . 

• SENATORS GARN and Heinz 
fought with budget director Stock­
man in a series of  "scream ing 
matches" but barely managed to 
"prevent Stockman from shutting 
the whole thing down," a congres­
sional source reports .  

• BOSTON commercia l  property 
owners squeezed another $83 mil­
l ion out of  the city two weeks ago,  
claiming "overtaxation ."  
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�TIillSpecialReport 

Why Haig is lying 
about terrorism 
by Jeffrey Steinberg 

Over the past week , an international debate has broken out over the question 
of whether or not the Soviet Union runs international  terrorism . The debate 
was consciously provoked, first, by I tal ian Socialist Party figure Sandro 
Pertini ,  the president of the Ital ian Republic, and then by U . S .  Secretary of 
State A lexander H aig .  Both Pertini and Haig dramatically asserted that the 
Soviet Union does indeed run in ternational terrorism. Secretary Haig, osten­
s ibly representing the policy view of the Reagan administration,  sent person­
al  emissaries to Western Europe and Latin America to present "definitive 
documentation" of the Soviet and Cuban role in  running terrorism in Central 
America . 

I n  both the Pertini and H aig cases,  the matter is being wilful ly covered 
up . Both Pertini and Haig, based on knowledge at their immediate disposal ,  
are lying . 

M assive evidence in fact exists that the Soviet U nion does play a role in 
fostering international terrorism of the sort  carried out by the I tal ian Red 
Brigades, by the Baader-Meinhof gang of the Federal Republic of Germany, 
and by the F ALN of the United States . This role is carried out by a specific 
faction within the Soviet leadership associated with the I M EMO think tank, 
with M ikhai l  Suslov and Boris Ponomarev, and with KGB General H. Kim 
Philby, a long-term penetration asset of  British Secret In tel l igence Service 
(S IS)  within the Soviet command. 

However, as EIR Contributing Editor Lyndon H. LaRouche, Jr .  has 
documented in  a series of specia l  memoranda and dossiers over particularly 
the post- 1 977 period, the principal authorship of international terrorism 
since the 1 960s i s  located in the intersection of the Socialist In ternational ,  the 
Jesuit-centered "Theology of  Liberation" movement and the above-cited 
Soviet networks .  

To overplay one component of the combination to the thorough exclu­
sion of the other two elements is a coverup of  the grossest order. This is what 
Secretary of  State Haig i s  presently engaged i n .  
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Secretary o/State A lexander Haig. 

For the past fi ve weeks ,  the I tal ian press has been 
inundated with detai led coverage of the statements of a 
half-dozen convicted members of the Red Brigades . Al l  
these terrorists have publicly "spi l led the beans" on  the 
fact that the I talian Socia list Party has been the princi­
pal sponsor, trainer, and protector of the Italian terror­
ist networks since the very outset of  the Red Brigades . 

The average man on the street in every major Ital ian 
city is now intimately famil iar with the names, dates, 
and backgrounds of the I ta l ian Socialist Party officials 
who ran the Red Brigades . A lexander Haig, the present 
u. s. secretary of state and former supreme commander of 

NA TO, is at least as well informed as the average Italian 

citizen . 
Why, then , is Haig lying on a matter so vital to U . S .  

foreign policy and strategic defense? 
Since no later than 1 938 ,  the best-kept secret in the 

world has been the fact that a section of the Soviet com­
mand, associated with the Comintern and its I MEMO­
KGB successsors, has been an asset of o ligarchical 
financial and political networks centered in Venice and 
Genoa and controlled through the Brit ish SIS .  The 
same faction has been the contro ll ing factor behind the 
subversion of the American republic and the destruction 
of U.S .  intell igence and counterintelligence capabilities . 
The same circles created and own the Socialist In terna­
tional majority faction ,  the faction associated with the 
"one-world" deindustrializat ion po licies of  the Brandt 
Commission,  with the U . S .  Institute for Policy Studies, 
and the Socialist Party of  I taly . 
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Alexander Haig is primarily a protege of this net­
work . I t  is on behalf of this network that H aig-along 
with PSIer President Pertini  of  Italy-has undertaken 
to pin the Soviet leadership in  general with the sole 
responsibility for terrorism worldwide. 

H aig's specific objective at this particular time is to 
tip the factional  battle within the Soviet leadership-a 
battle that wil l  be significantly fought out at the Soviet 
Party Congress at the end of February .  By provoking 
the issue of Soviet control  of  terrorism, H aig hopes to 
affect the party congress in two specific ways . 

First, the sweeping denunciation of the Soviet lead­
ership significantly covers up for the specific actions 
and policy initiatives of  the faction in the U .S . S . R .  most 
graphically represented by KGB General Kim Philby.  

Second, the attack serves as a "self-fu lfi l ling" profile 
of the Reagan administration 's  attitude toward cooper­
ative relations with the Warsaw Pact .  A profile of a 
Reagan administration committed irreversibly to a 
hard-line intransigent policy toward the Soviets itself 
has a significant impact on the internal  struggle. 

A nyone denying that there does exist a factional split 

within the Soviet command reflected most clearly in the 

question of support for international terrorism is in effect 

branding himself as an operative of the Venice- Genoa 

centered oligarchical circles. 

It is to this posture that Secretary of State Haig has 
made an out-front commitment. The past week' s  de­
ployment of Lawrence Eagleburger, Vernon Walters , 
and Luigi Einaudi to armtwist America's leading al l ies 
with "hard evidence" of the U .S . S .R .  control over 
terrorism is aimed at locking the entire NATO all iance 
into a hostile posture toward the Warsaw Pact . 

The reaction from Western Europe has been,  pre­
dictably, far from cordia l .  When Eagleburger arrived in 
Paris and Bonn with his briefcase ful l  of  documents, he 
was so poorly received that H aig immediately re­
called all U .S .  ambassadors in Western Europe for a re­
evaluation of the state of the al l iance . 

A ramming through of the Haig indictment of the 
Soviet role in terrorism is a lso being seen as a critical 
protective screen for a massive wave of terrorism . 

At a Dec. 5-7 conference of the Socialist Internation­
al  in Washington,  D .C . ,  which included secret meetings 
with both Henry Kissinger and Soviet I M EM O  Direc­
tor Georgii Arbatov, a concrete plan of action was 
spelled out for destabilizing the governments of Presi­
dent Reagan, Chancellor Schmidt, and President Gis­

card . 
To the extent that A lexander H aig's efforts to distort 

the terrorism debate are defeated, many leading analysts 
in and around Washington suspect that the Secretary of 
State and former Nixon White House Chief of Staff may 
have some serious accounting to do for his behavior 
spanning two presidential administrations .  

26 Special Report 

The IMEMO-KGB 
links to terrorism 

The following memorandum to members of Congress was 

released on Feb. 4 by the National Democratic Policy 

Committee. a multicandidate political action committee 

and policy adVisory body based in New York. 

Secretary of State A lexander H aig performed a signifi­
cant disservice to the national security of the U nited 
States this past week by issuing a deliberately distorted 

picture of the otherwise very real and significant links to 
international  terrorism by two Soviet agencies , IMEMO 

and foreign-in telligence sections of the KGB associated 
with KGB General Harold "Kim " Philby. 

At this present moment,  the United States is threat­
ened by the probably imminent triggering of a mixture of 

urban rioting and terrorism. a deployment coordinated 
through Willy Brandt 's Socialist International and other 

accomplices. and complementary to the projected esca­
lation of "Reagangate" through news media and other 
agencies pivoted around a key role of N BC- T V. 

The visible trigger for unleashing such combinations 
of  terrorist acts and urban riots is the accelerated deploy­
ment of t wo sets of synthetic gangs currently being 
whipped up for deployment of a "Greensboro 
shootout"-modeled scenario on a more general scale. 
These two elements of Tavistock "stability operations " 

gang-and-countergang operations against the security 
of the U nited States are, on  the one side, synthetic "neo­

Nazi" and "Klan " entities .  and on the other side, a 

terrorist-affiliated agglomeration of "anti-Klan " forces. 

The latter held a conference of its "aboveground" politi­

cal cover-propaganda elements in Washington ,  D .C . ,  dur­
ing the last weekend of January.  

The special danger in  this deployment of the two 
synthetic gangs i s  the aid to this destabilization operation 
channeled through elements of the Civiletti Department 

of Justice. including the Ramsey Clark-initiated Com­

munity Relations Service. and the "agent-in-place" of the 
CRS, the A nti-Defamation League. 

EIR M arch 3, 1 98 1  



Congressional inquiry into the o fficial intell igence­
service backgrounds of members of the Wilkinson Klan 

would be appro:1riate and fruitfu l .  The l inks of the "anti­
Klan" countergang to the terrorist capabilities of  the 
Communist Workers Party , Yippies, and l inks to Iranian 
and allied terrorists in the U . S . A .  associated with the 
Ramallah Foundation and the Muslim Student A ssociation 

would be most fruitfu l  as wel l .  The case of ADL efforts 
to incite the Jewish Defense League according to JDL 
profile in to  incited assassination attacks would  a l so  be a 
most fruitful inquiry into the nature of  certain of the 
activities in which the Civi letti Justice Department's 
elements have been complici t .  

I n  addition to terrorist and terrorist- l inked violent 
groups such as the C WP, FA LN, PL O-MSA -linked 

groups, special attention must be given to certain of  the 
products of  "Clockwork Orange" -variety "behavioral 

modification " programs run through federal and other 
prisons over the recent period .  Comparison with the 
analogous cases of the "behavioral modification" history 
of Charles Manson and the Symbionese Liberation A rmy, 

and the role of LSD-25 and other drugs in transforming 
the Institute for Policy Studies-linked and Ford Founda­

tion-funded Rudd- Dohrn group into the Weatherman ter­

rorists is also most relevant .  Attention should be given to 
active l inks between the Ramallah Foundation and other 
PLO-l inked groups to certain self-styled "black activist" 
personali ties and organizations .  

The indicated scenario 
Hypothetical case : Representatives of an organized 

crime protection-racket operation threaten the owner of 
a licensed premise unless payments are made as de­
manded . The proprietor refuses . The following action 
occurs .  

Two "shi l ls ," retained by the protection racketeers 
for this purpose, start an argument on the premises, 
drawing unsuspecting onlookers onto one s ide or the 
other of  the dispute. The ensuing brawl nearly destroys 
the premises, and the projected lega l difficulties of  the 
proprietor ensue. 

There, more or less exactly , one has the significance 
of the two synthetic countergangs, the K lan and anti­
Klan forces . Their function is to detonate predeveloped 
potentials for urban rioting, in  which circumstances the 
bloody shirts of a few token black or Hispanic persons 
provide a Dade County-style catalyst for potential riots .  
Riots are then activated with aid of  the sort of small  
groups typified by behaviorally modified products of 
prison ,  mental  health, and drug therapy programs .  The 
Lincoln Detox Center production of  the police-killing 

Black Liberation A rmy is an appropriate image of  
reference for understanding how riot potentials can be  
triggered with a id  of  such groups .  

The included problem is that  since legal action 
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Georgii A rba tov. 

preventing Detroit law enforcement from interfering 
with preparations of the mid- 1 960s Detroit riots, pol i­
cies exemplified by the Levi Guidelines and the Ford 

Foundation , and Vera Institute policies typified by the 
work of  Patrick Murphy in  law-enforcement administra­
t ion, have stripped law enforcement of the necessary 
surveil lance and related intel l igence capabil ities indis­
pensable to isolating and neutralizing the operatives 
who transform riot potentials in to bloody, burning 
riots .  

This prob lem is monstrously aggravated by recent 
trends in preventing proper law-enforcement action 
against drug-usage offenses.  Lack of efficient sweeps 
against concentrations of  possessors of unlawful sub­
stances means the virtual impossibil ity of isolating and 
el iminating drug pushers .  The combined result, which 
has reached the proportions of  a "crime revolution" in 
New York City, creates a s ituation in  which law en­
forcement becomes virtual ly helpless to contain crime 
general ly .  

Members of  Congress should be informed that there 
is , in many parts of the nation as well as in New York 
City itself, a systematic suppression of  crime statistics 
through obstruction of  appropriate po lice action 
against crimes and offenses at the administrative levels 
of government and law-enforcement institutions re­
sponsible to governments adopting such po licies . The 
skyrocketing of crime way above the levels reported in 
manipu lated statistics provides the environment in 
which urban rioting and terrorism swims  "like a fish in 
water ."  

Altho ugh correcti ve action must be taken quickly to 
repair the damage done to law-enforcement capabi lities, 
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the urgent course of preventive act ion for the immediate 
period ahead i s  to neutralize the terrorist and r iot 
potential by exposure of  the forces behind both the 
Klan and anti- Klan gangs and the background capabi l­
i ties indicated . 

Who is behind international terrorism 
Contrary to the Socialist Party president ot' Italy ,  

Sandro Pertini, whose false report was echoed by Sec­
retary Haig,  the proven, most v is ible conduit for inter­
national terrorism in Italy is  the maj ority factio n  of  the 
Socialist Party of Italy. The relevant patterns of  arrests 
have been reported widely in  leading I tal ian news media 
since the period of  the k idnapping-murder of former 
Prime Min i ster Aldo Moro in  1 97 8 .  Other leading 
terrorist control lers are typified by the case of  attorney 

Klaus Croissant ,  a proven Baader-Meinhof accompl ice 
associated with international legal c i rcles led by former 
U .S .  Attorney General Ramsey Clark. 

This information is well known to Justice Depart­
ment and other officials  who have consulted with lead­
ing anti-terrorist inst itutions in I taly, France and the 
Federal Republic of  Germany.  

The elements of the Warsaw Pact complicit  i n  
polit ical aid of terrorism are prominently identified with 
two former officials of the British Secret Intelligence 

Service, Donald Maclean and Soviet KGB General Harola 

"Kim " Philhy. Philby is especial ly s igni ficant i n  opera­
tions run thro ugh the I slamic world, operations which 
center around networks previously associated with his 
father , St. -John Philh v of the SIS 's A rab Bureau. 

I M EMO,  established in 1 956,  i s  a revival of  the old 
Communist In ternational  intelligence apparatus .  
I M EMO was proposed and in i t ial ly headed by old 
Comintern executive E. Varga, and came under the 
advisory direction of  Donald Maclean in  1 963 ,  shortly 
after Phi lby's leap from Beirut , Lebanon into M oscow. 
Although the case of  Politburo member Mikhail Suslov 

is under a strong l ight in this connect ion ,  the known 
high-ranking spokesman for I M EMO pol icies within 
the Soviet command is  Central  Committee Secretary 
Boris Ponomarel'. 

IM EMO penetrates massively i nto the foreign- intel­
ligence sections of the KGB,  as is typified by M aclean ' s  
accomplice, KGB General Ph i lby . I t  i s  a l so  the  agency 
which coordinates most of the Soviet-oriented Commu­
nist  Party leaderships in  var ious nat ions of the world .  
Exemplary is the case of  Georgii A rhatov 's and General 

Milstein 's U. S. A . - Canada Institute, the branch of 
I M EMO which controls the "KGB sect ion" in the 
leadership of the Communist Party U . S . A .  

Contrary t o  a false report puhlicly at trihuted t o  a 

1 979 CIA issuance, there is a rag ing pol icy fight and 
succession battle within the Soviet command.  Every 
relevant section of the U . S .A .  intell igence community i s  
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focused on that succession fight and its implications .  If 
any CIA official actually issued a report denying such a 
major  struggle within the Soviet leadership, the reason 
for that officia l ' s  issuance of such a deli berately false 
report ought to be investigated and the relevant l i ars 
cleaned out of our intell igence community . 

The fact ional forces of  the Warsaw Pact and Com­
munist parties al l ied with Boris Ponomarev and 
I M EMO are overtly al l ied,  together with Fidel Castro, 
not only with Willy Brandt's Social ist I n ternat ional ,  but 
have also jo ined the Social ist I nternat ional ' s  a l l iance 
with the self�sty/ed " Liheration The% gists . " 

This combi nation of forces ,  together with the "black 
oligarchical" forces behind international "antin uclear 
environmentalism " (the World Wildlife Fund and Cluh 

of Rome, for example) are deployed to the purpose of 
attempting to destabil ize the administrat ions of both 
President Ronald Reagan and of Chancel lor Helmut 
Schmidt of the Federal Republic of  Germany.  

The higher controllers 
As has been revealed to the maj or news media of 

I taly by relevant security agencies, behind the role of 
the Social ist In ternational and others in deploying 
"environmental i sm" and terrorism as instruments of 

polin' , there are old "black nobi l i ty" fami l ies, closely 
allied to C% ne/ Qaddaji, tradit ionally associated with 
the " B/ack Gue/ph " centers of Venice and Genoa. These 
are the fall/ill '  fimds (the form of organized in terest of 
those fami lies) which created and which predomi nantly 
control the Social ist In ternational . These are also the 
fami lies beh ind the legendary A lexander He/phand ( Par­

I'us ) during the early decades of  this century, who 
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controlled predominantly not only Nikolai Bukharin . 

but a large portion of the entire Communist I nterna­
tional leadership from the beginning . 

To appreciate the motives of such "black nobil ity" 
and all ied circles in this matter, one needs to recognize 
the significance of their continuing commitment  to 
destroying the institution  of the sovereign nation-state, 
in favor of a "world federalist "  parody of the medieval 
institutions associated with the 1 4th-century "new dark 
age ." In the ideologically determined views of such 
unreconstructed feudal ist famil ies ,  the resurrection  of 
themselves to the degree of pol itical power they once 
enjoyed requires the destruction of the industrial-capi­
talist form of the modern nation-state. I t  is to that end 
that these forces have deployed left-wing forces of  the 
Socialist I nternational ,  elements of the Communist In ­
ternational ,  anarchists, anarchosyndicalists, terrorists, 
fascists (such as left-wing Socialist Benito Mussol ini) ,  
and "neo- M althusian environmentalists . "  These forces 
deploy the "left" not out of any "proletarian sentimen­
talities" of their own, but because such "leftist" instru­
ments, together with mind-destroying drug cultures, are 
the most efficient instruments of policy for undermining 
and destroying the institutions of the industrial-capital­
ist sovereign republic .  

This is the meaning of a publ ic rebuke given to 
President Pertin i ' s  lies by the chief of  Italy's Carabinieri . 
The mother of international terrorism resides in I taly . 
I ts name is Venice. 

Although the truth of these matters is  known to 
experienced members of the official in tel ligence com­
munities in the U . S .A .  and among our al lies, the witting 
executives of that comm unity are prevented from releas­
ing such information publicly, in their o ften-stated 
excuse in the matter , because the key responsibles 
behind terrorism are at a significantly higher level of 
positi on,  as "men and women above suspicion ,"  and 
represent therefore a powerful  reach into the executive 
and legislative b ranches of governments .  The general 
view among such witting intel l igence executives and 
related persons is that it  is better to leak out only 
information pertaining to certain lower- level assets of 
the terrorist and environmentalist operations ,  and thus 
hope to protect intelligence agencies from being in  the 
posit ion of inciting a showdown and probable major  
institutional reprisals from the powerfu l  forces "above 
suspicion ."  

On ly  if a significant body of  the  Congress rall ies to 
stand as one man on this issue can we rally ourselves 
adequately to confront and give a crushing defeat to the 
forces "above suspicion ."  I f  there are not sufficient 
persons in Congress to do that, then members of 
Congress have no proper complaint if terrorism and 
urban rioting is loosed upon us through forces al lied to 
Willy Brandt 's  Socialist I n ternational . 
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Socialist Party ties 
to Red Brigades 
confirmed in Italy 
by Vivian Zoakos 

Throughout the month of February the Ital ian press, led 
by the national  newspaper of  record C orriere della Sera . 
has been rocking the country with detailed exposes of the 
extensive ties between the Ital ian Socialist Party (PSI)  
and terrorism . The published information has been al l  
the more exp losive in  that the Social ists hold some of the 
leading posit ions in  the Ital ian govern ment, including 
the ministry o f  defense and the presidency . 

Of particular irony has been the fact that the Socialist 
president, Sandro Pert ini ,  initiated on Jan . 23 the latest 
wave of accusations against the Soviet Union for con­
troll ing international  terrorism,  including emphatically 
the Italian domestic variety. 

These accusations were picked up a week later by 
U . S .  Secretary of  State Alexander Haig and are now the 
subject of possibly the most heated of al l  international 
debates. I t  has not passed unnoticed among Christian 
Democratic and other Italian political circles that about 
the same time, the secretary of  state chose the Socialists 
as the particular a l l ies of  the U . S .  in Italy . Later, Haig 
attempted to qual ify his endorsement when the Sociali sts' 
terrorist connections became the daily fare of  the leading 
press .  

The information  being released now does  not actually 
represent new qualitative knowledge of  the PSI ' s  activi­
ties . The primary documentation was made public and 
available to Italian law-enforcement agencies in early 
1 979 in  the form of  a detailed dossier published by the 
Partito Operaio Europeo (European Labor Party­
POE) . Parts of the documentation in that dossier were 
then independently researched by leading members of 
the Ital ian magistracy, leading to the April 7, 1 979 arrest 
of dozens of leading Socialist "academicians" from the 
University of Padua by the famed Judge Calogero . 

The leading individual constituting the so-called 
April 7 group, Toni Negri, i s  now one of the primary 
subjects of the current exposes. These exposes have, 
however, also gone beyond Negri to leading national 
figures and faction leaders o f  the PSI .  The principal 
figure targeted, in his capacity as the weakest l ink in  the 
chain of PSI terrorist control ,  i s  Giacomo Mancini ,  one 
of  the "grand old men" of the party . 

I n  an interview to the magazine II Settimanale this 

Special Report 29 



Left- wing terrorists blo w up a Carabinieri vehicle in Milan 
before their "above suspicion " con trollers were 
exposed. 
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week, Mancini gave a backhand acknowledgement of 
the pioneering role of the European Labor Party in the 
field of  counterintell igence. Threatening to sue Corriere 

della Sera for printing "lies" about his terrorist activities, 
Mancini charged that Corriere was merely resurfacing 
the information original ly compi led by the POE. 

The information now appearing in  the daily press , 
adding documentation to the POE thesis about the So­
cialists, is  based on the testimony of  at least a half dozen 
"turned" terrorists who worked closely with Socialist 
Toni Negri and the Mancini wing of  the party. Giving 
detailed information of past meetings, participants, and 
activities, these individuals are documenting that Toni 
Negri , respected Socialist academician , was both the 
"theoretical" and "mi litary" leader of  the entire terrorist 
movement spanning the area from Milan to Bologna .  
For  example, Caterina  Pilenga, who joined Negri ' s  Au­
tonomia Operaia (Workers' Autonomy) in 1 972,  has 
revealed, together with her comrade Barbone, that Negri 
ran the terrorist movement through the legal structures 
provided by two publ ications ,  Rosso and Metropoli. 

Rosso and M etropoli provided the executive planning 
leadership for the k idnappings, art thefts, weapons 
smuggling,  and similar activities which Negri personally 
planned and directed . One of  the ex-terrorists, a former 
trade unionist named A. Romito,  has testified that it was 
Negri personal ly who first suggested the idea-later 
executed-to kidnap the Paduan district attorney Fais . 

Negri's Autonomia Operaia and its publ ications of­
fices also carried out a thriving business in arms smug­
gling .  These weapons were then made available to the 
Red Brigades gang and others , such as the Prima Linea 
(Front Line) group, who conducted the kidnappings, 
including that of  Premier Aldo Moro in March 1 978 .  

The Mancini connection  comes in through the  Me­

tropoli magazine .  It has been revealed that Mancini 
ordered his very close associate Antonio Landolfi to 
finance the creation of a "study center" named the 
Cerpet as a financing and research/ logistical-support 
apparatus for Negri's operation .  

There was  no  attempt to even disguise the  connection 
between the Cerpet and Negri ' s  Metropoli. They shared 
office space, and their personnel were interchangeable­
the same name appearing at different times on the M etro­

poli masthead and the Cerpet board.  
The executive of  the PSI has thus far attempted to 

cover up the terrorist activities of its Mancini wing, thus 
merely demonstrating the terrorist connections of  the 
entire party . At a meeting of the executive on Feb . 1 2, a 

communique was issued completely absolving Mancini 
and his  associate Lando lfi .  In a subsequent interview, 
Mancini correctly noted that he i s  not the real target of 
the accusations ,  that there is an attempt to incriminate 
everyone, including the general secretary .  According to 
Italian insiders, this is precisely true. 
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The Controllers 

Tribunal in Mexico plans 
terrorist deployments 

Sergio Mendez A rceo. 

by Timothy Rush 

The Feb . 9- 1 3  conclave of the "Permanent People's 
Tribunal" in Mexico, convened from headquarters in the 
Bertrand Russell Foundation of  England and the Lelio 
Basso Foundation of Rome, provides important answers 
to the question of who is really planning current deploy­
ments of  international terrorism . 

Though strands of the networks assembled in Mexico 
can be traced back to KGB-linked operations ,  the meet­
ing was dominated by high-level controllers of  the Jesuit­
molded "Theology of Liberation ,"  together with select 
representatives of the Socialist In ternational ,  offshoots 
of the old European nobi l ity , particularly the Ital ian , and 
British intelligence. 

The centerpiece of the Tribunal 's  activities was a 
three-day "trial" of the EI Salvadorean j unta and the 
U .S .  government for human-rights violations .  This ex­
ercise in  Brecht-style theatre by the perpetrators of the 
"left" side of the EI  Salvadorean carnage concluded on 
Feb .  1 3  with a release of  the "verdict" : continued terror­
ist insurrection from the left was j ustified "as sanctioned 
in international law." 

Behind the scenes, radical jurists, intellectuals and 
" liberationist" church figures plotted a much broader 
campaign of terrorism and destabil izatio n  with the host 
country, Mexico, as a prime target . 

The chief Mexican organizer of the event ,  the noto­
rious "Red Bishop" of  Cuernavaca, Sergio Mendez Ar­
ceo , publicly declared on the eve of the tribunal :  "We 
must not only look at EI Salvador,  but also look within 
Mexico , to what is  going on internally . "  

The true nature of  the meeting was  made  plain when, 
in the middle of  the "deliberations ,"  a widely read Mex­
ico City daily revealed proof  that Mendez Arceo had 
personally sheltered Mexico' s  two most-wanted terror­
ists on church grounds in  the early 1 970s . The revelations 
sent a shock wave through the Tribunal ' s proceedings.  
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Equally damning, Honduran authorities detained 
priest Fausto Milla N unez Feb . 1 7  upon his return to 
Honduras from attending the tribunal as a special invited 
guest . Mi lia ,  who in  the past has worked with European 
and U . S .  priests in a program of radical action ,  was 
carrying $40,000 whose origin or  purpose he could not 
explain . The Mexico press openly asked if it  had come 
from Mendez Arceo . 

With judges like these 
The Permanent People's Tribunal is the direct des­

cendant of the famous Bertrand Russell Tribunal of the 
late I 960s, which used the cover of "j udging" U . S .  
invo lvement in  Vietnam a s  t h e  basis for knitting togeth­
er a large number of  smaller terrorist capabil ities into a 
unified, higher-level structure . 

I n  1 978  it was a Russell Tribunal-sponsored "human 
rights fact-finding mission" which touched off the final 
phase of  the operation to install Khomeini in  Iran. 

The Ital ian terrorist connection moved to promi­
nence when, in  a mid- 1 979 reorganization, the tribunal 
was re-named the Permanent People's Tribunal and its 
headquarters shifted to the Lelio Basso Foundation in 
Rome. The recently deceased "independent socialist" 
Lelio Basso pioneered in the establishment of Second 
International  terrorist capabil ities, and his name sur­
faced prominently last summer in connection with both 
right-wing and left-wing Libyan-financed terror and the 
Billygate scandal . 

Leading terrorist controllers on the Tribunal ' s  board 
of directors include Richard Falk of Princeton Univer­
sity; the Colombian writer Gabriel Garcia Marquez; 
Noam Chomsky,  anarchist and brainwashing theorist 
at M IT; and Fran�ois H outart, S . J . ,  Belgian sociologist 
at Louvain U niversity who has the dubious distinction 
of personally training the most celebrated priest-martyr 
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of the Colombian left, Camilo Torres, and who is the 
brains behind rightwing Jesuit deployments of the re­
gion, Roger Vekemans .  

The Tribunal 's team fielded to Mexico was  crawling 
with Liberation Theologists . Most prominent among 
them, in addition to host Mendez Arceo , was Harvey 
Cox, one of the most significant international figures 
on the Protestant side of the network; and Philip 
Wheaton ,  director of Epica, a Jesuit think tank in 
Washington ,  which coordinates support for Central 
American guerrillas in radical U . S .  church layers .  Ap­
proximately half of the 22 "witnesses" called to give 
"testimony" during the proceedings were nuns or 
priests . 

The acting president of the Tribunal was Harvard 
Nobel biologist George Wald, who left for Iran imme­
diately after. A rabid environmentalist who was a 
leading spokesman for the pro terrorist Seabrook rally 
in 1 979, Wald described himself to the Mexican press as 
an "anarchist" and termed science "fundamentally a 
religious vocation ."  Wald called on "all countries to 
break relations with EI Salvador" and heatedly denied 
that the Salvadorean insurgents were M arxists : "some 
of the most important groups in there are members of  
the  Socialist International . "  

According to  eyewitnesses, the three days of taking 
"testimony" consisted largely of alleged torture victims 
sitting behind folding screens and sobbing so uncon­
trollably that no actual words could be heard. From this 
procedure came Wald's saintly insistence that the con­
clusions were of necessity "impartial" and "above poli­
tics . "  Never once was any hint of the Jesuit role 
coordinating the "right" as well as the "left" side of the 
carnage brought in ;  nor any mention of the complicity 
of the left Jacobin forces with their ostensible enemies 
in implementing genocide policy of the sort associated 
with the Pol Pot regime in Kampuchea. 

From the Tribunal, the "witnesses" and "judges" 
are now fanning out back to their home territories to 
build for disruption and terrorism "in the name of our 
EI Salvadorean brothers and sisters . "  Declared Sor­
bonne professor Armando Uribe j ust before his  return : 
"I am now sure that the Old Continent will move when 
it finds out about so much misfortune unleashed on one 
small and poor nation . "  U . S .  sociologist James Petras 
spoke similarly as he decamped: "I believe that for the 
first time the American people will be able to learn in 
depth of the barbarity which is occurring in El Salva­
dor ."  

The final "verdict" pronounced by M endez Arceo 
and former Algerian minister Amar Bentoumi: "The 
accusations presented to the Tribunal are such that they 
legitimize insurrection . . .  based on the El Salvadorean 
constitution itself and the U . S .  Declaration of  Indepen­
dence ."  
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The bishop who says 
'the guerrilla is a Moses' 

" Red Bishop" Mendez Arceo started his ecclesiastical 
l ife as a bombthrower-but of  the right-Jesuit-molded 
coloration,  not the left .  He joined the Cristero move­
ment, which in the late 1 920s launched a general terrorist 
uprising against the Mexican secular state in the most 
backward areas of the country . At least one chronicler of 
the period places M endez Arceo personally at the scene 
of one of the bloodiest actions of this guerrilla war, the 
dynamiting of a civilian train . 

He soon became the personal protege of the arch­
bishop of Guadalajara, Francisco Orozco y Jimenez, one 
of  the pillars of the Cristero revolt, a member of the 
Knights of Malta, and a strong protector of the Jesuits . 
Under Orozco y Jimenez's  sponsorship, Mendez Arceo 
went to Rome in 1933  for study at the Pio Latino 
collegium . 

It was under this "right-wing" coloration that the 
churchman rose through the M exican hierarchy over the 
succeeding 25 years . As late as 1 960 he achieved notoriety 
when he led a campaign against Mexico 's  free govern­
ment textbooks for being "communist . "  

His appointment to  the  diocese of Cuernavaca was  a 
natural outgrowth of these early activities and associa­
tions: Cuernavaca in the same years became the favorite 
Latin American nesting-place-in-exile of Italy' s "black 
nobility," most notably scions of the Pallavicini  dynasty 
and the House of Savoy claimants to the Italian throne. 

Then Mendez Arceo moulted his feathers . In the 
early 1 960s he put Gregorio Lemercier and Ivan I llich 
under his protection, and rapidly made the Cuernavaca 
diocese into a worldwide center of " left" countercultural 
and terrorist brainwashing. 

Belgian priest Lemercier had already achieved fame 
for his theory that priests must undergo intensive group 
psychoanalysis of sexual fantasies in order to overcome 
the psychological scars of taking vows of celibacy . Local 
police in the mid- 1 960s twice broke up parties hosted by 
Lemercier at residences of  Bishop Mendez Arceo , which 
featured monks parading as women . 

Lemercier accompanied Mendez Arceo to Rome in 
1 965 for the Vatican II deliberations as his theological 
adviser, where Mendez Arceo made his first waves as a 
spokesman for what later became identified as the The­
ology of Liberation currents. Mendez Arceo' s  other chief 

EIR M arch 3, 1 98 1  



collaborator at this time was the Jesuit Jose G .  Vergara. 
I l l ich came to Cuernavaca on Mendez Arceo' s  invi­

tation in 1 96 1 ,  direct from Jesuit training in  New York 
City and a deployment to arrange sterilization of  women 
in Puerto Rico . In  1 962 I lI ich founded the Centro de 
Informacion y Documentacion (CIDOC), which for 1 4  
years indoctrinated a full generation o f  young European 
priests headed for assignment in  Latin America, together 
with a steady stream of student radicals from throughout 
the Americas . The curriculum: drug parties, "deschool­
ing" programs, antiscience crusades, "l iberation" and 
"people's  war ."  By 1 969 these activities had stirred an 
official investigation by the Vatican ;  Mendez Arceo per­
sonaly undertook I llich' s  defense i n  the higher Church 
councils, and successfully kept CIDOC open . 

A year later he began the export of his work directly 
into the United States , journeying to San Antonio ,  Tex­
as, for the investiture of the first Chicano "l iberationist ," 
Bishop Patrick Flores. 

Mendez Arceo joined with leading Jesuits in  a meet­
ing in  Salvador Allende's Chile, which launched Libera­
tion Theology as a defined continent-wide conspiracy, 
making him a founder of the conception of the "Chris­
tian-Marxist dialogue ."  During the same period, he 
arranged publication of the Jesuit liberationist magazine 
of Mexico , Christus, as the official publication of his 
diocese. In  February 1 978 ,  he became one of the principal 
protagonists of a meeting that month in  Havana with 
Fidel Castro, which arranged closer Cuban cooperation 
with liberationist networks in  Lat in America . 

The content of this "dialogue" for Mendez Arceo? 
Pure dark ages ideology . " Marx let himself get taken in  
by  the idea of progress ," he wrote in  1 977 .  "We Chris­
tians can perceive with more penetration how m uch the 
expansion of capital and advanced industrial techniques 
have damaged the nature base of well-being ."  

After personally directing proto-terrorist anarchist 
currents of the 1 968 student rebell ion in  Mexico , the 
Cuernavaca bishop turned "mediation" in  terrorist kid­
nap pings into a virtual profession during the 1 970s . 
During his fifth such "mediation ,"  in February 1 977 ,  he 
insisted on keeping a large ransom sum "for other mem­
bers of the gang" when terrorist kidnappers were nabbed 
by police before the ransom payment had been complet­
ed ! The leader of the guerril la group i nvolved: "El 
Giiero" Medrano, trained by M endez Arceo and I l lich at 
CIDOC a decade before . 

He aptly summed up his terrorist protection  activities 
a year ago when asked to comment on  the terrorist M- 1 9  
seizure o f  the Dominican embassy i n  Bogota, Colombia:  
"The guerrilla is a Moses, reacting to the m istreatment 
of his brother,"  Mendez Arceo pronounced . "He has a 
wrenching mystical experience and sees with clarity that 
an uprising of his people i s  the response of God to the 
clamor reaching his ears ."  
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The PLM exposes 
Mendez Arceo 

M uch to the chagrin of its organizers , the Permanent 
People's Tribunal was unmercifully held up to examina­
t ion by antiterrorist forces in M exico and ended its five­
day stand with its credibil ity in shreds . 

A week before the tribunal was due to begin ,  the 
respected antiterrorist security section of the Partido 
Laboral Mexicano (Mexican Labor Party-PLM) called 
a rally at the M exican interior ministry to publicize 
presentation to the ministry of a security dossier on the 
tribunal 's  scheduled participants .  The dossier was ac­
cepted on behalf of Interior Minister Enrique Olivares 
Santana, by the associate director of the Department of 
Political I nvestigations ,  Alfredo Algarin .  Two Mexico 
City dailies, EI Diario de Mexico and A vance, ran promi­
nent coverage of the event the next day, as did the leading 
paper of Mendez Arceo 's  base, Cuernavaca. 

The dossier was widely distributed to other ministers 
at the annual "Assembly of  the Republic" later in  the 
week in the northwest state capital of  Hermosillo .  

The PLM followed up with high-profi le rallies and 
leafletings in  front of the Del  Prado Hotel during the 
days of public sessions starting Feb . 9 ,  which were further 
covered in several major  newspapers .  Members and 
guests of  the tribunal came flooding out to the street 
during breaks in the proceedings, clamoring for the 
dossier "everyone is talking about ." 

Then a widely read evening dai ly ,  Ultimas Noticias , 

suddenly printed in  ful l  the charges of a long-time Men­
dez Arceo employee that the tribunal' s host had used 
Church grounds to hide M exico's two most wanted 
terrorists of  the early 1 970s, Genaro Vazquez and Lucio 
Cabanas .  

Knowledgeable sources believe the decision by Ulti­

mas Noticias to cover the story was coordinated with 
elements of  Mexico' s  security forces who were i ssuing a 
warning in this form that they were closely scrutinizing 
the tribunal 's  activities. More scandals hit scarcely 24 

hours later when tribunal organizers , in  conversations 
with the press, revealed that Mexican Foreign Minister 
Jorge Castaneda had personally made arrangements for 
the tribunal to be held in Mexico City. 

Castaneda, as EIR has previously documented, is  a 
close ally of Willy Brandt's Socialist In ternational ,  whose 
policy is  one of support for terrorism and insurrection in 
the Third World. Castaneda has gone out of  his way to 
try to force Mexican President Jose Lopez Portillo to 
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break diplomatic relations with the Salvadorean j unta, 
and to support the guerrilla insurrection in that country . 

When a tribunal official was asked if the idea of  
having Mexico host the tribunal 's  meeting was  aimed at 
manipUlating Lopez Portillo into endorsing this Casta­
neda line, she replied, "I believe that when things get so 
critical as they are in EI Salvador, where actual bloodshed 
is going on, manipulation becomes necessary . "  

The depth of discrediting the tribunal was  evident in 
the final press conference Feb. 1 3 .  Immediately after 
Mendez Arceo opened the conference, a reporter asked if 
his support for Salvadorean guerrillas was linked to his 
history of sheltering guerrillas in Mexico as revealed in 
that week 's  press .  After a rapid whispered conversation 
with journalist Luis Suarez, the official biographer of 
Lucio Cabanas, the Red Bishop paused for a number of  
seconds in the completely quiet room and then answered 
"No comment ." 

The case of the 
bishop's cellar 

The follOWing account of Mendez A rceo 's links to 
terrorism is excerptedfrom the Feb. 1 1  edition of the 
widely read Mexico City evening newspaper, UIti­
mas Noticias .  

Manuel Rodriguez Iturbide, 103 years old, as­
serted that he will fight like he did during the 
Mexican Revolution . . . to ensure that Bishop 
Sergio Mendez Arceo, a protector of guerrillas and 
subversives and a well-known Cristero fighter, pays 
him the severance pay he owes him for 37 years of 
service . . . .  

Rodriguez Iturbide used to earn 300 pesos [$ 1 3  
U.S.}  per month, serving as a sexton, gardener, 
doorman, and messenger for the Cuernavaca bish­
op. "All I want now is to receive the compensation 
I am entitled to according to Mexican federal labor 
law, for having been unjustly fired . . . .  Besides, I 
saw with my own eyes that Mendez Arceo used 
Church grounds to hide Genaro Vasquez for 1 5  
days . He also hid him in a house the bishop owns 
on Humboldt Street in Cuernavaca. He equally 
helped out Lucio Cabanas and other guerrillas, and 
he continues to do so for activists and agitators," 
Rodriguez added . 

Juvencio Esparza Maldonado, Rodriguez's at­
torney, stated that his client has now been offered a 
salary of 2,000 pesos [$90] per month for the rest of 
his life, if he will just forget the whole incident.  
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Riot potential built 
up in United States 
by Jeffrey Steinberg 

A spokesman for Reverend Jesse Jackson ' s  Operation 
PUSH told an EJR staffer this week that "Chicago will 
burn" by the early spring months of this year.  "Chicago 
is the most racist city in the country . . . .  A lot of people 
will be surprised at the new allies that PUSH has made; I 
mean outside of the black and Hispanic community . "  

Th i s  open call to  arms by the Chicago-based militant 
organization parallels developments in Atlanta and 
Washington,  D . C . ,  and adds new evidence that the Insti­
tute for Policy Studies allies of the former Carter admin­
istration are moving ahead with plans to present the 
Reagan administration with a crisis of  urban riots . 

Washington war room 
In Washington, D . C . ,  plans have already been 

locked in place for a riot, possibly through a municipal 
strike led by sections of  the American Federation of 
Government Employees . AFGE is run top down by 
Institute for Policy Studies operatives working closely 
with Socialist International agent William Winpisinger 
of the International Association of M achinists . 

Sources in Washington report that AFG E officials 
accompanied Winpisinger late last year on a private trip 
to Cuba, where several meetings took place with Cuban 
defense minister Raul Castro . Those same A FGE offi­
cials ,  the sources report, have set up a Washington,  
D . C .  war room inside the union offices . They have also 
charted out a net of safehouses in which to house 
outside agitators from the Anti-Klan Network, who 
would be brought into the city for anti-Reagan demon­
strations .  

Danger heightened in Atlanta 
The danger of riots in this southern city-tense over 

the last 1 8  months' pattern of kidnapping and murders 
of black chi ldren-was heightened this week with the 
arrival on the scene of a team from the Justice Depart­
ment's  Community Relations Service, otherwise known 
as the "Community Riot Service ."  
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Communist Workers Party rally in Greensboro . N. C. in A ugust 1 980. 

The CRS has been exposed by EIR as one of the 
primary agencies responsible for fueling racial tensions 
to r iot  proportions .  During July 1 980, agents of the 
CRS were caught red-handed in fomenting the Liberty 
City riots in Miami .  

Now the Community Relations Service has  deployed 
to Atlanta to "study the situation ,"  that is ,  p lay the 
same provocatory role there . 

At the same time, pol ice commissioner Lee Brown, 
along with the Atlanta Constitution. has suppressed any 
leads indicating that the murders of  black children are 
not being carried out by whites . I n stead the Atlanta 
Constitution and certain black organizations are loudly 
l inking the murders to white hate groups, such as the 
Ku Klux Klan and the Nazi Party . 

This week-with the CRS in the city-when police 
uncovered the body of the 1 7th victim of kidnap-m urder 
in the last year, the militants in Atlanta's black com­
munity responded with new threats of "retaliation" 
against whites . 
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The Chicago,  Washington ,  D . C . ,  and Atlanta situa­
tions all have one further common feature . In each case, 
the actions emanating from mil itant black groups such 
as PUSH have been closely l inked with the American 
Ramallah Federation and other proterrorist Muslim 
Brotherhood fronts in the United States . 

So urces report that Bahram Nahidian, the widely 
exposed head of Khomeini  secret service operations on 
the East Coast of the United States, has resurfaced in 
the aftermath of the hostage agreements and has once 
again begun to gather together a collection of  I ranian 
and American black radicals in the Washington ,  D .C .  
area . 

Nahidian ' s  bodyguard, David Belfield, is the suspect 
in the July 26, 1 980 murder in Washington of an anti­
Khomei ni I ranian leader, A li Tabatabai . 

An immediate congressional  and law enforcement 
investigation of  this new " M uslim connection" could be 
one of  the most effective means of short-circuiting the 
planned urban violence. 
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German chancellor calls 

the anti-nuclear bluff 
by Donald Baier 

West German Chancellor Helmut Schmidt emerged 
from a bitterly fought meeting of his Social Democratic 
Party's (SPD) top leadership Feb . 1 1  threatening to 
sweep aside the party's  radical environmentalist wing, 
led by SPD Chairman Willy Brandt, and govern on the 
basis of broad support for his own pronuclear nation­
building policies across party lines. 

This was the dramatic implication of the remarks 
Schmidt made on national television Feb . 1 3 .  Schmidt 
emphasized to the citizens of the Federal Republic that 
as chancel lor,  his responsibility was to the welfare of the 
nation.  I f  his own party' s policies contradicted that, 
Schmidt said, he could defy them and call for a vote o f  
confidence in  parliament. 

Herr Schmidt has his own style, but his bold assertion 
of republican nationalist principles reminded observers 
of the late Charles de Gaulle in his prime. 

The message could not be misunderstood by the 
Brandt radicals .  Two days earlier, at the SPD executive 
committee meeting, Schmidt had demanded a change in 
the party's wishy-washy official position on nuclear en­
ergy and failed to get i t .  Schmidt had argued forcefully 
that the federal constitution required him to support nucle­

ar energy, because it mandated the chancellor to prevent 

damage to the nation. And without nuclear power, 
Schmidt pointed out, there will be serious damage to the 
national economy. 

The clear import of Schmidt' s televised "vote of  
confidence" remarks was  therefore to call the  bluff of the 
Brandt SPD "greenies ,"  by threatening to take the nu-
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clear issue and similar matters outside the party for a 
decision by parl iament and the nation at large, j ust as de 
Gaulle used to do when he was chal lenged . 

These developments, documented below through 
quotations from Schmidt's recent speeches and inter­
views, have been completely blacked out in the American 
press .  In fact, the Washington Post Feb . 1 5  headl ined its 
coverage of the Federal Republ ic :  " Bonn 's  Leadership 
Fails to Follow Through on N uclear Power Policy . "  The 
article cited a speech given by ChanceI lor Schmidt las t 
November to prove how he has been forced to moderate 
his support for nuclear energy, as a result of party 
pressures in the Bonn coal it i on .  The Washington Post 's  
publisher, Katharine Graham , i s  an  associate of Wi I ly  
Brandt, a member of  Brandt 's  North-South Comm ission 
and a col laborator of the German M arsha I l  Fund .  

A strategic shift 
Chancel lor Schmidt ' s  new fei stiness constitutes an 

important shift with potenti a l ly far-reaching interna­
tional strategic consequences . S ince Sch midt was re­
elected as chancellor in  a landsl ide vote last faI l ,  the 
Brandt wing of  the party, whose loyalties are to the 
Socialist In tern ational and the zero-growth ol igarchy 
which runs it, has p inned Schmidt down, sabotaging his 
pol icies, attacking him personaI ly ,  and blackmail ing 
him with threatened loss of par l iamentary support at 
every turn . 

Countless newspaper articles have spun scenarios of 
a formal spl it  i n  the party ,  leadi ng  to the fal l  of 
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Schmidt's coalition government, or alternatively the 
desertion of the SPD's  coalition partner, the liberal Free 
Democratic Party , after Schmidt was discredited by 
repeated cave- ins to the Brandt forces .  The same con­
taminated news sources have repeated endlessly the 
theme that "the chancellor is tired , the chancellor is 
demoralized, the chancel lor is depressed . "  

In  al l  this ,  the Brandt crowd a n d  their puppet­
masters have been playing on Schmidt's psychological 
profile as "the super-manager of the best-run interna­
tional trading fi rm in Europe, " a man who, they believe, 
will quit in disgust at this harassment rather than 
"break the unwritten rules" of parliamentary politics in 
the Federal Republic establi shed by the the British 
during the Allied occupation of Germany after World 
War I I .  According to the Brit ish "ground rules ,"  mo­
bilizing the republican-nationalist spir it  of  West Ger­
many's citizens is "outlawed ,"  and that quality of  
political leadership is equated wi th  " Hitlerism ."  

Earlier this month,  however, a w i ld  card was  injected 
into the situation in the form of  a proposal by European 
Labor Party Chairman Helga Zepp-LaRouche. Cal l ing 
on al l  patriotic progrowth Germans to ral ly to the 
chancel lor's support, Mrs .  LaRouche proposed a de 
facto "grand coalition" of members of Germany' s 
major poli tical parties, including the opposition Chris­
tian Democrats , in support of  economic development 
within the framework of the European M onetary Fund 
and aggressive promotion of  nuclear energy . 

Brandt sabotage 
Schmidt's fighting statements this week were an 

invitation to such cross-party constituency support for 
his pol icies . That support is badly needed to crush the 
Brandt faction in the SPD.  

The SPD executive committee reso lution drafted at  
this week 's  meeting "supports" the  chancel lor l ike a 
rope supports a hanging man .  Defense Min ister Hans 
Apel , a close associate of Schm idt, sa id b lunt ly ,  "This is  
a formal compromise, no more-the debate in the party 
will be contin ued . "  

The resolution endorsed the standing S P D  position 
adopted in 1 979, on nuclear energy as the last resort 
when coal, "alternative technologies ,"  and al l  else fai l s .  
SPD leftists are  trying to ru le  out nuclear energy 
altogether. When Schmidt and his supporters demanded 
a clear statement favoring nuclear energy over coal ,  
they were blocked by Brandt an d his  erstwhile a l ly 
Herbert Wehner. 

Brandt also blocked a move to debate the expulsion 
from the party of ultraradical parliamentarian Hansen 
for his attacks on the chancel lor .  When Schmidt' s 
supporters tried to get this onto the agenda, Brandt 
abruptly concluded the meeting, saying that as it was 3 
a .m . ,  everyone was "too tired" fo r further discussion .  
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Helmut Schmidt on the 
constitutional mandate 

From an interview with Chancellor Schmidt Feb. f 3 on 

A R D television. 

Schmidt : The scope for action of  the federal chancel lor  
or the federal government has not been impaired or 
endangered in any way [by the Feb . 1 1  reso lution of  the 
Social Democratic Party's executive committee . ]  Within 
the Social Democratic Party there were some who loudly 
and openly presented their criticism or  their dissatisfac­
tion , and it was indeed useful  to discuss this and ascertain 
just where the majority of the party stands .  This has been 
demonstrated and has useful ly clarified things .  

ARD: Meaning the majority of  the party executive . Is 
this identical with the majority of  the party in  your view? 
Schmidt : Certain ly .  I believe that the m ore we tap the 
base of the SPO mem bership and particularly the elector­
ate which returned this party with the FOP to the govern­
ment in  October 1 980, the more clearly we will see that 
the electorate and the party membership agree with the 
party and with the policy of  the government .  I have not 
the slightest doubt of  this . . . .  

As for the freedom of  action of  the federal govern­
ment, it must naturally go beyond the resolutions of  past 
party congresses.  That has always been the case, during 
Adenauer 's  time and during Brandt ' s .  The federal chan­
cel lor and the federal government have a constitutional 
mandate which they must uphold .  Naturally they govern 
themselves as much as possible by the views of  their own 
party , as expressed by party congresses. But their man­
date goes beyond that. And it can certainly happen that 
a government or  a chancellor would have to act against 
decisions reached by a party congress a year or  two 
previously . . . .  The federal government has not been 
jeopardized, but one cannot exclude that problems could 
crop up in the Bundestag [federal parliament ] .  This has 
happened before in  the past .  

ARD: What would you do then? 
Schmidt : I have no intention of resigning-I won' t  give 
you more of an answer-but I have sometimes thought 
of  cal l ing a vote of  confidence in the Bundestag. This 
occurred in  past years, and might become necessary in 
the future . 
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From a Feb. 1 4  interview with Chancellor Schmidt on the 

Westdeutscher Rundfunk radio station. 

WDR: You and the French president warned recently 
against striving for military superiority and called for 
moderation in political behavior .  Was this addressed 
only to Moscow,  or was it the position of the Western 
European allies vis-a-vis the new American government? 
Schmidt : It was the position of France and Germany 
toward everyone. So was the point that one need neither 
accept a position of inferiority, mi l itary weakness, nor  
should one strive for a policy of  superiority or  mil itary 
strength . This too is addressed to everyone. And I am 
very glad to see that, at the beginning of this week ,  the 
Social Democratic parliamentary caucus at its meeting 
in Berl in unanimously endorsed this joint  German­
French declaration .  

From an interview with Chancellor Schmidt in  the  Kainer 
Stadtanzeiger newspaper on Feb. 1 7. 

KSA : Do you believe on the basis of new evidence that 
the option of rejecting nuclear energy is now out of date? 
Schmidt : I think  it is extremely improbable that it could 
ever be rejected . . .  yes,  extremely improbable .  I see the 
gigantic programs of the Soviet Union, East Germany, 
France, Belgium, and other countries. These are by no 
means crazy countries . These governments are of different 

political composition,  but they are all trying to get an 
accurate conception of what the future world energy 
supply will be l ike.  

KSA : You said that the situation has changed so much 
that for you personally the option of rejecting nuclear 
energy is  very improbable or out of the question .  This 
naturally marks a point of contention with not an insig­
n ificant portion of  your party, as well as undoubtedly a 
portion of the voters . 
Schmidt : Unfortunately, this is the case. But I would 
indeed be a bad chancellor and a dishonest man if I were 
to conceal what I believe to be the truth . 

The newspaper Mainzer Allgemeine Zeitung Feb. 1 3  
described the postion Chancellor Schmidt took o n  nuclear 

energy at the Feb. 1 1  meeting of the SPD executive 

committee. 

In the debate on nuclear energy Schmidt declared : 
"Nuclear energy p lants wil l  be built in every country, 
East and West . "  He indicated that he is committed to the 
party resolution, but that over and above that he is 
responsible to the whole population and is bound by his 
oath of office to prevent damage to the German popula­
tion .  And Eppler's policy [Erhard Eppler is a leader of 
the party left] would damage the German population .  
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Brokdorf: a key to 
industry's future 

by Rainer Apel 

In what is being described in  West German political 
circles as probably the greatest challenge for Chancellor 
Schmidt and the al l iance of  West German industry and 
labor for n uclear energy, the left wing of  the chancellor's 
own party, the Social Democratic Party (SPD) is mobil iz­
ing in  northern Germany against the construction of the 
Brokdorf nuclear power station .  The completion of the 
eight-year-o ld project is not only important for the city 
of Hamburg and its energy supply, but is vital to the 
industrial future of al l  of  northern Germany, and has 
become a symbol for both the pro- and anti-industrial 
factions in  West Germany.  

A highly explosive mixture of left-wing SPD mem­
bers, radical socialists, postindustrial kooks,  and youth 
gangs is  mobilizing for a demonstration Feb . 28 of  at 
least 50,000 at the construction site of Brokdorf. The 
demonstration is intended to give the public kickoff for 
a nationwide destabi l ization against the labor-industry 
al liance that is backing Chancel lor Schmidt and his 
government in Bonn . The idea behind this mobi lization,  
which is supported by the Wil ly Brandt current of the 
SPD, is to poison the pol itical climate in  West Germany 
to such an extent that construction of  nuclear power 
stations is  halted on a national level ,  and part of  the SPD 
is ral lied against i t s  own chancellor  in Bonn .  The mobi­
lization against n uclear energy is ,  therefore,  the driving 
momentum behind  what was recently described to E1R 

by U . S .  sources as a general destabilization of the Bonn 
government, a period of "social convulsions of the 1 967-
68 variety . "  

Indicative of the high-level coordination of this cam­
paign against Chancellor Schmidt and his a llies is that 
three SPD members of  the Willy Brandt faction partici­
pated in  the December 1 980 Washington conference of 
the Socialist I nternational-Brandt himself, Ulrich 
Steger, and H orst Ehmke . 

This Washington conference decided to mobi l ize the 
SPD left wing against Schmidt, France' s Giscard, and 
U . S .  President Reagan .  Steger and Ehmke both belong 
to the SPD energy commission that tried to prevent 
Schmidt from making secret agreements with the gover-
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nor of the state of Schleswig-Holstein ,  where the Brok­
dorf plant wil l  be located . A letter written by Ehmke 
warned Schmidt against moving ahead with the Brok­
dorf project, since this would "certainly unleash the 
greatest antinuclear-power vio lence ever experienced in 
past years ."  

On the evening of Feb .  2 ,  the  day when the  Hamburg 
SPD was meeting to vote on the financing of Brokdorf, 
Hamburg experienced the heaviest street fighting s ince 
1 968 ,  between 2,000 antinuclear demonstrators and po­
lice. In  this r iot situation,  a 56 percent majority of the 
SPD delegates decided to oppose the construction of the 
Brokdorf plant .  Hamburg M ayor Hans-Ulrich Klose, 
who heads the antinuclear faction in  the Hamburg SPD, 
then used th is  "majority" to ra l ly  seven of the city' s 
senators behind his l ine one week later, and declared that 
Hamburg would "delay" for three years making a deci­
sion on helping to finance the Brokdorf project . A Feb . 
1 7  meeting with the Christian Democratic governor of  
Schleswig-Holstein ,  Gerhard Stoltenberg, to  discuss 
again the future of the project, failed when Stoltenberg 
refused to give up the project . This situation creates a 
high level of uncertainty over the energy future of the 
city of Hamburg, since Mayor Klose has repeatedly 
stated that he wants a combined program of energy 
conservation ,  coal, and alternative energy generation to 
provide the city with the energy it needs .  

Competent experts say that under these conditions 
the industrial future of the city would be called into 
question since existing environmental laws make it vir­
tually impossible to bui ld the three new coal power plants 
in  Hamburg that would be required to fil l  the gap left by 
fai lure to construct Brokdorf. The city would have to pay 
penalties to Schleswig-Holstein for breaking contracts 
signed for the project until 1 983-penalties which are 
said to reach a total of up to a bi l l ion deutschemarks ! 
Klose, however, is convinced that Hamburg citizens 
would rather pay that sum than "waste two bi l l ion for 
investments into such an unsafe technology as nuclear 
power ." 

It remains doubtful  whether the majority of H am­
burg's  citizens wil l  fol low Klose's lead .  Not only is  the 
majority of the Hamburg SPD rank and file-despite the 
Feb . 2 decision against Brokdorf-considered to be in  
favor of nuclear energy, but  also ha l f  the city parlia­
ment's 69 SPD members are said to be will ing to dump 
Mayor Klose, i f  this is the only way to secure an energy 
future for Hamburg. On Feb . 24 the city parliament wil l  
vote on a motion by the opposition Christian Democrats, 
to override the three-year moratorium . I t  i s  believed 
that this vote will constitute a two-thirds majority against 
Klose. I f  Klose sticks to his pol icy, events would then 
move toward a vote of no confidence against the mayor, 
with new elections l ikely for the city parliament later this 
year .  This whole process of voting down the city admin-
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istration wil l  add to the destabilization o f  SPD-governed 
cities and states,  like West Berl in ,  whose government fel l  
earlier th i s  year .  

Cross-party potential 
The Hamburg situation creates, on the other side, a 

potentia l  for bui lding a cross-party al l iance for industri­
al progress and nuclear power. In a statement given 
immediately after the Feb . 2 SPD vote in  H amburg 
against Brokdorf, Governor Stoltenberg said that 
"there is no need for s.tal l ing on  the project, because our 
state government, the federal government, and the 
chancel lor in  Bonn, industry and labor in  the north of  
Germany are  al l  for the  completion of the  project . "  
Stoltenberg said that a cross-party al l iance for nuclear 
energy is developing against parts of the SPD around 
Klose and others who oppose nuclear energy . I t  is  no 
secret in  the Federal Republ ic that Stoltenberg, though 
a member of the Christian Democratic Party, which is 
also in the opposition in  the Bonn federal parliament, i s  
in  close agreement with Schmidt to go ahead with the 
Brokdorf project even if  the Hamburg SPD or admin­
i stration keeps stal l ing . Consequently, the Young So­
cialists-the SPD's youth organization-in north Ger­
many announced at a strategy meeting for the Feb . 28 
mass demonstration that their campaign would be 
directed against both Stoltenberg and Schmidt, as well 
as " industry and labor interests . "  

This group of  "party dissidents ," which forms a 
minority in the party as well as in  the parliamentary 
caucus in  Bonn,  is now getting extensive media support. 
The most prominent media hype is in  the Feb . 1 6  issue 
of the Hamburg magazine Der Spiegel. Fifteen pages of 
features revi l ing nuclear energy as a mere profit-making 
invention of industry characterized the technology of 
the h igh-temperature reactor as not feasible, and topped 
it off with an editorial by the magazine'S editor, Rudolf 
Augstein,  who claimed that mankind must choose be­
tween nuclear war and the industrial destruction of the 
biosphere. Augstein claimed that the latter form of 
doomsday was the more dangerous one, and endorsed 
the radical environmental resistance against "industri­
a l ism ," against the interests of industry and labor in 
Germany.  

Chancellor Schmidt's recent statements on the con­
stitutional necess ity of  nuclear energy are seen by 
po litical insiders as the first public attempts by the 
chancellor to force the party back to the pro-fission l ine 
it had unti l  1 975 ,  before the first major violent demon­
strations against nuclear energy.  U nlike 1 977 ,  when the 
SPD leadership and Schmidt compromised with the 
antinuclear wing of the party, this year's  environmen­
talist violence will meet stiff opposition from Schmidt 
that has the potential to defeat the drive for "social 
convulsions" in West Germany.  
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Brezhnev takes control 
As the countdown starts to the 26th Soviet Party Congress, Rachel 
Douglas outlines the evidence that the 'radical' faction has problems. 

"We will not be in a hurry to draw final conclusions ," 
proclaimed Moscow's Izvestia, "about whether [Reagan] 
is a dogmatic conservative . . .  or a pragmatist who takes 
into account the realities of the modern world . "  

This moderate assessment of  the new administration ,  
widely repeated even in Soviet responses to  Secretary of  
State Alexander Haig' s charges that Moscow runs  all 
world terrorism , affirmed Moscow's  anticipation that 
the damage done Soviet-American relations under the 
Carter administration can be repaired . I t  also continued 
a heated foreign policy debate inside the Soviet bloc.  

In preparation for the Feb. 23  opening of  the 26th 
Congress of the Soviet Communist Party, the Brezhnev 
leadership moved to prevent the immediate flaring of 
several international crises . Even the tense situation in 
Poland is being subordinated to Brezhnev's  purpose of 
controlling the foreign policy decisions of the congress, 
as well as the leadership transition that is  also at stake. 

Brezhnev's practice of protecting stable relations with 
the West, battered during the last four years , still faces 
domestic challenges . An entrenched Soviet bloc tenden­
cy, encompassing a hefty KGB security agency faction 
and major foreign-policy think tanks, and patronized at 
the highest Kremlin levels by powerful Central Commit­
tee Secretaries M ikhail Suslov and Boris Ponomarev, 
favors confrontation and destabilization of the West . 

But as the 26th Congress approached, the Brezhnev 
principle prevailed on several important matters . 

• Soviet-American relations : Russians involved in 
making policy on the United States say currently that 
they expect Ronald Reagan to "turn into Nixon" re­
specting relations with the U . S . S . R . ,  opening the door to 
renewed trade, science, and strategic arms agreements. 

Following the initial acrimony of  Haig's attacks on 
Moscow and the blunt replies issued by the official news 
agency TASS, the Soviet foreign ministry turned to 
unusual forms of  open diplomacy to stress the priority of 
new dialogue between the superpowers . Foreign Minis­
ter Andrei Gromyko released an open letter to H aig on 
Feb . I I , which, after refuting specific charges made by 
the secretary of state, concluded with a statement of "our 
readiness for exchange of  views on a wide range of 
issues ."  Vladilen Vasev, the number-two man in the 
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Soviet embassy in Washington told a Cable Network 
News interviewer that Moscow intended to maintain 
"patience and restraint" and not j ump to conclusions 
about the new administration.  

Vasev's  boss,  ambassador to Washington Anatoly 
Dobrynin, returned to M oscow early in  February to take 
part in congress preparations .  There were rumors, which 
Dobrynin reportedly declined to put down , that the 
experienced America specialist-the longest serving for­
eign ambassador in Washington-was in for a party or 
government promotion .  

• Polish stabilization : On Feb . 9 ,  in  a Soviet-backed 
move to stop the merry-go-round of regional strikes 
wreaking havoc with the Polish economy, the ruling 
Polish United Workers Party installed a new prime min­
ister, Gen . Wojciech Jaruzelski . As defense minister and 
a Politburo member, Jaruzelski opposed quashing the 
free trade-union movement by force; he also won a 
measure of Soviet confidence as a man who has been at 
the summit of the Polish establishment for 12 years 
without becoming terminally embroiled in factional war­
fare. For Brezhnev, banking on Jaruzelski to stabilize 
Poland, at least for now, was preferable to sending in 
Warsaw Pact forces before the Soviet party congress or 
soon afterwards . 

Jaruzelski demanded , and won, tentative support 
from the Solidarity trade unions, in the form of a three­
month moratorium on strikes so that Poland could have 
some breathing room to reverse a decline of industrial 
production by as much as 40 percent from 1 980 levels .  
He upheld government compromises with the  unions, 
but also declared a tough law-and-order stance toward 
the radical wing of Solidarity that created "the threat of 
economic chaos and fratricidal conflict" by unceasing 
strikes. Party chief Stanislaw Kania warned that, "if 
necessary, force should be used to defeat the enemies of 
socialism . " 

• Persian Gulf proposal : The Soviets chose the week 
before the congress to relaunch the proposal for an 
international accord on Persian Gulf security, first pre­
sented by Brezhnev during his December 1 980 trip to 
India . In Pakistan,  the Soviet ambassador attempted to 
start diplomatic motion on the proposal, which consti-
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tuted an alternative to KGB-fostered Russian support of  
Islamic fundamentalist and other destabil izing forces in  
the Middle East . 

Brezhnev's Gulf plan seeks Soviet, American , Euro­
pean, Japanese, and Chinese pledges to respect the sov­
ereignty of countries in the region and the right of 
tankers and other ships to safe transit . It was designed as 
an overture the Reagan administration could act on 
without plunging into the intricacies of strategic arms 
negotiations right away. 

The war party 
The vehemence of Soviet bloc factional opposition 

to these policies has not abated . I t  was voiced on  the 
eve of the conference from several quarters, but nowhere 
more succinctly than in the East German mi litary 
publication Volksarmee. 

Volksarmee. in a mid-February issue, not on ly com­
pared West German Chancellor Schmidt' s po licies to­
ward the U .S . S .R .  to those of  Nazi Germany but sniped 
at Brezhnev himself. Writing of the government of 
Schmidt, who together with French President Valery 
Giscard d' Estaing has been indispensab le to every effec­
tive war-avoidance measure of the past half decade, 
including Brezhnev's ,  Volksarmee asserted that West 
Germany on ly "pretends to be peacefu l  in  her official 
propaganda, but . . .  the same economic and social­
political forces are decisive now as then [before Hit ler' s 
attack on the Soviet Union] :  the imperialist monopo­
l ies . "  In the same issue, Volksarmee joined the host of 
Anglo-Americans who dismissed Brezhnev' s  Persian 
Gulf proposal as mere rhetoric, by observing that its 
rejection by Washington and Bonn was inevitable be­
cause "peace and detente are incompatible with the 
nature of imperialism ."  

A host of opinion-making American publications 
greeted the Soviet party congress and the Reagan 
administration with feature articles proclaiming the 
onset of a Great Russian "chauvin ist mi l i tary tendency" 
in the Soviet Union,  stemming from Soviet economic 
problems and projected social unrest and leading to an 
armed-camp Soviet pol icy posture. Conclusions based 
on these erroneous findings are being peddled in great 
number, including through channels aimed into the 
Reagan administration . 

In the version published by retired New York Times 

Soviet desk hand Harrison Salisbury on  Feb . 1 ,  the 
Russian "chauvinist military tendency" is comprised of 
developments ranging from the circulation of anti-Sem­
itic underground documents, to increased publication 
of World War I I  memoirs, to the belief among young 
officers that a surgical strike against Chinese nuclear 
missi le installations might become appropriate . Salis­
bury lumped these events together under the summary 
statement that there is  "an emergence of propaganda 

EIR March 3 , 1 98 1  

elements bearing a strong resemblance with Hitler' s 
National Social ism . "  

The real relationship among these developments i s  
different .  

There exists within the U . S . S . R . ,  in  the form of 
certain dissident organizations ,  underground Orthodox 
churches, and groups inside the Comm unist Party and 
KGB, a cuItish Russian chauvinism which i s  receiving a 
great deal of attention from press circles l inked to 
British intel ligence. This cuItish chauvinism is the Rus­
sian strain of  "sol idarism , "  the same "solidarism" 
whose jesuitical Polish variety was the instrument for 
creating the ideology and institution  of Poland's "Soli­
darity" movement, to the lasting detriment of Poland as 
an industrial nation .  The authors of the chauvinist 
underground propaganda so emphasized by Salisbury, 
worship the 1 9th-century mystical phi losophers who 
founded Russian "sol idarism ."  

These solidarists, committed to  worldwide deindus­
tria l ization,  are coextensive with the networks of KGB 
operatives-interfaced with those of British and conti­
nental European o l igarchies-that constitute the Soviet 
involvement in  international  terrorism . 

They are not cut of the same cloth as the rest of the 
"patriotic" mobilization Salisbury wrote about .  

Aside from the thoroughly rotten , KGB-centered 
faction that seeks col lapse and destabi l ization of the 
West, there are two other impulses in Soviet foreign 
policy. 

One is  Brezhnev's forging of economic ties and war­
avoidance col laboration with Western and Third World 
nations .  The other, encouraged by the international 
crisis of the Carter era ,  is mobi lization for a world war 
perceived as increasingly probable . 

This anticipation has been visible in what Soviet 
mil itary leaders said in precongress discussions .  "The 
danger of  war [isl a grim reality of our time, "  wrote Air 
Force Commander-in-Chief M arshal Kutakhov in the 
army paper Red Star. 

Not only the military, but some of the most sophis­
ticated, outward-looking people in the U . S . S . R .  have 
responded to the world economic crisis and military­
strategic instability by backing a campaign to consoli­
date internal Soviet resources and mobi l ize the popula­
tion for economic adversity . 

Academician V .  Koptyug, head of the science and 
economic planning center in Novosibirsk ,  told the West 
German business daily Handelsblat t  frankly that the 
promise of  Western participation in Siberian develop­
ment had not been realized . Neither the United States 
nor Japan had taken a role in it ,  and West German 
participation had shrunk to one-admittedly large­
deal to exchange natural gas for a pipeline. Therefore, 
said Koptyug , the Siberians were studying how to 
conquer their vast frontier using Soviet resources alone. 
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A government of national 
reconciliation for Iran? 
by Robert Dreyfuss 

For the first time since the Iranian revolution two years 
ago when Ayatollah Khomeini ' s  M uslim Brotherhood 
mullahs toppled the Shah and instituted their reign of 
terror, the moderate opposition to the Khomeini  regime 
inside and outside Iran is on the verge of forming one 
united front .  

There are two reasons for the change. 
The first is the growing economic crisis in Iran and 

the reported i l lness of Khomeini, which together signal 
that Iran is ripe for a change of government soon .  

The  second is the inauguration of Ronald Reagan in  
Washington . Although the Reagan government has  not  
yet signaled publicly i t s  readiness to  support-overtly 
and covertly-the Iranian anti -Khomeini forces, the feel­
ing is virtually unanimous in the opposition circles that 
the new U .S .  government is prepared to consider such 
support. "At least,"  said one former Iranian military 
officer, "the harassment and intimidation we faced while 
Jimmy Carter was in the White House is going to be 
removed.  Under Reagan,  if nothing else, we will be able 
to operate more freely . "  The officer complained that 
Carter's officials often threatened Iranian exiles, made it 
difficult for them to travel , and repeatedly indicated that 
it favored the current Teheran regime. 

Now, in the expectation of changes in Washington,  
I ranian military exiles, former politicians, and Iranian 
civil leaders are engaged in an intensive dialogue in  order 
to put together what some Iranian anti-Khomeini leaders 
call a "government of national reconciliation . "  Among 
those involved in the talks are former Prime Ministers 
Shahpour Bakhtiar and Ali Amini ,  Gen. Gholam Ali 
Oveissi , Bahram Aryana,  Gen . Feredoun Djam, and 
many others in exile in  the United States, Western Eu­
rope, and the Middle East. 

Behind the exiles, and to a greater or lesser extent 
recognized by the exile leaders as a necessary component 
of  the next Iranian regime, is the family of the late Shah, 
living in Cairo in virtual seclusion .  

Inside Iran, there i s  a growing momentum behind the 
movement to topple Khomeini 's Islamic Republic and 
purge the mullahs from power. Military men and the 
professional classes, merchants and the bazaaris . the 
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various tribal leaders, and conservative clergymen are 
fast establishing closer ties with the exiles. 

Earlier this month, in a Paris press conference, 
former Iranian Prime M inister Ali Amini declared that 
he is  prepared to make a bid to gather up anti-Khomeini 
sentiment into a unified movement .  In an exclusive 
interview with the EIR . he explained his immediate 
intentions .  

" I  am going to propose in a few days a political 
platform on which everyone can agree in order to 
liberate Iran ,"  said Amini . "The economic situation in 
Iran is really catastrophic . "  Amini said that he is calling 
on Iranians inside and outside the country to "join my 
initiative . " 

Since his press conference, Amini said, " I  have 
received a lot of telegrams from people everywhere; 
from France, Germany, America, and England ."  

During h i s  sole public appearance, Amini showed 
great reluctance to be specific about his intentions .  For 
instance, in response to one question ,  he refused to say 
whether he supported a monarchy or a republic for 
Iran, saying that "it is too early" to discuss the issue 
and that it would "divide" the movement .  All that he 
would say is that he intends to save Iran from the 
communists and that his movement is open to "all 
Iranians who are not following Moscow's orders . "  

According to  Iranian military sources, however, 
Amini is attempting to form a National Reconci liation 
movement, and he has attracted the support of many 
younger Iranian officers .  Among the organizations said 
to be considering announcment of support for the 
Amini movement is the so-ca lled Army for the Libera­
tion of Iran (ARA).  The ARA, which publishes a 
newspaper by the same name, is said to have a rather 
significant following inside I ran among military person­
nel , and its newspaper circulates widely, though clan­
destinely, throughout the I ranian armed forces . Further, 
many forces inside Iran are expected to rally behind 
Amini 's  group, including Ayatollah Shareatmadari of 
Tabriz and Sheikh Hosseini of Iran's Kurdish area . 

Tho ugh it has not been publicly announced, in 
recent weeks Amini reportedly visited Cairo, Egypt, to 
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• meet with the monarchist forces gathered there around 
young Reza Shah Pahlavi and his mother Empress 
Farah Diba Pahlavi , widow of the late Shah . In  discus­
sions there, Amini is said to have reached a preliminary 
agreement to support the restoration of the previous,  
1 906 Constitution . Under that document,  which would 
replace the Islamic Constitution of the lunatic mul lahs, 
the new regime would be a constitutional  monarchy 
modeled on Spain ' s .  

But  many Iranians are  skeptical of Amini ' s  abi li ty to 
emerge as a the central figure in  an exi le movement .  
Amini is 75 years o ld  and i l l ,  and ,  more important, he i s  
tainted by the past, reportedly having cooperated with 
the British secret services and circles around the Ken­
nedy administration from the 1 950s and 1 960s in  work­
ing against what many Iranians believed was Iran ' s  
national interest a t  the t ime. " I  would say  that Amini  
might be able to emerge as a symbolic sort  of figurehead 
for the exile movement," said one former Iranian dip­
lomat. " But he won't lead things . "  

One  ex-general described Amini ' s  role this way: "He 
can do  to  Khomeini what Khomeini d id  to the  Shah . 
From exile, he can get the attention of the media and 
the exi le community, and, as an old man,  become the 
rallying point for those inside." 

Amini and Bakhtiar 
Besides Amini ,  the other center of  anti-Khomeini 

resistance is Shahpour Bakhtiar in  Pari s .  Bakhtiar, the 
last prime minister of Iran before the revolution ,  i s  said 
to be exploring the idea of  a coalition with Amini .  
According to Iranian insiders , Bakhtiar and Amini  are 
drafting a document which might serve as a basis for a 
unified opposition movement.  

"A meeting was supposed to have taken place in  the 
United States on Feb . I I ," said Amini to EIR, "but it has 
been postponed until the beginning of March so that 
everyone can be there together. The s logan of this 
group will be 'the l iberation of Iran . '  " According to 
Iranian mil itary sources, between 50 and 1 00 supporters 
of Iranian exile leaders have already held prel iminary 
meetings in the United States, paralleling similar discus­
sions in Western Europe. 

In  his Paris press conference, Amini said that he is  
wil ling to hold a joint press conference with Dr .  Bakh­
tiar "and with others ,"  but he hinted that he has 
political differences with Bakhtiar . According to Iranian 
sources , those differences revolve around the question 
of how much power would be restored to the o ld 
monarchy and to i t s  inner circle; Bakhtiar, i t  i s  believed, 
is resisting the idea of giving to the monarchy anything 
more than a symbolic role.  

But because Bakhtiar has adopted what to many is 
a strongly moral ,  even purist posit ion,  he has received 
strong support from many exiles disi l lusioned with what 
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they consider to have been the errors o f  the late Shah ' s  
regime, especial ly the  corruption and venality of the 
courtiers .  For that reason ,  Bakhtiar has enemies among 
the aides to the late Shah . 

Interestingly, Egypt' s President Anwar Sadat seems 
to be playing a significant role in trying to unite the 
various Iranian factions .  During his recent visit to Paris ,  
for instance, Sadat met with Baktiar secretly and invited 
him to come to Cairo for more detailed discussions on 
the question of toppl ing K homeini ,  in view of Sadat' s 
upcoming visit to Washington in M arch . Sadat, host to 
the young Shah, is  said to be cooperating quietly with 
Jordan, Saudi Arabia, and Iraq to explore the potential 
for getting rid of the Khomeini p lague. 

The question of unity among the exiles is crucial in 
view of the Reagan administration 's  si lence so far on 
Iran .  In  the administration and in Congress there are 
people who want to lend American backing to a bid for 
power by the exiles, but so far they have not had 
anything more than a squabbl ing col lection of  opposing 
cliques to contact. I f, as expected ,  the next few weeks 
sees the emergence of a unified movement, then an 
entirely new situation wi l l  emerge . 

" Perhaps the United States cannot do anything in a 
direct way, but through a third country it might be 
possible to lend tremendous support to the exiles ,"  said 
a highly experienced veteran  of Iranian pol itics . Among 
the countries that m ight be prepared to cooperate with 
the U nited States in  that regard are France, West 
Germany, and Iraq .  

But a former CIA official said that  Iraq was angry 
with the United States because of repeated rebuffs from 
the Carter administration . "When Iraqi Foreign Minis­
ter Hammadi came to the Uni ted States for the U . N .  
session l ast fal l ,  h e  w a s  prepared t o  tell Secretary 
M uskie that Iraq would help Washington get rid of 
Khomeini ,"  he said . " But M uskie accused Iraq of 
threatening world peace by its attack on Iran ! "  

But n o w  with Reagan things might improve. From 
al l  indications ,  the situation in  Iran wi l l  not wait .  
"Teheran is  now totally paralyzed,"  said one Iranian 
who is in regular contact with Iran. "There are food 
shortages, fuel shortages , rationing o f  everything.  People 
are fed up ."  

Another source sa id  that  there are  daily bombings 
and demonstrations against the regime.  In  Tabriz, 
Iran's second city, rioters burned banks and tore down 
photographs of Khomeini in a mass outpouring of anti­
Khomeini feel ing last week,  during the second anniver­
sary of the estab lishment of his Is lamic Republ ic .  But 
such opposition goes unreported general ly,  since Iran 
does not al low journal ists outside Teheran .  

Nevertheless ,  the writing i s  o n  the wal l . "The Kho­
meini regime is nearing the end of the l ine .  I t  is on ly a 
matter o f  time now," said an Iranian expert . 
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Interview 

Tabatabai on exiles' 
past and future 
Mohammed Tabatabai is the president of the Washington­

based Iran Freedom Foundation ( IFF) .  In July 1 980, his 

brother, A li A kbar Tabatabai, was assassinated by agents 

of the Khomeini regime 's secret police , the Savama, in 

cooperation with Muslim Brotherhood terrorists. A li A k­

bar had been the  only public spokesman in the  United 

States for the anti-Khomeini movement ,  and his death was 

meant to warn others not to undertake political activity in 

exile. Here, his brother, seeking to continue the work of 

the IFF, gives an exclusive in terview to EIR's  Middle East 

Editor, Robert Dreyfuss. 

EIR: Your brother was assassinated in Washington ,  and 
yet very l i ttle was done to investigate the matter by 
American authorities . Can anything be done now? 
Tabatabai : We have to go back to the case of the hos­
tages and their seizure, which we disagreed with total ly .  
My understanding is ,  with regard to the ki l l ing of  my 
brother, that the United States had been deeply invo lved 
with the negotiations concerning their release. Then , the 
Savama took advantage of the situation with the help of 
the Muslim Brotherhood terrorist organization ,  and 
ki l led my brother . They realized that  the reaction of the 
U .S .  government would not be very forceful-and in that 
they succeeded . 

This is my way of thinking .  I don't  have many facts 
on hand .  But my understanding was that the government 
of the United States decided not to fo l low and not to 
prosecute those people who were involved in  the ki l l ing 
of my brother, at that point in t ime, i n  order to go on 
with the negotiations for the release of  the hostages . I ' m  
hoping that now, after the release o f  the hostages, that 
the government of the United States is  going to open the 
case again,  and prosecute those people .  

Obviously, we do know, and there are facts on hand, 
that the international terrorist M usl im Brotherhood or­
ganization, for the first time, is  coming here.  They have 
opened a U .S .  chapter, and they are here in  the U nited 
States and in the cities of America for the fi rst time. 

EIR: Are the I ranian exiles getting organized now? 
Tabatabai : For the first time, I do know that a large 
group of prominent I ranians,  technocrats, bureaucrats, 
the intelligentsia, are trying to get together and form a 
group of leading Iranians living in  the United States . I ' m  
sure that when that happens,  which I hope wil l  b e  very 

44 International 

soon, then we wil l  have a nucleus of power for the first 
time in two years . 

EIR: Some people here argue, though rather unconvinc­
ingly, that President Bani-Sadr can befriend the U .S .  
Tabatabai : No,  that i sn ' t  feasible.  More than 1 2  mil l ion 
Turkish-speaking I ranians,  4 mil l ion Kurds, 2 mil l ion 
Baluchis, one and a half mil l ion Turkomans, and 2 
mi l l ion ethnic I ranian Arabs, as well as 3 mil l ion Iranians 
who are l iving overseas, are opposing this regime and 
whoever brought it  into power . I know there are politi­
cal forces supporting Bani-Sadr and Ghotbzadeh, and 
they are trying to subvert the government of [ I raqi 
President] Saddam Hussein in  order to project Bani-Sadr 
as the winning hero of this war .  But that wil l  not work. 
He has been a party to the atrocities brought upon the 
I ranian nat ion,  and he condoned many,  many of them, 
including closing the universities, burning the books, 
and purging more than 50 percent of  the officer corps . 

I f  he comes to power, his rule wi l l  be a very short one. 
He wil l  be faced with the noncooperation of the intelli­
gentsia, the technocrats, and others. I ran sti l l  is going to 
be in a state of instabi l ity.  

EIR: What do Iran's exiles expect from the United 
States? 
Tabatabai : Wel l ,  let me say that at this point in time we 
need all the help we can get from our friends int the free 
world, either overt ly or covertly, and I wi l l  leave the 
details to them . 

I think the United States should recognize that her 
Western European allies do have a different interest in 
the area , which Washington should take into account .  

Also,  the Soviet Union shares a I SOO-mi le border 
with Iran .  Western Europe 's  interest lies in sources of 
energy, which could be considered their l ifeline, and 
Middle East trade markets . The Soviet Union would be 
content if the U nited States comes to an understanding 
or some form of guarantee not to build a mi litary base 
on I ranian soil, and not to install any other monitoring 
devices there . 

The Soviet Union 's  interests lie somewhere else. They 
have long-term p lans and strategies, and so the govern­
ment of Russia does not have an immediate interest in 
I ran .  They have enough sources of energy, and the 
headache of I ran is not worth i t  to them to get involved 
in such a thing. But if the political forces in I ran are not 
supported by the Western al l ies to get there and establish 
a friendly government-that is ,  friendly with al l  nations 
of the world, including the Russians-based on mutual 
respect, and I emphasize mutual respect-then we do not 
have a chance to establish democratic rule over there. 

The communists are working with the peasants and 
workers in  I ran now, trying to prepare the basis for a new 
structure to society for communism . So the Russians do 
not have an immediate interest. 
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India pursues peace strategy and 
economic development for Nonaligned 

by Daniel Sneider and 
New Delhi correspondent Paul Zykofsky 

The "interdependence" of the industrial ized and nonin­
dustrial ized nations which m ust defuse the peace-threat­
ening "world economic crisis" dominated the final  eco­
nomic declaration of  the foreign min isters' conference of 
Nonal igned nations in New Delhi Feb . 9- 1 3 . 

The "world economic crisis has assu med unparal leled 
dimensions" and "world peace and security [are] increas­
ingly endangered" as a result ,  stated the declaration .  
From th i s  standpoint ,  under the  leadership of I ndian 
Prime M inister Indira Gandhi ,  the conference assumed a 
tough, but di fferentiated approach toward the advanced 
countries, condem ning on one hand the " intransigence" 
of certain nations. while noting on the other hand that "a 
large number of  developed countries were wil l ing to 
consider the change implied in  giving practical shape to 
the concept of interdependence" thro ugh greater indus­
trial ization of  the Third World.  The document condemns 
the "condi t ional i t ies" pol icy of  the I M F  explicit ly,  cal ls 
for a new international monetary system ,  and proposes 
new credit arrangements to provide low-interest credit 
for development .  

Exemplary of the document' s intention was its sepa­
ration of  competent fro m  incompetent development 
strategies .  "U nrestricted access of the developing coun­
tries to technology, particular ly advanced technology [is] 
indispensable," it stated.  The question of energy devel­
opment was given special  attention in  this l ight .  " [T]he 
pol icies of nuclear supplier countries denying the legiti­
mate requirements of developing countries to develop 
their programs  for peacefu l  usage of nuclear energy,"  is 
not tolerable .  The Nonaligned M ovement ' s  meeting 
cal led for the transfer of energy technology, and for 
specific measures to ensure energy supplies as a priority 
for the nonaligned, mostly Th ird World ,  nations .  

An Indian recommendation to set up  a center for 
scientific research in India was also approved.  

The New Del hi meeting, which wi l l  be fol lowed by 
the next heads-of-state summit  in Iraq in  1 982 ,  was a 
triumph for the moderate leadership of India in the 
developing sector .  The Indian perspective, shared by 
countries like Iraq and M exico-the latter an observer in 
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the Nonaligned Movement-is to defuse the left-right 
extremism encouraged by the Brandt Commission on 
North-South relations .  In the past, the intrusion of cold 
war pol itics into the Nonaligned Movement had made it 
increasingly weak .  The occasion of the last Nonaligned 
heads-of-state summit in  1 979,  a triannual event, in 
Havana, Cuba, and the ascension of  Cuba to the head of 
the movement, threatened to split it between the left­
radica l ,  antitechnology "Third Worldism" of Cuba and 
the right-radical provocations of Anglo-Chinese assets 
l i ke Lee Kuan-yue's Singapore .  

In  her  opening speech to the  conference, M rs .  Gandhi 
forceful ly  directed the conference toward achieving a 
strategic cooling-out of the Third World points of super­
power confrontation .  The power of the economic rejec­
tion of "appropriate technologies" and adoption of a 
high-technology perspective was, however , partially lost 
in the dust raised over these issues . Even so, on al l  the 
key points , the final draft communique-modified from 
the  I ndian original  in a week of intense negotiations­
struck a note of compromise . 

On Afghanistan : The declaration calls for a "political 
settlement on the basis of withdrawal of foreign troops 
and . . .  strict observance of the principles of noninter­
vention and noninterference ."  This refers both to the 
presence of Soviet troops and to the Iran- and Pakistan­
based guerri l las .  

On Kampuchea : India upheld the decision taken pre­
viously to leave the Kampuchea seat vacant, and refused 
to give visas to the "representatives" of Peking's former 
puppet Pol Pot regime. 

On the Middle East : The delegates restated their 
condemnation of the Camp David agreement and called 
for an overall solution to the Palestinian question . 

On the Iran-Iraq war : A specia l  Nonaligned group of 
I ndia, Cuba,  Zambia, and the Palestine Liberation Or­
ganization was formed to attempt mediation of an end to 
the war. Even before the ink was dry, the Iranians 
rejected any mediation unless Iraq withdraws its forces , 
despite an I raqi offer announced at the conference to 
cease fire and hold unconditional talks .  
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From Gandhi's statement 
on the global conjuncture 

The following are excerpts from the text of the speech 

delivered by Indian Prime Minister Mrs.  Indira Gandhi to 

inaugurate the opening of the Nonaligned Foreign Minis­

ters Conference in New Delhi. The speech was delivered on 

Feb. 9,  1 98 1 :  

O n  the historic and magic day when India 's  indepen­
dence was proclaimed, my father [JawaharIal Nehru 1 
declared that India looked at the world with clear and 
friendly eyes and would cooperate with al l  nations and 
peoples of the world in furthering peace, freedom, and 
democracy . Since then we have worked consistently to 
democratize international relations,  we have supported 
liberation struggles, we have fought against all foreign 
domination and racism, and have pleaded the cause of 
coexistence and the peaceful resolution of conflicts . 
Peace is not that which teeters on the brink .  That is the 
absence of war, yet it threatens war. Nor can peace be 
based on outmoded concepts of  imperialism , mil itary 
alliances, spheres of influence or ba lance of power and 
competition in  nuclear and conventional terror .  

Mr. Chairman , many changes have occurred since 
the Nonaligned Summit was held in your brave and 
beautiful  country 18 months ago .  We hear of  a cris is  of 
character , a crisis of civi lization .  What else can we expect 
when , having so recently seen the horror and heartbreak 
of war, countries still prepare for a new military confron­
tation? There is disquiet in  Europe, gathering danger in 
Asia,  and new pressures on Latin America and the 
Caribbean . Nonaligned countries are being asked to 
stand up and be counted for or against one side or the 
other . We see the famil iar efforts to turn one nonal igned 
country against another, to weaken our sol idarity and 
the cohesion of our movement .  These are backed by 
economic threats and blandishments on the one hand 
and mil itary might and bases on the other . 

The realities of the world situation-the possibi lity of 
a nuclear armageddon by a single lapse or  rash act­
reinforce the relevance of nonal ignment and demand a 
rededication to peace. From this conference should issue 
a call to the big powers to de-esca late belligerent rhetoric, 
to reduce presences in  the Indian Ocean and in the 
various parts of Asia and Africa , and to resume the 
earnest search for understanding and peace . 

We are al l  deeply distressed at events in Afghanistan . 
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The unhappy conflict in  West Asia between two of  our 
own brothers has had adverse consequences for the 
peoples of these two countries as well as other nonaligned 
nations .  These developments have given encouragement 
to forces which work against our movement and have 
i ncreased the risk of intervention . Let us hope that big 
powers wi l l  not be tempted to take advantage to enlarge 
local disputes into wider confrontations .  In the name of 
peace and the future of mankind,  we plead with the 
combatants, and appeal to those who are waiting in the 
wings, to call their young men back to their homes . . . .  

Experience has shown that pol itical SUbj ugation and 
economic exploitation go hand in hand .  So, through 
pol itical freedom,  we hoped to achieve economic ad­
vance. The economic dimension of the policy of non­
al ignment is no less important than the political . In  
Algiers, Colombo and H avana, the  conferences articu­
lated the economic content of  nonalignment. Yet for 
most of us economic prospects have been worsening with 
each pass ing month .  I strongly urge that global negotia­
tions be undertaken without further delay to pave the 
way for a new international  economic order . . . .  

Some affluent countries do recognize the interdepen­
dence of nations and the need for cooperation . Hence 
our negotiating positions should be formulated in a 
dynamic context and our energies concentrated on map­
ping out our own strategy .  

A t every meeting of the Nonaligned, big powers seem 
to redouble thei r diplomatic and publ icity campaign to 
sow suspicion and division within us .  As free peoples we 
must stand together . Working in  unison on the basis of 
our original  principles and p urposes wi l l  fortify us to 
withstand pressures. Divided we are vulnerable; united 
we can and shall  prevai l .  Let this simple truth guide your 
deliberations in  the next few days . Let us not fal l  prey to 
suggestive propaganda.  We are here not to j uggle with 
words but to find  a way to reinforce the authority and 
effectiveness of the Nonaligned movement .  

From the call for nuclear 
technology and credit reform 

The fo//owing are excerpts from the final political and 

economic declarations adopted by the Nonaligned foreign 

ministers conference. Subtitles are in the original. 

Political Declaration 
The greatest peril facing the world today is the 

threat of destruction as a result of nuclear war. The 
actions of the nuclear weapons states, which are en-
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gaged in a new and frenzied round of the nuclear arms 
race, has created a situation in which mankind seems to 
have been condemned to l ive in  the shadow of  nuclear 
annihilation . Attempts have been made by some nuclear 
weapons states to promote the highly dangerous con­
cept of l imited nuclear war and to minimize the distinc­
tion between n uclear and conventional  weaponry . . . .  

In the field of peaceful uses of  nuclear energy, the 
ministers criticized the policy of the nuclear supplier 
countries in denying the legitimate requirements of 
developing countries to develop their programs for 
peaceful uses of nuclear energy . The ministers reiterated 
the conclusions reached at the 6th Conference of Heads 
of State of Nonaligned countries and noted the conclu­
sions of the first regular meeting of the Nonaligned 
coordinating countries on peaceful uses of nuclear 
energy . They particularly expressed the right of each 
nation to establish its peaceful nuclear program in 
accordance with i ts own priorities and requirements as 

well as the free and nondiscriminatory access to nuclear 
materials and technology for peaceful purposes . . . .  

Economic Declaration 
The world economic crisis has assummed unparal­

leled dimensions, as demonstrated by the growing im­
balance in international payments,  substantial decelera­
tion in  world economic activity and growth, sharp 
deterioration in the terms of trade of many developing 
countries, high levels of unemployment, underemploy­
ment and inflation, growing burdens of  external indebt­
edness of developing countries, and insecurity and 
insufficiency of food supplies. In  light of this  grave 
situation and its underlying causes, the response of  the 
developed countries has been most disappointing, par­
ticularly with regard to the provi sion of official devel­
opment assistance and grossly inadequate levels of  
transfer of real resources to  developing countries, the 
serious hindrances p laced on the free access to the 
requisite technologies, and growing protectionism . . . .  

They noted that in  the negotiations on economic 
issues, a few economical ly powerful countries had been 
successful in impeding progress toward the achievement 
of a new international economic order through a re­
structuring of internationa l  economic relations . . . .  

The ministers noted with sati sfaction that on  the 
other hand, a large number of  developed countries have 
realized the inevitability of interdependence and were 
wil l ing to consider the changes implied in giving prac­
tical shape to the concept of interdependence. They 
urged these countries to intensify their efforts to con­
vince their partners to recognize the long-term commu­
nity of interests of the developed and developing coun­
tries alike, which would contribute to a real restructur­
ing of international economic relations .  They appealed 
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to those developed countries which are intransigent and 
continue to resist the necessary changes in  international 
economic relations to realize that the raising of the 
standards of living of peoples of  the developing coun­
tries would be of international  mutual benefit, and 
would contribute to the raising of global  economic 
activity . They warned that world peace and security 
were increasingly endangered by the continuing and 
widening economic gap between the developed and 
developing countries . . . .  

Money and Finance 
The ministers noted with concern the continued 

absence of  a viable international  monetary system, 
which constitutes one of the most critical aspects of 
world economy . . . .  The structure of the international 
monetary system, through its inj ustices and lack of 
adaptabil ity ,  saddles developing countries with a dis­
proportionate share of adjustment costs . These adverse 
effects are aggravated and perpetuated by the strict 
conditional ities built into the rules of the I M F  and 
other financial institutions ,  which are  often unsuited to 
the particular needs for adj ustment assistance to devel­
oping countries . . . .  

They expressed the view that a new, rational equit­
ab le and universal international monetary system 
should be consistent with the l i quidity and development 
needs of the developing countries . . . .  The ministers 
strongly recommended the institution by the developed 
countries of an interest-subsidy scheme as a method to 
link the availability of funds at market terms with the 
requirements of developing countries for funds on con­
cessionary terms . . . .  They noted that the existing finan­
cial institutions took little account of  the aims and 
interests of developing countries , and that, on  the 
contrary ,  the pol icies and practices of these i nstitutions 
often had an adverse affect as far as the developing 
countries' priorities and interests were concerned . . . .  

Science and Technology 
The ministers expressed their concern over the in­

creasing phenomenon of technology monopolization  by 
the developed countries . They stressed the fact that the 
developed countries should intensify their scientific and 
technological cooperation ,  and stressed as well their 
cooperation with a view to breaking the barrier of 
monopoly imposed by the industrial ized states . In this 
connection they reaffirmed that the unrestricted access 
of the developing countries to technology, particularly 
advanced technology, and the improvement of condi­
tions for its acquisition were indispensable for acceler­
ating the development of the developing countries by 
means of substantial changes in  the international  pro­
cess for the transfer of technology . . . .  
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Middle East Report by Robert Dreyfuss 

Behind Dayan's outrageous demand 

Paralysis of Israel's Labour Party,  and an opening for an 

'emergency ' government,  are part ofhis ploy. 

As Israel moves toward its na­
tional elections June 30, former 
Foreign Minister Moshe Dayan 
has issued a po litical u ltimatum 
that could potential ly throw the 
country into a dangerous institu­
tional crisis in  the months ahead . 

Dayan has suddenly begun in­
sisting that he be designated by La­
bour Party prime ministerial candi­
date Shimon Peres as the man who 
wil l  be responsible for al l  negotia­
tions with the Arab states and for 
daily administration of the occu­
pied West Bank i f, as expected, La­
bour tri umphs in  the June elections .  
Dayan has  also demanded that La­
bour shelve its support for territori­
al compromise on the West Bank 
and instead give him the authority 
to unilaterally declare "autonomy" 
for the Palestinians on the West 
Bank and Gaza as enunciated by 
the Egypt-I s rael Camp David ac­
cords . 

Taken literally, Dayan's  de­
mand is so outrageous that it can­
not be regarded as serious in  and of 
itself, and not only because Dayan 
is suffering from terminal cancer. 
Were Peres to agree to the demand,  
he would trigger howls of  protest 
from Labour' s  activists, who re­
gard Dayan as a renegade for hav­
ing broken from Labour to join  the 
Likud government of Menachem 
Begin in 1 977 .  To this day, Dayan is 
not even a mem ber of Labour !  

This anti -Dayan mood i n  La­
bour underscores the fact that Day-
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an is much more popular among 
American Jews and among the An­
g lo-American press corps than he is  
among Israel ' s  citizens .  

Furthermore, were Peres to 
agree to Dayan' s  ultimatum, he 
would be agreeing to establish a co­
premiership set up in I s rael, in vio­
l ation of  all the norms and regula­
tions of  Israel ' s  present govern­
mental system . 

I f it can be concluded , then, that 
Dayan ' s  demand is  hardly serious 
by itself, it must also be pointed out 
that Dayan is motivated by more 
than what Israelis call chutzpah (or 
what Americans would call "gall" ) .  
The actual intent behind Dayan's  
ultimatum ploy is  to precipitate a 
constitutional crisis, thereby fulfil l­
ing his longstanding goal of  replac­
ing Israel ' s  democratic system with 
the strongman rule of an "emer­
gency government" composed of 
generals and military i ntelligence 
professionals .  

Such a system could be Dayan ' s  
last will and  testament for Israel . 

The way this crisis would unfold 
is  the following. 

According to highly placed 
sources , Dayan has threatened to 
form a new party if Peres does not 
meet his  ultimatum . This  party, 
either an entirely i ndependent "Na­
tional Emergency List" or  a coali­
t ion in alliance with the Rafi group­
ing of recently resigned Finance 
Minister Yigal H urvitz, would have 
as its only raison d'etre the siphon-

ing off of 10 to 1 5  seats in  Israel ' s  
Knesset from Labour.  

This would be enough to de­
p rive Labour of i ts majority, and 
possibly to create a complete vac­
uum of power in  I srael .  

Then, Dayan would be in  the 
power-broker position to either 
dictate policy terms to Labour, j oin 
in an al l iance with the unpopular 
Likud of Begin , or force into being 
some kind of anticonstitutional so­
lution to the impasse . 

The vast majority of  the I sraeli 
population,  which recalls with bit­
terness the fact that Begin was pro­
pelled to power because Labour 
was undercut in  1 977  by the syn­
thetic Democratic Movement for 
Change group , which has no con­
stituency among I sraeli citizens ,  in 
i s  antagonistic to Dayan ' s  efforts. 

He is counting on  enough bank­
roll ing from Anglo-American fin­
anciers abroad and on internal sup­
port from an entrenched British­
connected faction of m ilitary and 
intelligence "old boys" to make his 
operation a success . 

What many I srael is  think of  
Dayan's antics was  indicated in a 
commentary i n  the Feb . 1 3  Jerusa­
lem Post,  entit led "Cynicism in the 
Supermarket . " 

"While we have not yet reached 
the stage of having assorted banjo 
players , pop tunesters and basket­
bal l  heroes run for pol itical office," 
Post columnist Yosef Goell com­
mented, "the election campaign for 
the Tenth Knesset is already 
marked by the appearance o f a  can­
didate whose main p urpose is to 
play the role of spoiler . "  

Stressing Dayan's  "history of  
inconstancy ,"  Goell labeled Day­
an's  latest moves against the La­
bour Party "an example of political 
cynicism at its worst . "  
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DatelineMexico by Josefina Menendez 

Another U.S.-Mexico summit in April 

Lopez Portillo 's government  has reaffirmed economic 

development as the basis for foreign policy.  

This week the White H ouse and 
the Mexican foreign relations Min­
istry announced that Presidents 
Ronald Reagan and Jose Lopez 
Portil lo  wil l  meet April 27-28 on the 
island of Coronado near San Die­
go, California and Tij uana, Mexi­
co . As agreed upon by both presi­
dents during their fi rst very success­
ful meeting Jan .  5 ,  the Coronado 
meeting wil l  focus not only on bi­
lateral issues but on an exchange of 
views and coordination in  areas of 
international concern such as the 
unstable situation in the Caribbe­
an-Central American region 

Although it is sti l l  not clear 
what the two governments have in 
mind as concrete solutions  to the 
major  bilateral issues, in  recent 
days the Lopez Porti l lo  govern­
ment has moved strongly to re­
launch foreign policy initiatives 
based on economic development 
deals .  This is good news for the al l­
important oi l -far-technology 
framework that will make or break 
the prospects for improved rela­
tions . 

Lopez Porti l lo himself made 
this point the lead theme of  his 
speech at the "Meeting of the Re­
public" on Feb. 5, one of  the most 
important occasions on the Mexi­
can political calendar .  

"We have broken the shel l  of 
our defensive self-determination,  
that effort to impede penetration or 
influence by others on us ," declared 
the president .  The speech was 
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widely regarded here as a snap at 
radicals who have consistently op­
posed the oi l -far-technology export 
policy. M uch of the left has at­
tempted to portray the decis ion to 
rapidly develop oi l  as a "sel lout". 

Insiders here also stressed the 
significance of Lopez Porti l lo ' s  se­
lection of Pemex director Jorge 
Diaz Serrano to give the keynote 
address at the Feb . 5 conclave. 
Apart from the various implica­
tions of the decision in a presiden­
tial selection year (which I men­
tioned last week), i t  was first and 
foremost a strong reassertio n  of the 
role of oil po licy as the cornerstone 
of  Mexico's industrialization .  

These actions broke a period of  
many  months in  which government 
figures had appeared increasingly 
defensive on oil development poli­
cy . The Energy Program prepared 
under the guidance of Industry 
Minister De Oteyza and released 
last November, in fact called for an 
absolute cei l ing on oi l  exports of 1 . 5 
mi l l ion barrels per day from now 
unti l  1 990. 

The president 's  emphasis on 
Feb .  5 ,  while not an explicit repu­
diation of  the De Oteyza cei l ing, 
nevertheless pointed in a different 
di rection .  And as everyone knows, 
the question of  whether the ceil ing 
sticks beyond the next year cannot 
be set by the current administration 
in any case. 

There are a number of col lateral 
indications of the resurgence of  an 

active oi l -far-development po licy 
that bear watching .  

D e  Oteyza was in  France this 
week to conclude a broad range of 
deals with the Giscard government, 
al l negotiated over the past two 
years in an explicit oi l -far-technol­
ogy framework .  France currently 
receives 1 00,000 bpd from Mexico . 

At the same time, there' s been 
exceptional activity in relation to 
the rest of Latin America . Some 
sources here have told EI R that 
Mexico sees its homegrown oil 
technology-the most advanced of 
the Third World-as a means of 
shouldering some of  the Seven Sis­
ters' clout in  the region .  

At a meeting of the Latin Amer­
ican Organization for Energy De­
velopment (OLA D E) in Quito last 
week Mexico won approval for a 
proposal to centralize and speed up 
the transfer of  advanced energy 
technologies and know-how 
throughout the continent .  Part of 
this wi l l  be a new fund to finance 
R& D .  Mexico ' s  own contributions 
in these areas are wel l  known.  

The Mexican oi l  technology 
deal with Cuba last month , which 
has been misrepresented in some 
sections of  the U . S .  press as an 
attempt to make an end run around 
the U . S .  trade embargo of the is­
land,  is actually part of the same 
Mexican strategy . 

And it should be noted that Lo­
pez Porti l lo  personal ly gave the 
wrap-up talk to a Feb . 8- 1 1  gather­
ing of al l  Mexico's ambassadors in 
the Central American and Carib­
bean region .  His theme: Mexico' s 
economic role in the region­
though o ur sources indicate that he 
was not able to fully quash Foreign 
Minister Castaneda' s  maneuver­
ings to pull Mexico behind El Sal­
vador's left insurgents .  
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International Intelligence 

Sadat calls for Palestine 
government-in-exile 

Egyptian President Anwar Sadat this 
week renewed his call for the Palestinians 
to form a government-in-exile. Sadat 
made the call days after a tour of  Europe 
and consultations with French President 
Valery Giscard d' Estaing. 

Sadat stressed that the government­
in-exile need not be headed by the leader 
of the Palestine Liberation Organization,  
Yasser Arafat, nor necessarily even be 
dominated by the PLO. He  noted that 
both Syria and the Soviet Union had 
gained too much control over the PLO. 
" I  have no right to exclude or include 
Arafat. This is the right of the Palestin­
ians. But Arafat is a compromise leader, 
not a leader to decide and take the cause 
of the Palestinians in his hands." Sadat 
pledged to use his influence to "relieve 
the Palestinians from the pressures from 
Damascus, [Syria]  and the Soviet 
Union." 

During Sadat 's  address to the Euro­
pean Parliament in Strasbourg, France 
last week,  he called upon that body to use 
its influence to achieve m utual recogni­
tion of  Israel and the Palestinians.  

Deployment force 
sparks Gulf radicalism 

On the eve of the first mi litary exercises 
between the tiny Sultanate of  Oman and 
the American Rapid Deployment Force 
(RDF),  Oman's  neighbor South Yemen 
has reacted with a threat to launch a wave 
of  terror against Oman. 

Ali  Nasser M ohammed, the president 
of  the M arxist regime in South Yemen , 
warned last week that he would restart 
the guerri l la rebell ion in the Dhofar 
province of  Oman if Oman went ahead 
with the excerci ses. 

According to the Washington oil an­
alyst Melvin Conant, the drive by Secre­
tary of State Alexander Haig to force 
U.S .  mil itary presence into the M ideast 
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wil l  trigger a wave of  anti-American 
extremism. 

These R D F  exercises are the first with 
a nation on the Arabian peninsula bor­
dering Saudi Arabia. 

A number of radical Arab groups 
with ties to British intel ligence and the 
Soviet KGB have recently echoed the 
warnings of  So uth Yemen , in  what M id­
east analysts see as a dangerous escala­
tion that could  threaten the flow of oil 
exports. 

Japan blasts Soviets, 
Haig pleased 

The Japanese government of Zenko Su­
zuki has launched a series of television 
commercials attacking the Soviet U nion 
over the "Northern Territories" dispute 
between the two countries, while com­
plaining of  insufficient popular enthusi­
asm for their anti-Soviet campaign. 

The government has also blocked at­
tempts to resume cooperation with the 
U.S .S . R. on Siberian energy develop­
ment, despite earlier promises to do so. 
The development proj ect was stalled 
when Japan yielded to U.S. pressure for 
an embargo against Russia following the 
Afghanistan invasion. 

Japan i s  currently the on ly in dustria l­
ized nation that is coordinating its anti­
Soviet campaign with the U.S .  State De­
partment's "all terrorism comes from 
Russia" operation. 

The J apanese foreign min istry leaked 
to the press that their Soviet policy is 
currently in  direct coordination with Sec­
retary of State Alexander H aig, and ex­
pressed "ful l  support for Reagan's  tough 
po licy" and "its "security-first" Asian 
pol icy. " 

State Department sources indicated 
their pleasure to EfR with Japan ' s  new 
turn. " Business pressures to resume trade 
with the U.S .S .R .  wil l  not affect the gov­
ernment position. Japan is  going along 
with the U .S . ,  not Europe, on this ques­
tion ,"  said a source. 

Soviet response was harsh and swift. 
General Kiriyan told Japan ' s  Kyodo 

wires, in an unprecedented statement 
that " I f  Japan tries to settle the issue by 
force, we have to respond. It would nat­
urally lead to war, which would be un­
necessary and dangerous for Japan." 

Iraq starts new 
offensive against Iran 

I raqi President Saddam H ussein declared 
last week that his country will escalate its 
war against the outlaw regime of Iran's  
Ayatol lah Khomeini .  Fol lowing a visit 
to the front lines in western Iran, Hussein 
revealed that fresh I raqi troops are pres­
ently being deployed to the war zone. 

Sources report that the Soviet U nion 
has begun resupplying Iraq with arms 
for its heightened offensive, dispell ing 
rumors that Soviet arms shipments had 
stopped. I n  this  l ight, H ussein this week 
stated, "we now have more tan ks, planes, 
and guns than we had at the start of  the 
war. " 

H ussein warned Iran that Iraqi forces 
are prepared to overrun more I ranian 
cit ies in the western provinces to force 
Khomeini  to "kneel and plead for 
peace. " 

Concomitant with reports of new So­
viet arms shipments the Soviet daily Iz­
vestia this week broke the Soviet Union's  
si lence on the Gulf  war and,  for the first 
time, leveled harsh criticism of K ho­
meini. Izvestia attacked the ayatol lah's  
poor economic management of  I ran and 
his  ongoing repression of  minorities. 

French nuke enrichment 
unveiled in Mexico 

Bernard Jampins ,  representing the 
French Atomic Energy Commission to 
the Third N uclear Conference of the Pa­
cific Rim Countries which took place in 
Acapulco, Mexico last week , announced 
that France is in  the process of  develop­
ing a new chemical enrichment process 
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for uranium that wil l  make any future 
embargo on enriched uranium impossi­
ble .  " I f  someday a country suffers an 
embargo on enriched uran ium, it can 
calmly go to 'the store next door' and 
strike another enrichment deal ,"  Jampins 
told the participants. He  added that, with 
French technology, a nuclear plant can 
be built in only six years. 

The French government is ready and 
wi l l ing to transfer nuclear technology to 
Mexico "without blackmai l  o f  any 
kind," Jampins repeated several t imes .  

Jampins stressed the importance of  
nuclear energy not  on ly  for France and  
Mexico, bu t  also as the  solution to  the 
energy crisis in the "poorer countries" of 
the Third World .  Nuclear energy is  al­
ready an immediate necessity and wil l  be 
even more urgent in the near future , he 
said .  "There are many poor countries 
which are going to need energy to sur­
vive ."  

Brazilian radical meets 
Poland's Lech Walesa 

Luis Ignacio da Si lva, known as " Lula ," 
a leader of  Brazi l ' s  metalworkers' union,  
recently met with the head of  Poland's  
dissident Solidarnosc, Lech Walesa , as 
part of a move to export economic dis­
ruption to Brazi l .  The meeting was part 
of a tour Lula undertook,  during which 
he conferred with Social Democrats and 
Jesuit-l inked labor leaders from nine Eu­
ropean nations and the U nited States . 

A fter a two-hour meeting, Lula and 
Walesa agreed on the similarity of their 
situations,  and to coordinate acti vities . 
In I taly, Lula met with Pope John Paul 
II ,  who encouraged him to "fol low the 
path of  the Polish workers . "  

The  background of  Brazi l ' s  impend­
ing labor "solidarism" also parallels Po­
land's .  Brazil has embarked on an ambi­
tious industrial development plan with 
Western Europe and Arab nations. Dur­
ing a trip last month to France, Brazi l 's  
President Figueredo signed economic 
deals for approximately $ 1 . 5 bi l l ion .  

Sao Paulo's prestigious dai ly 0 Esta-
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do Siio Paulo commented that Brazi l ' s  
relations with France are  a model for 
North-South cooperation .  

In  the  Un ited States, Lula met  with 
labor leaders from the UAW, the ma­
chinists ,  and the N ational Association of  
Social Workers-all l inked to  the  Social­
ist I nternational 's  recent "Eurosocialism 
and America" conference call for "social 
convulsions' . " 

Indira Gandhi holds rally 
of two million farmers 

In one of the largest m ass rall ies ever held 
in the world, over 2 mi l l ion farmers con­
verged on New Delhi Feb. 1 6  to hear 
Prime Minister Gandhi rebuff Social ist 
International- l inked oppositionists' at­
tempted incitements against her govern­
ment.  

I n  her 40 minute speech , Mrs.  Gandhi 
stressed that "economic development 
should be balanced, with all  sectors of  
society marching forward ,"  as she point­
ed out the important role of industry in 
upgrading and improving agriculture. 
" For example," she stated, " farmers 
need mechanized implements, clothes, 
and fertil izer to increase agricultural pro­
duction and their standard of l iving . "  

Responding t o  charges that the ad­
ministration has placed more emphasis 
on industry and not enough on agricul­
ture, the Indian Prime Minister told the 
huge audience, "how is  it then that our 
agricultural production has increased 
three times, and we have become tota l ly 
self-reliant in food grain production in 
such a short t ime? Nowhere in the world 
has any country,  whatever its ideology, 
succeeded in achieving what India has 
achieved . " 

The rally,  held by Gandhi 's  Congress 
Party ( I ) ,  required special trains and bus­
es to bring the vast number of people to 
the I ndia  Gate lawn where it was held .  
Farmers from nearly every state in Ind ia  
came, pressing in to  service any  transpor­
tation they could ,  even ox-drawn carts . 
The lawn , entirely covered with rally par­
ticipants,  is a mile long.  

Briefly 
• FRENCH M IN ERS, led by the 
Communist- l inked CGT union 
have threatened to str ike over a 
plan by the nationalized coal in­
dustry for shutdowns.  I n  Ger­
many, the UA W-l inked metal­
workers are threatening strikes 
over wage demands.  

• SPANISH police officers have 
resigned en masse in the Basque 
region over an a ffair involving tor­
ture of  an imprisoned member of 
the B asque autonomist organiza­
tion ETA. In addition to the resig­
nation of  some 200 policemen, five 
department chiefs dealing directly 
with security also resigned.  

• LE FIGARO columnist Paul  
M arie de la  Gorce denounced Eu­
rosocialist Anthony Wedgwood 
Benn as a disciple of  Nazi Finance 
Minister Hjalmar Schacht, Feb . 
1 2 .  Benn m ay pose as a peacenik ,  
but ,  sa id  the  French j ournalist ,  
"what i s  the economic logic pro­
posed by Wedgwood Benn?" He 
concluded, "This policy was [the 
same] in  the old days of  Dr. 
Schacht in  Germany after 1 9 3 3 . "  

• PRINCE SIHANOUK, former 
ruler of  Cambodia, has been per­
suaded by his Chinese masters to 
join the "united front" of  the oust­
ed Pol Pot regime .  The "clown 
Prince" has expediently forgiven 
the m urder of some of  his own 
children in  Pol Pot's death camps.  

• ROME POLICE arrested two 
prominent lawyers and a left-wing 
newspaper editor on charges of 
propagandizing for the Red Bri­
gades terrorist organization  on 
Feb . 1 3 . Warrants have been is­
sued for other suspects, but the 
names have been withheld until the 
arrests are carried out .  

• ORTIZ MENDOZA, spokes­
man for M exico 's  Popular Social­
ist Party , angri ly denied rumors of  
an al l iance between h i s  group and 
the M exican Communist Party . 
They are, he said "penetrated by 
Trotskyism and homosexual ity ."  
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Stockman builds political 
scaffold for Reagan 
by David Goldman 

President Reagan's  Feb . 1 9  budget message to Congress 
is a well-crafted political trap . On paper the budget 
reduction program is indistinguishable from the Apri l  
1 979 program of Brit ish Prime Minister M argaret 
Thatcher, and wil l  have the same murderous conse­
quences for the traditional  supports for the U . S .  econ o­
my that the Thatcher program did in the U . K .  But the 
short-term significance of the President's gigantic, 
avoidable b lunder is to give the "British" faction in  his 
administration the chance to break him on the anvil of  
opposition in the Democratic-control led House of Rep­
resentatives. 

Under the implied scenario ,  Federal Reserve Chair­
man Paul Volcker wil l  become de facto economic czar, 
preempting the negotiations of  the executive and legis­
lative branches of government through "independent" 
use of monetary policy .  The President' s worst error was 
to recognize the Fed as a virtual fourth branch of  govern­
ment: 

"Now we fully recognize the independence of the 
Federal  Reserve System and wil l  do nothing to interfere 
with or undermine that independence. We will consult 
regularly with the Federal Reserve Board on al l  aspects 
of our economic program and will vigorously p ursue 
budget po licies that wil l  make their job easier in  reducing 
monetary growth . "  

The bottom line of this concession i s  $ 3 0  bi l l ion of  
budgetary red ink .  Volcker' s current monetary stance 
implies interest costs on the nearly $ 1  tril l ion national 
debt of more than $20 bi l l ion per annum in excess of the 
previous year's-and considerably more than that, com-
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pared to debt service fo l lowing the r ight kind of  mone­
tary stabilization .  Additional depressio n-related costs, 
including mostly social insurance items, bring the total 
cost of  capitulation to the Federal Reserve to over $30 
bi l l ion .  

Stockman's  axe  fel l  most heavily on the capital­
improvement features of the federal budget, i . e . ,  the 
portions of  federal spending which most contribute to 
future economic growth and productivity . Worst hit  are 
energy R&D,  the space program, agriculture, inland 
transport, and infrastructure general ly .  

The cuts include: 

• A 20 percent reduction  in  highway building; 
• A 33 percent reduction in airport construction ;  
• A 20 percent cut  in water proj ects (from the already 

truncated level Carter had proposed); 
• An initial 6 percent cut in the National Aeronautics 

and Space Administration budget, becoming (under the 
projections) a worse than 50 percent after-inflation cut 
by 1 985 ;  

• A 30 percent, or $2 . 1  bi l l ion,  reduction  in Exim­
bank authorizations for the next two fiscal years, endan­
gering about 1 00,000 industrial j obs; 

• A $ 1 00 mil l ion reduction in Farmers Home Ad­
ministration loans, which wi l l  accelerate the more than 
1 ,000 per week rate of farm abandonments; 

• A 64 percent reduction in price supports for the 
dairy industry, undermining the one agriculture sector 
where parity price supports have succeeded in maintain­
ing relatively stable prices; 
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• $2 bil l ion in "users' fees" for the use of federally 
built inland waterways and airports, raising the cost o f  
inland transport-against every principle of  i ndustrial 
economics . 

On the positive side of the ledger, the Reagan pro­
gram does, in  fact, throw out substantial waste, including 
$500 mil l ion in synthetic fuel grants ;  60 percent of  Car­
ter 's proposed $583 mill ion in solar energy subsidies , and 
virtually the entire array of "soft energy" programs 
offered by the Carter Department of  Energy,  including 
small hydro-electric plants ,  conservation and environ­
mental studies, "gasohol" subsidies, and geothermal 
energy . 

However, the net result of Reagan ' s  cuts in the capital 
account of the Federal budget is  disastrous .  The one area 
that has not yet been specified is the high-technology 
energy research and development program .  Energy Sec­
retary Edwards cancelled a Feb . 19 press conference 
because the budget allocations for these programs were 
stil l under negotiation . 

Contrast this to the budget crisis program which the 
great French economist Jacques Rueff prepared for Pres­
ident de Gaulle of France at the peak of the 1 958  national 
crisis, in the midst of a budget and currency disaster 
several t imes worse than anything Reagan faces .  Rueff 
managed to increase capital-account investment by 28 
percent in real  terms in a s ingle budget year ,  by convinc­
ing the French nation to finance a deficit arising fro m  
spending o n  behalf of greater industrial productivity . 

The combination of high interest rates and truncated 
federal support for the traditional  means of  improving 
heavy-industry productivity-of which the in land-trans­
port users' fees are the m ost egregious-wi l l  ruin Amer­
ican heavy industry .  Last November, former German 
Bundesbank President Otmar Emminger warned that 
American industry could not survive six months at the 
then- and sti l l-prevail ing interest rate leve l .  I ndustrial 
construction ,  auto , steel ,  housing, and other basic i ndus­
tries wil l  not be able to use the accelerated depreciation 
tax breaks offered by the President ,  for the simple reason 
that they wil l  not be able to obtain the capital for 
investment purposes in the fi rst pl ace ! 

In itself, the Reagan tax program's  1 0-5-3  ( l O-year 
depreciation schedules for structures, 5-year depreciation 
for equipment, and 3 for vehicles) formula is crude, but 
more effective than the frankly Benthamite approach of 
the "supply-side" Kemp-Roth bil l .  The latter bil l  as­
sumes that the combination of lower marginal  tax rates 
and tight money will magically increase producers' wi l l  
to produce, and generate more wealth out  of the sharp­
ened motivation to earn more. In  fact, s ince the supply­
side program assumes the el imination of  new credit 
generation, it means that those industries with high cash 
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flow, o r  advantageous relative price posit ions,  take the 
entire cake. 

Nonetheless, Reagan ' s  departure from the doctri­
naire supply-side tax formula is  more than outweighed 
by the composition of  budget cuts. The industries who 
will enjoy the benefits of the depreciation plan include 
mi litary producers, electronics,  telecommunications ,  and 
business equipment . The industries who wil l  not include 
auto, steel ,  chemicals,  rubber, and construction .  

The first b lasts of  oppositon t o  the Reagan plan came 
from the Feb.  1 8  meeting of  the A F L-CIO's  executive 
board, and from the House and Senate Democratic 
leadership . The A F L-CIO cited the expected cuts in 
social programs and warned that it  would "do battle" 
with the administration over income-support reductions .  
H ouse Speaker Tip O'Nei l l  said to reporters , meanwhile, 
"You bet there are inequities ,"  while Democratic Senate 
leader Robert Byrd warned of an alternate tax package. 

The budget ' s  income-maintenance cuts powerfu l ly 
affect some of the strongest, and worst-aggrieved, con­
stituencies in the country . The $ 1  bi l l ion per year in  
trade-adj ustment assistance Reagan proposes to el imi­
nate forthwith is now an indispensable source of income 
to 300,000 unemployed auto workers, whose supplemen­
tal unemployment benefits and regular unemployment 
insurance benefits are now running o ut after a year of  
unemployment.  M ost of  these unemployed auto workers 
responded to the President ' s  frank and direct appeal 
during the campaign, and voted for h im .  Now over 1 0  
percent of  the population of  the State of  M ichigan i s  on 
welfare-one of  the m ost industrialized states in  the 
nation reduced to the demographic condition of  New 
York City ! The trade-adjustment assistance cuts would 
mean brutal hardship for the layer o f  the workforce with 
the biggest set of grievances against Carter economic 
policy . The leadership of  the United Autoworkers 
Union ,  meanwhile, is committed to the Second Interna­
tional strategy to destabilize the Reagan admin istration .  

In  addit ion,  the  $4 bi l l ion the  administration propos­
es to save by phasing out the Comprehensive Employ­
ment and Training Act promises to induce several 
hundred thousand layoffs in cities a lready operating at 
the edge of  budgetary disaster (see Economics on the 
Boston situation) .  The C ETA program itself is ,  undeni­
ably, one of  the worst-designed and most wastefu l  pro­
grams in the budget, but it  provides a prop for a section 
o f  the economy that cannot afford to lose it at this point .  

These legitimate grievances, and those of  farm and 
other constituencies threatened by the Stockman cuts, 
will make the deliberations on  the Democratic House 
side of  Congress murderous .  Reagan faces, rather than 
the swift action he wants, protracted trench warfare 
admidst a worsening depression-the worst of all possi­
ble political worlds .  
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Science & Technology 

Princeton's Gottlieb honored for 
'impossible' fusion gains 

by Vin Berg 

Three generations of fusion scientists, and over 3 50 
supporters of the U . S .  fusion research program, gathered 
at a New York hotel banquet Feb. 6 to honor Dr. M elvin 
Gottlieb, the retiring head of  the Princeton Plasma Phys­
ics Laboratory .  All of the participants,  n uclear industry 
representatives, fusion scientists, labor leaders, Depart­
ment of Energy officials, In ternational  Atomic Energy 
Agency spokesmen , legislators, and corporate officials ,  
had a po litical purpose in  being there. 

Dr.  Gottl ieb has spent 25  years in  the fusion-research 
effort, from a time when almost everybody thought 
fusion energy an impossibil ity, through the last few years 
of  stunning scientific breakthroughs, leaving no doubt 
that this power source of the stars can be harnessed by 
man . Under his leadership, the fusion program at Prince­
ton achieved a 60 mil l ion degree temperature in a device 
called the tokamak-high enough to ignite fusion reac­
tions, and much hotter than the sun .  

By honoring Gottl ieb, who Fusion Energy Founda­
tion director Dr. M orris Levitt called "an authentic 
American hero ,"  the assembly was making a kind of 
political announcement .  No  environmentalists ,  no media 
misinformation,  and no budget cutters will be al lowed to 
get in  the way of  fusion-energy development .  

"This banquet is but a smal l  part of  what the Fusion 
Energy Foundation has done," said Dr .  Gottlieb . The 
New York-based foundation,  sponsor of the dinner,  i s  
on ly  s ix  years o ld ,  but al ready the  largest nonprofessional 
scientific organization in the country with 1 5 ,000 mem­
bers . "The FEF did a simply magnificent job providing 
support to get Congress to enact M ike M cCormack ' s  
fusion-energy legislation . The  FEF has  provided real 
leadership in educating the public, Congress, and scien­
tists in other discipl i nes about fusion ."  

Dr .  Levitt asserted : "This banquet represents the 
kind of political muscle we need to ensure that we turn 
the mandate of  the 1 980 fusion legislation-a prototype 
fusion reactor by the year 2000-into a reality . "  

The banquet itself represented only a cross-section  o f  
the "pol itical muscle" to which Dr.  Levitt referred . At 
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one point, he read more than a dozen telegrams of 
support from congressmen, senators, and others unable 
to attend .  Former Rep . Mike M cCormack,  the in itiator 
of the Magnetic Fusion Energy Engineering Act of 1 980, 
which Dr .  Gottlieb called "a turning point in  history ,"  
wird the fol lowing message: " Even as you read th i s ,  we 
are  entering upon a new struggle to obtain recognition 
of the importance of  ful l  funding for the program . Any 
suggestion that the federal budget be cut below $525 
mi l l ion for fiscal 1 982  m ust be met with overwhelming 
pressure from al l  walks of  American l ife ,  with the result 
that the administration and the Congress wil l  acknowl­
edge the broad base of  public support for moving for­
ward agressively with our magnetic fusion engineering 
and development program and with the po litica l neces­
s ity of funding it at appropriate levels . "  

W h y  fusion? 
Fusion energy results from fusing, rather than as in 

fission,  splitting, the nuclei of  atoms .  Stars amount to 
large fusion reactors,  coll iding and fusing hydrogen 
atoms through gravitational  force; scientists on earth 
use the implosive force of  lasers or other high-power 
beams or magnetic fields to initiate the same process in 
the laboratory .  Thanks to breakthroughs in heating and 
controll ing p lasmas,  the hot gases in which fusion 
reactions occur, at Princeton and el sewhere, a fusion 
reactor can be put into operation within the next two 
decades-the goal of the McCormack bi l l .  

What wi l l  that  mean for energy? One gal lon of 
ordinary water, fus ion's  fuel ,  can produce energy equiv­
alent to 300 gal lons of gasol ine .  The fusion process 
itself can be used to break materials down into their 
basic elements, which can be recombined to produce 
desired new material s .  Obviously,  the promise of fusion 
energy total ly redefines mankind 's  future, and the cur­
rent energy pol icy debate . No wonder that hundreds of 
people gathered to honor Dr. Gottlieb . 

A sense of the long years of effort that brought us to 
the verge of the fusion era was given by Dr. Robert 
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Moon, an official of the Fusion Energy Foundation 
who was Dr.  Gottlieb ' s  col lege physics teacher at the 
University of Chicago . M oon related vignettes of  Chi­
cago's  first cyclotron during the 1 930s ,  when , lacking 

the $2000 to put the magnet together, the scientists 
constructed it by hand.  

"The journals of  that t ime were al ready lamenting 
that by the end of the century the U . S .  would run 
out of l iquid fuel and be wondering what to do about 
it ," he reported.  "Melvin Gottlieb has demonstrated 
that we're ready for fusion energy . . .  , In heating a 
plasma to mil l ions of degrees,  he asked what it would 
do . . . .  I t  set  the world on fire,  and gave us great hope . "  

Dr .  Will iam Ell is ,  head of the  DOE' s  mirror-device 
research , emphasized Gottlieb' s  "work in the t renches ,"  
h i s  "political wil l" to get the  job done  when fusion 
energy's  promise was unrecognized , or  being sup­
pressed.  Even at the time of Princeton ' s  August 1 978  
temperature breakthrough, Dr .  Gottlieb and h i s  col­
leagues received praise from the international  com m u­
nity, but had to contend with the derogatory statements 
of then Energy Secretary James R. Schlesinger, whose 
arguments for "energy conservation" lost even the 
sem blance of  credibi lity in l ight of fusion progress . 

Fusion's future 
Earlier than afternoon,  Dr. Gottlieb was interviewed 

by the press at the FEF's  New York offices . New York 

Times science editor Walter Sul livan asked: " How can 
the fusion program cut its budget? The space 
program-to use the Gali leo Mission,  for example­
took one thing and dropped it to meet their 1 0  percent 
cut. I s  the fusion program amenable to this sort of 
thing?" 

Gottlieb said no. "You could decide to narrow the 
efforts. I n  my view, this would be extremely premature 
and would represent a diversion . One could say that the 
system that is furthest ahead,  the tokamak, should be 
the focus-' let' s put a l l  our eggs in  that basket . '  But the 
tokamak is not ready to receive those eggs . We' re not  
ready for such a step . I t  would be a serious error ."  

Alternatively ,  Dr .  Gottlieb continued, "you could 
s imply insert delay in the program . . . .  One would do 
all the things al ready under way . . .  but slower . That 
would also have a very serious effect on the program ."  

Any  delay, he indicated, would result in  a significant 
loss of  scientific manpower . "We have many people, 
very good and wel l-trained people . I have seen this 
develop over the years .  They are now ful ly engaged, and 
we have begun to engage industry as wel l .  The people 
in industry have their own skil ls .  But those skil ls must 
be, shall we say, fi ne-tuned . I t  takes a period of training 
before these people are indeed useful ,  as they now are.  
To disengage them at the present  time would dissipate 
those efforts that have already been made. These trained 
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people would move to other activities .  They would no 
longer be avai lable ."  

The physicist emphasized that now i s  the time for 
"the effort required to get into technology . "  "Certainly 
there are many things required for a successful  fusion 
reactor .  One among them is ,  of course, the physical 
aspect of being able to heat a gas to a high enough 
temperature and keep heat losses to a sufficiently low 
level . . . .  But it alone doesn' t  bui ld you a power reactor 
. . .  to that m ust be added a great deal of  work on the 
engineering and technological aspects . . .  before you 
have a practical reactor .  We are j ust gett ing into that 
phase," and can afford no funding cuts. "This is  a field 
in  which the technology and  the science are so interde­
pendent that they must be developed together . "  

"There are substantial improvements that c a n  be 
made in the tokamak,  many modifications that might in  
the end prove simpler, cheaper, or  more rel iable .  And 
there are different approaches l ike the mirror, or hybrids 
between the two-for examp le ,  the Elmo Bumpy Torus, 
which is a sequence of mirrors arranged around a ring. 
These take time to work out. And unfortunately , this 
research is not cheap . "  

The  New York Times editor asked him how he  
thought the fusion program would fare under the  new 
Reagan administration .  " When one looks for portents ," 
Gottlieb rep lied, " the on ly thing I think one can say is  
that the administration has been speaking favorably 
about the importance of research and applied research . 
From that policy standpoint ,  one would expect a favor­
ab le view to emerge . Of course, the budget p ressures 
are also working, in  the opposite direction . "  

Can i t  b e  done? 
One implicit questio n  was: " I s  fusion really possi­

ble?" Dr. Gottlieb summarized his own thought .  "Ten 
or  1 5  years ago ,  fusion seemed a lmost impossible .  We 
were frustrated . But then, everything started to work, 
probably because of  better control of  the technology at 
the same time that we got  better control over the 
physical ideas.  

"Now, I am sure that it  i s  achievable .  I can' t tell you 
what the costs wi l l  be . . . .  We have to get the costs 
down to where fusion wil l  be competitive. Here, too, I 
have no doubt that it can be done, whereas i n  the past, 
I doubted it .  

"The change I can only describe this way .  Back in 
the beginning,  the theorists were working i n  one place, 
the experimentalists in  another place, and it a lmost 
seemed as i f  they weren' t  even speaking to each 
other . . . .  Now, both are addressing the same points .  
. . .  I t ' s  a sol id science. Now, we can even talk about 

new ideas with confidence . . . .  I t  is as different as day 
and night .  That is  the change of  the last years . I t  made 
a great deal of  difference in my l ife ."  
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Global 2000 pushed 
as 'national security' 

by Lonnie Wolfe 

On cue, the subcommittee on International  Economic 
Policy of the Senate Foreign Relations Committee an­
nounced last week that it would hold hearings later in  
February on the  issues in  the  Global  2000 report .  

Global  2000, prepared by the Carter State Depart­
ment and the White H ouse Counci l  on Environmental 
Quality, recommends that the world population be low­
ered by more than 2 bi l l ion people. I t  is backed by an 
international conspiracy , including members of the V . S .  
State Department-most notably Secretary of  State 
Alexander H aig-and members of  Congress, and assort­
ed environmental and population groups, whose mem­
bers and sponsors include the leading black nobility of 
Europe and its American retinue.  EIR revealed l ast week 
that the conspirators intended to use the Congress as a 
vehicle for brainwashing the American population to 
accept genocide as inevitable and necessary . Senator 
M ac M athias, the subcommittee chairman from Mary­
land, a supporter of  population contro l ,  was specifically 
targeted as a "man who could be used ." 

In  addition ,  the G lobal 2000 backers are counting on 

significant he lp  from Rep . Pau l  McCloskey, who heads 
the Congressional  Environmental Study Group . Mc­
Closkey, a self-professed creature of the prophylactic 
lobby, says that he wants to guarantee wide discussion of 
Giobal 2000-especial ly its population "time bomb ."  

I t  is vital t o  the  success of the Global  2000 effort that 
such d i �;cussion on an international  scale start immedi­
ately,  said Don Lesh, the director of the V . S .  Association 
for the Club of  Rome. Lesh is an interface between 
national  security and State Department networks, in­
cluding circles around H aig and former Secretary of  
State Henry Kissinger who are  coordinating the Global 
2000 push . A former foreign service officer with an area 
specialty in  Russian studies, Lesh worked on the staff of 
the National  Security Council under Henry Kissinger. 
Along with Helmut Sonnenfeldt and Wil l iam Hyland,  
Lesh helped establ ish the NSC's Eastern European op­
erations .  From the NSC,  Lesh was deployed by the same 
black nobi lity networks that run Henry Kissinger into 
the Club of  Rome, the rabid zero-growth organization  
which i s  itself an offshoot of  NATO . 

This begins to trace the Global  2000 document to its 
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actual sponsors and authors . As the Lesh connection 
would indicate, the genocide po licy is in fact a "national 
security doctrine"-a fact confirmed by the direct input 
and support given to the project under the Carter admin­
istration by National Security Adviser Brzezinski . 

Terming population policy a "vital national  security 
question" Lesh described the Global 2000 doctrine. 

"I see the world being saturated population-wise at 
about 8 bi l l ion people. There are already about 4 . 5  bi l l ion 
people. According to several estimates, even if we reach 
6 . 3 5  bi l l ion or a little less by the year 2000, we sti l l  are 
dealing with very serious population momentum . It can­
not be broken by b irth control and s imi lar actions alone.  
That wil l  take time . . .  , I predict that there wil l  be 
population-crisis-caused wars and famine based on re­
source and food  shortages . It is going to be quite messy. 
Hundreds of  mill ions of people wil l  die over the course of 
the next 50 years . We wi l l ,  however, one way or another, 
keep population at the levels projected in Global 2000 ."  

l esh is one of  the  founders of  the  soon-to-be-renamed 
Citizens Committee for Global  2000, an umbrella organ­
ization of  more than 27 environmental and population 
groups which helped put the "arm" on Senator Mathias 
to organize his hearings . 

Lesh said this week that the doctrine of Global 2000 
has its roots in various documents published by the Club 
of Rome, most directly the 1 972 Limits to Growth report 
and the 1 974 book,  Mankind at  a Turning Point .  

Both Lesh and the State Department concur that 
existing programs wil l  keep nearly 2 billion people in the 
Third World from being born by the year 2000 . 

"Our goal must be to do better, to keep more people 
from being born," said Lesh .  "This may anger the Amer­
ican in the Midwest with II kids who thinks that it is his 
right and everyone else' s to have as many children as he 
wants . . . .  Our first goal is to get these people to see that 
we must do this to the Third World or  we will run out of 
resources and their II children wil l  starve and go cold .  
Then, hopefully,  we wil l  get such people to back a 
population pol icy for this country . "  

According to Lesh , any  development of  the  Third 
World "which even suggests a new population explo­
sion" should be ruled out. Limited resources and "envi­
ronmental considerations" make industrial  development 
of the Third World an impossibil ity .  The production of 
cheap energy,  especial ly by nuclear power, is to be ruled 
out .  

"Global  2000 makes an important point ,  that  devel­
opment pol icy can be used as a weapon to keep popula­
tion down ,"  said Lesh . Lesh and his supporters of Global 
2000 bristle at suggestions that this is genocide. "We are 
not talking about ki l l ing anybody, we are talking about 
people who wil l  not be born . . . .  War arises out of  scarce 
resources, not by design . "  
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Interview 

Rep. McCloskey: 
growth means war 
The following are excerpts from a recent interview with 

Rep. Paul McCloskey ( R-Cal. ) made available to EI R .  

Q: Are you fami liar with the Global  2000 document, 
particularly the implementation proposal ,  Global Fu­
ture? 
A: I have not seen the second part of i t ,  but the document 
that was published last fal l  by the Council on Environ­
mental Quality . Our staff of the Environmental Study 
Conference had our fi rst organ izationa l  meeting last 
week, and decided to make i t  a top priority. 

Q: What do you see as Global 2000 issues? 
A: My focal point i s  on the population question and 
tying population growth to the development rate in  a 
way that doesn't  make the two inconsistent in  looking at 
them on a long-range rather than a short-range basi s .  
Th i s  i s  different for each country . When you are trying to  
dispense contraceptives and contraceptive advice, a s  
A I D  tries to spread condoms a l l  over the  world, you have 
to question if  that is a val id  program.  I t  works in  some 
countries;  in other countries the pol i tical system may 
have a lock where you can ' t  sell them over the counter 
without the druggists' getting I percent .  I have the great 
dispensers of prophylactics in  my district, so I know 
about this .  I have the guy who invented the pi l l .  Take the 
country of Egypt, for example, which has 4 percent land 
that i s  arab le-the Aswan Dam may be the biggest 
mistake they ever made. These are Global 2000 issues.  

Q: You are a cosponsor of  a bi l l  with Representative 
Ottinger to give the United States a national population 
policy? 
A: Yes, I was the key, way back in 1 970 when we 
established the first population commission that Laur­
ance Rockefeller later headed, and that went through my 
committee in  the House, the Government Operations 
Committee, and th is  i s  really a fol low-on to that  early 
work in  the population area . 

Q: Do you agree with the concepts embodied in  the 
original Global 2000 report? 
A: I found it valuable as a factual document.  I don ' t  
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ful ly endorse everything . . . .  I personally feel that the 
populat ion explosion in  the world is  possibly as danger­
ous as the nuclear prol iferation .  Of the two of them , Paul 
Ehrlich, who wrote The Population Bomb. has been at the 
center of this type of  thinking . I ' ve gone to two of  the 
international  population conferences , trying to fo l low up 
on the Bucharest Doctrine  of  1 974 .  

And the concept that  a great deal  of this rests on 
women's rights, because so many areas where the popu­
lation is exceeding the development rate is partly because 
the women have no rights to claim anything .  My daugh­
ter, for example,  i s  running the first family planning 
cl inic in  Spain ,  so far as I know, where they've started 
performing vasectomies for the first time. And that runs 
counter to Spain ' s  macho heritage . . . .  

Q: Do you think that there should be an effort by the 
United States, perhaps by the State Department, and 
certainly by the world organizations you're talking 
about,  to steer development toward the proper course? 
A: Now when you say " steer a proper course ,"  i t ' s  l ike 
the professor from Santa Barbara who said,  "Sure, go 
ahead and give al l  the food and health care to India in  
th is  decade, and in  the next  decade , there are going to be 
so many people born because you artificial ly stimulated 
their anticipation of food and health, that people are 
going to starve . "  Those are very tough questions .  And 
they differ from country to country, and there' s no way 
the United States or any world organization can do any 
more than assist another country . . . .  

So it 's fine to ta lk about G lobal  2000 and world goals ,  
but we haven ' t  solved the question of  dealing with the 
Mexican labor question . I t ' s  so delicate because we de­
pend on the Mexicans to do our work,  and they depend 
on us to employ i l legal  M exicans ,  and there's a conspir­
acy of  American business, labor,  and government leaders 
not to enforce the laws .  And if we start ta lking about 
uni lateral U . S .  action ,  quite clearly the M exicans are 
entitled to be consulted.  

The Pope went down to Mexico and told the priests 
to get out of  politics, but the Catholic Church frowns on 
abortion ,  and while you don't consider abortion a tool  
for population l imitation ,  i f  you deny the r ight to abor­
t ion,  you are certain ly enhancing population  growth . No 
goverment can even negotiate on that subject, and yet  i t  
may be the crucial one . . . .  

We're going to have 6 bi l l ion people in the world, 
that is  the incredible fact that the thing is trying to come 
to grips with-and how each country develops or con­
tributes to that population growth, and that populat ion 
growth makes it a potential war-making nation on its  
neighbor because the physical resources don't  measure 
up to the expectations of the n umber of  people .  We have 
the same problem in this country. 
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Rep . Railsback 
discusses House 
antidrug plans 
Thomas Railsback . a Republican from Moline. Illinois. 

will become the ranking Republican on the House Select 

Committee on Narcotics when it is reconstituted within a 

month. The committee. under the chairmanship offormer 

Rep. Lester Wolff ( D-N. Y. ) .  played an important role in 

the fight against drugs. but its mandate expired at the 

beginning of lanuary. Its re-establishment has been hotly 

contested. A s  Representative Railsback indicated in th is 

exclusive interview with EI R 's Barbara Dreyfuss. it will 

probably survive and play a very active part in trying to end 

the drug crisis. 

EIR : I understand that the Select Committee on Narcot­
ics wil l  be reconstituted .  How soon do you expect it to be 
finalized? 
Railsback : I think on the 1 8th of this month, there is a 
l ikelihood that we wi l l  go before the House Rules Com­
mittee to get a rule to take it to the floor of  the House. 
That means in the next month it wi l l  be reconstituted .  
You can ' t  say with absolute certainty because in  the past 
there has been some antipathy to But the prospects are 
good that it will be reconstituted .  

EIR : Who wil l  head the committee? 
Railsback : Probably Leo Zeferetti of New York .  And I 
wi l l  be the ranking Republican .  

EIR : Senator Biden at recent confirmation hearings 
talked about the money flows from the narcotics traffick­
ing.  Wil l  you be looking into this? 
Railsback : I would think that wi l l  be one o f  the areas 
relating to i l licit drugs we will p ursue. There was a 
financial task force of our committee that was investigat­
ing the financing of drug trafficking . One thing I know 
they were very much concerned about was the involve­
ment of some of the banks in Florida and Central Amer­
ica and I think in Panama in particular .  We know the 
drug traffickers are involved with large sums of money 
and oftentimes i t ' s  cash . They have to deposit it, and 
sometimes it 's  poss ib le  to trace the large deposits .  

EIR : What else wil l  you be doing in  the committee? 
Railsback : We're going to be involved in everything 
from trafficking itself to questions of  how you combat 
production of drugs, which gets you into the use of 
paraquat to destroy crops .  I t  gets you into the activities 
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of  various federal agencies of the government.  We wil l  
get into the problem of  l icit drugs as well as drug abuse. 
There have been misuses, excessive prescription of l icit 
drugs especial ly for women . We wil l  get invo lved in the 
issue o f  rehabi litation and treatment .  

But the single most important role we can play is to 
monitor and supervise the activities of  various federal 
agencies that have primary responsibi l i ty for the prob­
lem-that ' s  the DEA,  N I DA,  Customs, and  the  Coast 
Guard. 

EIR : The budget of the 0 EA was severely cut last year, 
the Paris office was closed . Wi l l  you look into this? 
Railsback : Absolutely . One maj or function we are con­
cerned about is the cuts, not on ly in  DEA but also the 
State Department .  M athea Falco ' s  division was cut too . 

EIR : One of the problems in fighting the drug traffick­
ing has been the lack of  coordination among agencies .  
Do you favor some coordinating mechanism such as a 
Director of In tel ligence for Drug Trafficking? 
Railsback : Some of us favor reconstituting or strength­
ening the White H ouse effort in  drug abuse by having a 
high- level person in the White House be invo lved in drug 
abuse. But I ' m  not sure, that's premature. Some of  us 
have written to the new President and his wife .  Appar­
ently Nancy Reagan wants to be involved in the drug 
problem . We discussed in the letter the magnitude of the 
problem and how important it is for the federal govern­
ment to be involved in combating drugs . 

EIR : Do you favor the Percy Amendment prohibiting 
foreign aid funds for the use of paraquat to stop mari­
j uana trafficking? 
Railsback : It has to be reviewed. I t ' s  very controversial .  
Chairman Wolff fel t  strongly about i t ,  he disagreed with 
the Percy amendment . 

EIR : Would you favor a treaty with France, Germany, 
Mexico, I ndia, and the U . S .  to impose economic sanc­
tions  on countries that allow drugs to be grown or 
produced? 
Railsback : I strongly see the need,  and favor making the 
drug fight an international one, and I even favor 
strengthening Interpol .  Countries like Germany are hav­
ing an increasing drug problem with their borders . 

EIR : The Prime M inister of Jamaica, Edward Seaga, 
has cal led for legalizing marij uana .  
R ailsback : I hope he doesn't .  I don' t  know if this was 
di scussed when he met with President Reagan . 

EIR : Would you favor withho lding aid from them? 
Railsback : I think  it's something that we ought to ex­
plore. And I ' m  aware of  his statement on marijuana .  
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Eye on Washington by Richard Cohen 

'Is progress our most 
important product'? 
One of British Prime Minister 
Maggie Thatcher's most trusted 
troubleshooters, personal  secretary 
Michael Ryder, s lipped into Wash­
ington,  D .C .  last week to accept an 
honorary fel lowship in publ ic poli­
cy at the Heritage Foundation .  
Ryder follows in the  footsteps of  
Kemp-Stockman mentor, "supply­
slide" economist Lewis Lehrman,  
who recently joined the board of 
trustees of the same foundation .  

What Ryder, Lehrman , and 
Heritage have in common is  an 
abiding attraction for budget-cut­
ting supercabinet member David 
Stockman. 

Stockman's  black book is now 
known to contain on-budget and 
off-budget reductions which might 
even cause Ryder 's  boss ,  M rs .  
Thatcher, to cringe. Mrs .  Thatcher, 
whose budget-cutting/high inter­
est-rate policy has led to unprece­
dented increases in  unemployment 
and inflation ,  and simi larly re­
markable decreases in productivity, 
hesitated to go after certain areas of 
government expenditure which 
OMB's Stockman currently in­
cludes on his target l ist .  

Stockman's cuts would drasti-
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cal ly curtai l ,  and in some cases 
el iminate, such " Hamiltonian" 
programs as NASA, the National  
Science Foundation research pro­
gram , the fusion energy program,  
and the Export- Import B an k .  Off­
budget cuts in  federally sponsored 
concessionary loans for agricul­
tural and industrial infrastructure 
could force President Reagan to eat 
the words of  one of  h is  earl iest 
sponsors, "progress is  our most im­
portant product . "  

Certain wel l-placed Capitol H i l l  
sources are already scratching their 
heads, reporting that the science­
oriented and infrastructural cuts 
don't make sense from a s imple 
budget-cutting perspective. 

A Senate Democratic budget­
watcher has predicted an  al l-out 
fight on the proposed NASA cuts, 
citing figures that show that for 
every dol lar NASA spends,  there is 
a $ 1 4 spinoff benefit to the real 
economy.  One House Democratic 
source reported that Stockman's  
proposed cuts  in  concessionary 
loans to the Tennessee V al ley Au­
thority would cost the TV A $200 
mil l ion a year . 

I n  addition ,  high-level Repub­
lican Senate sources have indicated 
they will sponsor a move to over­
turn proposed cuts in the Export­
I mport Bank,  citing a s ignificant 
loss in  productive j obs i f  the cuts go 
through . In  fact, several sources 
have expressed total befuddlement, 
wondering how President Reagan 
could sanction cuts that would have 
bankrupted most of his influential 
political supporters i f  they had been 
enacted earlier .  

White H ouse sources have re­
ported for the last several weeks 
that the concern of Reagan and his 
White House intimates has never 
been the necessity for sizable budg­
et cuts, but only how to sel l them to 

Congress and the general popula­
tion ,  prompting even the often si l ly 
White H ouse press corps, which is 
not known for its focus on sub­
stance, to grumble about "govern­
ment by photo-opportunity . "  

Where to  cut was  left up to 
Stockman , and his cuts were only 
countermanded by Reagan ' s  po lit­
ical counselors i f  they were j udged 
to be politically costly .  White 
H o use sources have also reported 
that Stockman's  i ntention  to cut 
science R&D and basic infrastruc­
tural development was given ma­
neuvering room when Reagan ' s  
pol iti cal int imates came up with the 
Carteresque publ ic relations gim­
mick of sel l ing the cuts by making 
them "across the board . "  This 
prompted the President to remark 
privately to Phyll is Schlafly, " With 
regard to this program . . .  i f  misery 
loves company, then everybody 
better love everybody else, because 
we didn't  overlook anyone ."  Then,  
at last  week ' s  fina l  cabinet-meeting 
extravaganza on the budget . Most 
of the meeting was turned over to 
David Stockman . 

Sources close to the administra­
tion continue to report that Reagan 
and his White House advisers con­
sider Federal Reserve Board Chair­
man Pau l  Volcker and his high in­
terest-rate policy a calamity .  Dem­
ocratic sources predict that when 
the budget cuts dust settles in  June,  
there wil l  be a serious move to 
dump Volcker and reform the Fed . 

White House sources are giving 
a late April to June target date for 
forcing Volcker out .  However, 
while Capitol Hi l lers scratch their 
heads and wonder if  the U . S .  econ­
omy can survive the  current heavy 
dose of  Stockman ism added to sev­
eral more months of V olckerism , 
some in Washington wonder i f  they 
sti l l  have the luxury of wondering . 
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congressional Closeup by Barbara Dreyfuss and Susan Kokinda 

I ran coverup brewing 
in Congress? 
The H ouse and Senate Foreign 
Relations Committees opened 
hearings on the U . S .  Iran hostage 
release agreement on Feb . 1 7 , amid 
s igns that a coverup of  the entire 
I ran episode is in  the works . 

Former Secretary of State Ed­
mund M uskie and former Deputy 
Secretary of  State Warren Chris­
topher testi fied in the Senate com­
mittee, where committee Chairman 
Charles Percy (R- I l l . )  announced 
that "with the permission of the 
State Department, I have advised 
my colleagues on the Foreign Re­
lations Committee that the Reagan 
administration intends to fully im­
plement the agreement reached 
with the Carter admin istration and 
the government of Iran and the 
government of  Algeria . "  

Percy's announcement followed 
an early morning meeting, a lso 
attended by Sen . Jesse Helms (R­
N.C. )  and Secretary of  State Alex­
ander Haig at which the adminis­
tration ' s  decision to accept was 
communicated . 

With the sole exception of Cal­
ifornia Republican S .  I .  Hayaka­
wa, the entire committee stuck to 
the administration l ine, and occu­
pied itself with praising the nego­
tiating ski l ls  of  M uskie and Chris­
topher and asking minor questions 
about the implementation of  the 
agreement .  

Capitol Hi l l  insiders had indi­
cated that Helms would signal 
whether the New Right would de­
mand a serious investigation of  the 
entire I ran affair or not. Helms 
told Christopher, " I  think you did 
a splendid job ."  

On ly  Senator H ayakawa at­
tacked the agreement, saying, "I do 
not believe that our honor req uires 
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that we adhere to th i s  dreadful 
and disgraceful agreement with 
terrorists, extortionists ,  and hood­
lums.  . . .  The ful fi l lment of  an 
agreement made under duress does 
not uphold our honor,  but it sig­
nals our utter humiliation . "  H ay­
akawa also drew out the fact that, 
under the agreement,  the Un ited 
States would as act as policeman 
for the hoodlums in  Iran in  helping 
to locate the late Shah ' s  assets . 

Senate hearings continued on 
Feb . 1 8 , with the test imony of  five 
lawyers representing corporations 
holding c la ims against I ran .  While 
there was widespread acknowl­
edgement by lawyers and senators 
al ike  that constitutional  questions  
were at stake, committee members 
indicated their intent to let the 
agreement with Iran ride and al low 
the courts to ult imately decide the 
issue.  

The H ouse Foreign Affairs 
Committee heard from chief nego­
tiator H arold Saunders o n  Feb . 1 7 .  
Chairman Clement Zablocki (0 . ­
Wis . )  opened the  hearings .  " From 
the review I have made so far of 
the agreements, I o ffer my com­
mendation . 

"They preserve the honor of  
the  United States and  they secured 
the safe release of our hostages . 
No  ransom has been paid and,  
most ,  i f  not al l  of the interests wi l l  
be protected . "  

Other committee members oc­
cupied themselves with diatribes 
against the al leged Soviet and Pal­
estine Liberation Organizat ion 
role in Iran . 

Pressure appears to be heavy to 
confine the investigations to a re­
view of  the actual hostage-taking 
and analysis of future relations 
with Iran,  rather than an investi­
gation of  Carter administration 

pol icy in  setting up the Khomeini 
regime.  

The only opposit ion to this ap­
proach has surfaced in the House 
with Rep . George Hansen (R- Id . ) ,  
who is  charging that  "strong evi­
dence now suggests that the hos­
tages were trapped by big bank 
po litics-that the crisis could have 
been avoided and that it could 
have been terminated honorably 
on several occasions during the 
ordea l .  . . . 

"America is entitled to know 
what happened and why-and 
what wil l  be done to prevent spe­
cial interest groups from again 
dragging the nation to the brink of 
disaster in the future ."  

Shortly after the  hostage sei­
zure, Hansen visited Iran . On his 
return, he denounced the complici­
ty of  Carter officials in "precipitat­
ing" the crisis . 

S PIS relaunches war 
against labor 
On Feb . 1 7 , Sen . Sam Nunn (0-
Ga.) ,  reopened the Senate Perma­
nent Investigations subcommittee 
with hearings concerning "Cor­
ruption on the W aterfront-The 
G ulf Ports and the East Coast ." 
These hearings,  which are a con­
tinuation of Senator Nunn's  war 
against  the traditional labor move­
ment,  specifical ly target the Inter­
national Longshoremen ' s  Associa­
tion for " labor racketeering . "  

T h e  targeting of the I LA o n  
the East Coast is  completely in  l ine 
with information received by EI R 
from sources close to U . S .  Attor­
ney Thomas Puccio of the South­
ern District of  New York,  that 
indictments wil l  be handed down 
shortly against both the Long­
shoremen and the Laborers Union 
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in a continuation of Puccio ' s  Ab­
scammingoperation .  

In  h is  opening statement, 
Nunn, who chaired the hearing 
despite the fact that the chairman­
ship has official ly passed over to 
Sen . William Roth (R-Del . ) ,  made 
it clear that he intended to intro­
duce legislative reform designed to 
make it easier for the federal gov­
ernment to intervene in  trade­
union activities. 

Should Congress, demanded 
Nunn,  allow a union official to 
remain in his post whi le he was 
going through the lengthy appeal 
process, or should Congress make 
it easier for the federal government 
to put a union in receivership? 

In  the questioning that fol­
lowed the testimonies of FBI Di­
rector Wi ll iam Webster and Miami 
Organized Crime Strike Force 
head Michael Levin ,  Nunn backed 
the latter approach by attempting 
to establish that it is the fai lure to 
remove a union official from his 
post, once convicted ,  that is re­
sponsible for the reluctance of both 
management and rank and file to 
cooperate with the FBI "organized 
crime" investigations .  

Informed sources in Washing­
ton believe that the hearings wil l  
additionally be used to feed into 
ongoing attempts to "watergate" 
President Reagan . 

According to these sources, 
Walter Sheridan , Senator Kenne­
dy's staff d i rector on the Senate 
Labor and Human Resources 
Committee, is attem pting to or­
chestrate a series of ex­
poses designed to trap Secretary of 
Labor Ray Donovan into some 
kind of "coverup" of  his knowl­
edge of organ ized-crime activities 
in business and labor .  This is in­
tended to feed into an atmosphere 

E I R  M arch 3 , 1 98 1  

o f  al legations that President Rea­
gan ' s  supporters are connected to 
the mob .  

A t h i s  confirmation hearings, 
Donovan was repeatedly accused 
by Senator Kennedy of having or­
ganized-crime connections .  

These allegations ,  however, re­
sulted in an F B I  investigation of 
Donovan that completely exoner­
ated him . 

During the course of  the 
Permanant In vestigation hearings, 
Nunn made it clear that he would 
play into this scenario by attempt­
ing to box Donovan in on this 
precise issue through forcing the 
Department of  Labor to investi­
gate his a l legations of  labor rack­
eteering .  If the DOL fai ls to do so, 
N unn int imated , the subcommittee 
would have to look into the reason 
why. 

M elcher introduces 
alternate farm bill 
Montana Democrat John Melcher, 
a member fo the Senate Agricul­
ture Committee, introduced the 
Food and Agriculture Act of  1 98 1 
on Feb. 1 6 .  Melcher 's  bi l l ,  S .  480, 
is meant to serve as an alternate 
approach to the yet-to-be intro­
duced administration omnibus 
farm pol icy bi l l  from the adminis­
trat ion .  

Melcher seeks to "return some 
market stability and certainty to 
the farmers' l ives, and to ensure 
that as we export mi l l ions and mil ­
l ions of tons of  grain ,  we do not 
sell it overseas for less than it costs 
to produce ."  

In  a floor statement accompa­
nying introduction of the bi l l ,  
Melcher attacked the "budget bal­
ancing" and "free enterprise" pol-

icies which have undercut agricul­
ture in the past. 

"You wil l  hear from some that 
such an approach [of price sup­
ports 1 wi l l  i ncrease federal spend­
i ng when the budget m ust be bal­
anced . 

" We wil l  hear from the nay­
sayers who say it i s  t ime for Con­
gress and the country to ignore 
agricult ure prod ucers and the 
prices they receive . Well, to that I 
say nuts . . . .  

"We Americans have sacrificed 
our steel industry , our auto indus­
try , our shoe industry, our e lec­
tronics industry-we have sacri­
ficed these al l  on the altar of the 
free market. Those markets are not 
free, and they have not been for 
many years . "  

The  budget-balancers came un­
der attack two days later in Senate 
Agriculture Committee hearings 
held on the appointment of  Rich­
ard Lyng to be deputy secretary of 
agriculture. Senator Mark An­
drews (R-N . D . )  asked Lyng what 
input the U . S .  Department of Ag­
riculture had into the budget rec­
ommendations .  

He  cited Office of  Management 
and Budget Director David Stock­
man's  assertion that increasing the 
interest rate on certain categories 
of Rural Electrification Associa­
tion  loans from 2 to 5 percent 
would save the federal government 
$ 1 75 millon over the next year. 

Andrews charged , "I was the 
sponsor of  that loan program and 
I can tell you that it will only save 
the government $4 . 5  mi l l ion .  I 
don' t  know what kind o f  stuff they 
have been smoking over at O M B, 
but I want to know i f  you had any 
input into the generation of those 
estimates?" Lyng was unaware of 
the estimates . 
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National News 

Mottl blasts high 
interest rates 
Congressman Ronald M ottl (D-Ohio) 
attacked the high interest-rate pol icy of 
the Federal Reserve Board l ast week and 
introduced a House resolution  demand­
ing that the Fed "reverse its present pol­
icy" of  aritficially high rates and instead 
"pursue a po licy of  stable interest rates 
at lower and affordable level s ."  

Introduced as  " House Concurrent 
Resolution 44," Motti ,  stating the crucial 
economic points, charged that the h igh 
interest rates have "not had the desired 
effect of  lowering the rate of inflation, 
but have, in  fact, increased the rate of 
inflat ion .  Spending and investment by 
businesses and consumers," has been in­
hibited Mottl said ,  "to the detriment of 
long-term economic growth and in­
creased productivity . "  

House M ajority Leader J im Wright 
(D-Tex . )  fol lowed this on "Face the Na­
tion" Feb . 1 5  with a blast at the Federal 
Reserve Board for throwing last year' s 
budget-balancing attempt out of k i l ter 
when it "arbitrarily and inexplicably 
raised interest rates .  That added $ 1 3  bil­
l ion i n  debt service to the budget ."  

Dorgan vows 
interest-rate fight 
In a speech on the floor of  the H ouse of 
Representatives Feb . 1 9 ,  Representative 
Dorgan (D-N . D . )  attacked President 
Reagan's budget message for proposing 
a sorely inadequate remedy for inflation .  
He said that budget and tax  cuts are only 
"chapter I ," and that Reagan omitted 
"chapters 2 and 3" that must deal with 
energy and monetary reform, without 
which Reagan's program won't  work . 

Dorgan is the sponsor of a b i l l  to give 
Congress the power, by a 60 percent vote, 
to remove the chairman of the Federal 
Reserve. He strenuously opposes the 
high interest policies of  the present Fed 
chairman, Paul A. Volcker.  
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I n  an exclusive interview with EIR , 
Dorgan revealed that he is presently cir­
culating his  bill to gather addit ional 
sponsors, and plans to actively seek sup­
port in the Congress for forcing a lower­
ing of  interest rates by the Fed. 

I n  defending h is  view, he said that 
while he is  not a "supply-sider," low 
interest rates is actually a supply side 
approach because it  puts credit in  the 
hands of people, especial ly smal l  busi­
nessmen , who wil l  use i t  to expand pro­
duct ion .  He said that pro-"supply side" 
defenders of  high rates have failed to 
respond to this argument .  

He a lso said that he has gotten letters 
"from all over the country" backi ng his  
campaign to retire Paul Volcker and low­
er interest rates .  

Reuss tries to wreck 
U.S.-West German ties 
Rep. Henry Reuss (D-Minn . ) ,  the out­
going H ouse Banking Committee chair­
man, told the West German daily Han­
delsblat t  today that "high interest rates 
in  the United States are having cata­
strophic conseq uences on the interna­
tional market and putting heavy pressure 
on our European qartners ."  According 
to Reuss's aides, his staff wi l l  shortly 
issue a report making the same argu­
ment. The report will cite the results of 
monetary policy in four European coun­
tr ies ,  arguing against the monetarism 
Reuss personally has represented for the 
past decade. (Reuss has consistently ar­
gued for an ultra-Friedman ite approach 
to monetary policy, including a fixed 
annual cei l ing on money supply growth . )  
What Reuss now i s  backi ng i s  a policy of  
"directed credi t ."  By th i s ,  h is  a ides  said,  
he means a two-tier credit system that 
wil l  drain credit from the "Chryslers" 
and pump credit to "sunrise 
industries"-the opposite of the two-tier 
credit system proposed by Lyndon La­
Rouche to foster economic growth .  

Reuss is  putting himself forward a s  
the U . S .  spokesman for West German 
concerns on the interest rate question in 

order to wreck the prospects for a Rea­
gan-Schmidt agreement on lowering in­
terest rates . The object of  the new Reuss 
report, his staff said bluntly, i s  to enrage 
the administrat ion and Republic Senate 
leadership in advance of Chancel lor Hel­
mut Schmidt 's  Apri l  trip to the United 
States by misrepresenting the ferment 
against Federal Reserve head Volcker as 
a Second Internat ional  proposal on both 
sides of  the Atlantic .  

Democrats moving on 
economic growth issues 
Congressman John Dingell (D-Mich . )  is  
plann ing to hold hearings on the rela­
tionship between productivity, capital 
formation, and investment, and a rein­
dustrialization policy. Through the Ov­
ersight subcommittee of the House En­
ergy and Commerce Committee, which 
Dingell chairs, the hearings will explore 
the horrendous state o f U  .S. industry and 
expects to make recom mendations on 
how to reverse the present sl ide of eco­
nomic production .  

According to Capitol Hi l l  sources, 
many indivi duals close to Dingell want 
to make the fight for economic recovery, 
raising basic U . S .  productivity rates, in­
creasing the rate of  investment and cap i­
tal formation,  as the " Democratic is­
sues" for the next e lection .  "Budget cut­
ting won't solve" the economic crisis, 
one source said, "and we want to get the 
Democrats out front with serious pro­
posals to cure our fundamental economic 
problems" l ike inflation ,  declining pro­
ductivity , and lack of  energy . 

AFL-CIO executive board 
hits high interest rates 
Meeting in Bal Harbor,  Florida, the ex­
ecutive board of  the A F L-CIO adopted a 
pol icy resolution Feb . 1 6  attacking the 
credit pol icies of  the Federal Reserve . 
Bui lding trades leaders in particular had 
been pressuring federation president 
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Lane Kirkland to take action to reverse 
the homebuilding and industrial down­
slide and acute unemployment. 

The resolution ,  adopted unanimously 
by the 33-member board, states in part: 
"High interest rates are the result of  the 
monetary policies of  the Federal Reserve 
Board, which are counterproductive as 
weapons in the fight against inflation .  
They are inflicting both long- and  short­
term damage to the economy without 
reducing the inflationary force of  energy, 
food, housing, and medical care. One of 
the leading sources of inflation is the 
high interest rates that add to the cost of 
everything, causing particular hardship 
to small  business, homebuilders and con­
sumers . . . .  Interest rate payments on the 
federal debt contribute to the [budget] 
deficit and divert funds needed for other 
vital programs," the resolution contin­
ues. 

The AFL-CIO proposes that credit 
be channeled into unspecified "high 
priority areas of the economy" and that 
credit be curtailed for "speculation ."  To 
accomplish this the federation proposes 
use of the Presidential powers authorized 
under the Credit Control Act of  1 969 .  
Final ly ,  the A FL-CIO resolution cal ls  
for the channell ing of union pension 
funds for home mortgage loans to help 
revive the housing industry . 

Committee for the Free 
World branch formed 
A founding meeting took place of the 
American branch of  the "Committee for 
the Free World" on Feb . 1 0 . Earlier that 
day, the committee' s European branch 
also held its founding session in London .  

Among the 400 members and  atten­
dees of  the committee are British spook 
Robert Moss;  Brit ish Is lamicist Bernard 
Lewis of Princeton University; Anti-Def­
amation League social  democrat Irwin 
Sua I I ;  A FL-CIO President Lane Kirk­
land; Brit ish Heritage Foundation con­
troller Hugh Thomas; New York Times 
"planned shrin ker" Roger Starr; and 
subhumanist Sidney Hook .  
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Also members are several appointees 
of  the Reagan administration ,  including 
Jeane Kirkpatrick, U . S .  ambassador to 
the United Nations; Michael Novak;  
Kirkpatrick assistant Michael Gersh­
man, former head of  the Social Demo­
crats U .S .A . ;  National Security Council  
adviser Richard Pipes;  and State Depart­
ment officer Ell iot Abrams, formerly a 
staffer for New York Senator Daniel  
Moynihan.  

Beyond the 1 950s cold-war rhetoric 
among these social democrats, two im­
portant aspects of the  group are  i t s  
planned support for Alexander Haig and 
i t s  explicit intent to  promote the  philos­
ophy of  Aristotle.  Coverage is upcoming 
in EIR . 

Vance sends Soviet 
leadership a message 
Former Secretary of  State Cyrus Vance 
sent a message to Moscow through indi­
rect channels last week that they wil l  find 
"no real  friends in the Reagan adminis­
tration" and that the anti-Soviet sabre­
rattl ing by Alexander Haig "reflects 
President Reagan 's  thinking ."  

A source close to Vance revealed that 
the message was sent during a meeting in 
Vienna of  the Palme Commission on In­
ternational Disarmament, a Socialist In ­
ternational- l inked body to which V ance 
belongs, along with Austrian Prime M i n­
ister Bruno Kreisky, former British For­
eign Secretary David Owen, and German 
socialist leaders Wil ly Brandt and Egon 
Bahr .  The message was communicated 
through Georgii Arbatov (head of  the 
U .S .A .-Canada Institute within the I M ­
E M O  think tank in  the Soviet Un ion)  
who is  a lso a member of  the commission .  

Arbatov reportedly to ld  his  Socialist 
I nternational colleagues that at the late 
February Soviet party congress , Brezh­
nev would "hold out the a l ive branch to 
Reagan" and make " a  strong bid for the 
renewal of  detente ." Vance was report­
edly trying to counter the Soviet view 
that Reagan could turn toward an even 
more pro-detente pol icy "than Nixon . "  

Briefly 

• WILLIAM PROXMIRE , the 
ranking Democrat on the Senate 
Banking Committee, told a report­
er recently that there was "no way 
to lower interest rates" and there­
fore "it m akes no difference what 
European leaders may propose to 
the Reagan administration on 
bringing interest rates down . "  He  
also attacked the  Western Euro­
pean nations for "predatory fi­
nancing pol icies on their exports ."  

• CAPITOL H I L L  sources re­
port that Western Republican 
members of  Congress are tel l ing 
President Reagan that they wil l  
not accept O M B  Director David 
Stockman's  proposed cuts i n  fed­
erally supported water projects. 

• GEORGE GILDER , an econo­
mist who was called in  by O M B  
Director David Stockman t o  help 
write President Reagan ' s  budget 
program , told the Washington Post 
that he is a firm believer in ESP.  
"ESP is important to me," he said .  
" I  learned that i t  absolutely exists 
· . .  The trick is  you have to have 
faith . "  Gilder i s  director of  the 
I nternational  Center for Economic 
Policy Studies ,  founded by CIA 
Director Wil l iam Casey in  1 976 .  

• THE NATIONAL Anti-Drug 
Coalit ion held the second o f  six 
weekly Philadelphia town m eet­
ings on Feb.  1 6 , drawing over 400 
local citizens .  Speakers included 
M arco Fanini of the Ital ian Anti­
Drug Coalition , antidrug activists 
Edward Christian and Josephine 
Stannish of  Philadelphia, city 
council  members Anna Cibotti­
Verna and James Tayoun, State 
Senator Francis Lynch, and Phila­
delphia Registrar o f  Wil ls  Ron 
Donatucci . 

• MARYLAND introduced a res­
olution to remove Paul Volcker as 
Fed chief into its state legislature 
on Feb . 1 9 .  This is the seventh state 
legislative action to halt Volcker's 
pol icies to come up for a vote . 
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EnergyInsider by William Engdahl 

New U.S.  fight over nuclear power 

A major test has emerged of the Reagan administration 's 

seriousness about energy development .  

Energy Secretary James Edwards 
is wasting l i tt le time in declaring his 
firm com mitment to reverse the dis­
astrous Carter admJnistration poli­
cy of nuclear "mal ign neglect . "  He 
told a public gathering earlier th is  
week that "we can shift electric gen­
eration to nuclear and coal ,"  there­
by saving gas and oil for "higher 
prior ities ."  He lashed into the pre­
vious administration for putting 
the U .S .  "about four years behind .  
We've lost our leadership in nuclear 
energy," he rightly emphasized . 

I n  recent conversations with 
some of this nation 's  most experi­
enced nuclear industry representa­
ti ves, I pressed for an assessment of 
what wi l l  be needed to repair the 
damage of the previous administra­
tion .  One senior executi ve of  a lead­
ing nuclear construction firm told 
me bluntly that "Carter has man­
aged to completely stop n uclear de­
velopment in its tracks,  especially 
the fast breeder ."  He emphasized 
the role of the stalemated Nuclear 
Regulatory Commission ,  which, 
he stressed, i s  central to imp lement­
ing the Edwards- Reagan po licies . 
For months, the five-member NRC 
has been deadlocked . 

This deadlock was hit in testi­
mony before current N RC chair­
man John Ahearne. When Ahearne 
asked a representative from Boston 
Edison why uti l it ies are not  build­
ing nuclear power plants,  he repl ied 
that "Double-digit inflation and 
accounting requirements of  build­
ing the interest costs into the fina l  
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costs ,  with the uncertainty o f  when 
that comes to an end" make active 
resumption of  nuclear orders im­
possible for util ities at this  t ime.  In  
other words, as l ong  as we  maintain 
the economic tourniquet of  usu­
rious interest charges on the econo­
my, combined with the self-contra­
dictory absurdities of recent NRC 
behavior, malign neglect w i l l  b e  the 
result ! 

Let me amplify the importance 
of a forceful pronuclear policy . I 
outlined in this space several weeks 
ago the damage j ust in  terms of  
nuclear orders canceled as a result 
of vaci l lation and N RC bottle­
necks .  Last year, not  one single or­
der for a new nuclear plant was 
placed in the United States. Even 
more alarming is  what is  being set 
up now for the next 1 9  years . 

The Electric Power Research 
Institute, the prime research arm of 
our nation ' s  private util it ies ,  has 
made calculations of  the projected 
need for the nuclear share of electric 
power generation by the end of the 
century. I won't go through the 
details of  the assumptions underly­
ing the EPRI report ,  "Overview 
and Strategy : 1 98 1 - 1 98 5 . "  Suffice i t  
to say , they were based on an ex­
tremely conservative growth as­
sumption of 3 . 3  percent ,  and this 
not in real  output growth , but in­
flated GNP terms.  Even using this 
metric, assuming a hefty 17 percent 
rate of  energy conservation ,  EPRI 
warns of a deficit o f  485 gigawatts 
of  nuclear capacity,  the equivalent  

of a lmost 5 billion barrels of oil per 
year !  

N ow,  th i s  deficit even assumes 
that national coal  output by 2000 
wi l l  be almost two and a half times 
the 1 979 levels ,  a long with neces­
sary replacement of mines, rai ls ,  
and infrastructure to gear up the 
presently decrepit domestic coal in­
dustry . With the legacy of  four 
years of unbridled antin uclear ad­
vQcates in top government policy 
posts, we have no time to lose .  

Dr .  Linn Draper of Gulf States 
Util ities, a multistate electric uti l ity 
based in Beaumont, Texas, told me 
that the "most vexing problem" 
faced by electric uti l i ties is not  regu­
lations per se; "We can l ive with 
stringent regulations ."  It is the reg­
u latory uncertainty that is ki l l ing 
the U . S .  nuclear in dustry despite 
the fact that nuclear power genera­
tion sti l l  is our cheapest energy 
source. 

A recent study by Gibbs and 
Hi l l ,  I nc . ,  an international con­
struction and engineering firm, 
makes the useful comparison of 
costs on the BTU per barrel of  oil 
equivalence for motive power deliv­
ered. At 30 percent diesel efficiency ,  
a $35  per barrel of  oi l  costs $ 1 1 5  
com pared to $ 1 6 . 3 5  for coal and 
$ 1 3 . 65  for n uclear. 

A crucia l  test wil l  be the 
congressional response this March 
to the report on proposed develop­
ment of a 1 ,000 megawatt fast 
breeder project at Clinch River, 
Tennessee . Carter tried to bury this 
project, but Sen . Jim McClure of 
Idaho and a broad-based, industry­
wide engineering team have come 
up with a design proposal which 
they feel could help get the United 
States back into the breeder effort 
now dominated by the French and 
the Soviets . 
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