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From the Editor

The evidence that something is drastically wrong with U.S. educa-
tion assaults Americans at every turn. In this week’s Special Report,
we address three components of the crisis: 1) the liberal perversion of
curricula, and why it is insufficient to simply go *“‘back to basics’’; 2)
the misdirection of federal aid into *“‘social-work™ spheres rather than
into the prerequisites for scientific excellence; and 3) the fallacy that
school employees’ salaries, not the sapping of the tax base through
de-industrialization and crushing interest rates, have devastated local
budgets. The report was prepared by Freyda Greenberg and Stephen
Parsons under the direction of education authority Carol White, a
long-time associate of E/R founder Lyndon H. LaRouche, Jr. Further
reports will examine the varieties of ‘““computerized learning” foisted
by the United Nations and the Club of Rome on U.S. classrooms.

In our cover story on the Canctin North-South summit, you will
find the leaders of Japan, India, Mexico, and others insisting that
educational development of the moral and material skills of Third
World populations is one essential vehicle for economic develop-
ment—as is a reversal in the International Monetary Fund ‘“equilib-
rium economics’ that has suffocated global growth since the end of
World War II. If you wondered why the Anglo-American press
pronounced the summit a failure, while neglecting to report the
substance of initiatives by Japan, Mexico, the Philippines, and others,
our report from Canciin by correspondent Peter Ennis gives a sense of
how the Socialist International defenders of the IMF, and their ally
Margaret Thatcher, were deprived of the victories they had expected.
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BIS circles look to the
- end of the dollar era

by David Goldman

In conjunction with plans for a European Defense Com-
munity which might effectively replace the European
branch of NATO, European officials are now elaborat-
ing an expansion of the European Monetary System to
the point of forming a European currency bloc sundered
from the dollar. In the view of the European Monetary
Commission, long dominated by the views of Tommasso
Padua-Schioppa, Prof. Robert Triffin, and other Euro-
peans who believed that the postwar emergence of the
dollar standard was an unpleasant interlude in monetary
history, a ““complete break™ with the dollar will occur
during the next 12 months—although some European
observers doubt the timetable could move so quickly.

In fact, the total instability of world market condi-
tions makes some form of break likely, following less a
preconceived scheme of the sort offered so often by the
Bank of Italy, than the model of the 1930s breakdown of
the world into competing protectionist blocs. The chief
economist of the Bank for International Settlements,
Alexandre Lamfalussy, warned of **a deterioration of the
world in protectionism and other inward-looking meas-
ures” if the United States maintained its present disas-
trous monetary course. But Lamfalussy, who addressed
the 20th anniversary meeting of the Atlantic Institute in
Brussels Oct. 23, only reiterated the threat of an econom-
ic crisis comparable to “‘the inter-war period™ that was
made earlier in the June published annual report of the
Bank for International Settlements, and the similar utter-
ance of his superior, outgoing Bank for International
Settlements President Jelle Zijlstra, the former Governor
of the Bank of Holland.

The specific issue under debate is important, but
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hardly defining, with respect to the problems involved.
The U.S. dollar, as Lamfalussy noted, has risen 25 per-
cent and then fallen considerably over the past year,
making world market conditions impossibly unstable for
the European economies, who have seen the price of their
oil and other raw materials imports skyrocket to the
point of becoming a principal cause of the present Euro-
pean recession. Lamfalussy, as sources at the Basel-based
Bank for International Settlements emphasized, is after
the head of Treasury Undersecretary Beryl Sprinkel, the
Milton Friedman clone who announced last May that
the United States would take no action whatever to
moderate the extreme fluctuations of the dollar on for-
eign markets, returning in effect to the “‘benign neglect”

policy of the Carter administration.

Immediately prior to West German Chancellor
Schmidt’s May visit to Washington, European finance
ministers agreed upon a plan to link the dollar’s value to
the European Currency Unit, thus to the fixed-rate zone
that Schmidt and Giscard had authored at the Bremen
conference of European leadersin July 1978. Specifically,
Schmidt intended the dollar/Europe link as an aid to the
White House in bringing down interest rates; a move to
obviate the $200 billion or so in credit demand associated
with hedging and speculation against dollar fluctuations
would obviously remove considerable pressure from
short-term interest rates. It was in response to this indi-
rect flanking maneuver against the Federal Reserve’s
monetary policy that Sprinkel, the ideologue par excel-
lence of Chicago School monetarism, announced that
the United States would do the precise opposite of what
Schmidt had in mind.
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The issue has never merely been currency fluctua-
tions, but rather the monetary policy responsible for
them as well. Since May, however, the departure from
office of Schmidt’s collaborator, French President Gis-
card. the situation has fundamentally altered. A Euro-
pean link to the dollar on terms amenable to the White
House and European leaders is not in the cards.

The outlook

Between now and the first quarter of 1982, the
following elements will conspire to bring the longstand-
ing fizht to the point of confrontation:

1) After rising to DM 2.56 in early August, the
dollar has fallen back to about DM 2.30, and is expected
to fall again to DM 1.70 to DM 1.90. Both former
Carter administration officials like C. Fred Bergsten,
now at the Carnegic Endowment for International
Peace. and his ideological enemies at the Regan Treas-
ury, including Beryl Sprinkel, argue that the dollar must
fall substantially in order to improve American trade
competitiveness.

2) The United States economy is plunging into
severe recession while inflation continues to rise (to
almost 15 percent p.a. in September), and interest rates
refuse to fall substantially, both ‘indications that the
debt bubble generated by the Federal Reserve has taken
on a life of its own. The implication is widespread
bankruptcies throughout the sphere of dollar credit.

3) The unsustainability. of the $100 billion current-
account deficit of the developing nations, as character-
ized by the Interim Committee of the International
Monetary Fund in its Sept. 27 communiqué. Despite
the iMF’'s unprecedented warning that the cycle of oil-
and debt-service-related deficits must come to an end,
no such thing is happening; on the contrary, IMF
economists point out that commercial banks are lying
ferociously about the volume of short-term loans they
are stiil putting out to roll over Third World debt.

West German banks, meanwhile, have already be-
gun to disengage as far as they might from dollar-based
lending, and have fallen back—as Deutsche Bank
Chairman Wilfrid Guth intimated in an Oct. 13 speech
in Luxembourg—upon increased trade financing in
their own currency, an unprecedented development
during the postwar period.

What the European Monetary Commission’s “Third
Force™ advocates have brought to bear on this is the
following: The immediate objective, already endorsed
by Deutsche Bank’s Guth and other Germans, is to
bring the British pound into the European Monetary
System (EMS). The British would then support the
near-term erection of a European Monetary Fund, as a
credit-institution for European purposes—something
very different from the original Giscard-Schmidt con-
ception of the European Monetary Fund as a vehicle
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for long-term trade financing between Europe and its
developing-sector trading partners. However, the Ger-
mans are understandably cautious about permitting the
British to join the EMS, having spent close to DM 15
billion in support for the weak French franc in the
course of the past year as a matter of fulfilling their
obligations as members of a fixed-rate currency zone.
Should they have to back up the chronically weak
pound as well, the German currency, whose weakness
during the first eight months of 1981 traced principally
to oversupply of marks on the market following curren-
cy-support operations, would suffer.

Therefore the European Monetary Commission has
won the West German central bank’s approval for an
extraordinary tradeoff. If more German marks must
enter the market through expanded German interven-
tion operations to support an expanded EMS, more
central banks, particularly those in current-account
surplus, must be convinced to hold marks in the form of
reserves, reducing the otherwise problematical oversup-
ply of marks. The Commission, consequently, has
opened negotiations with the Arabs to price oil ship-
ments to Europe (and possibly other countries) in the
form of German marks, European Currency Units (a
compound of currencies in which the mark’s weight is
predominant), or some similar combination.

Nothing is to be expected from such a proposal at
the moment; however, under conditions of a rapidly
deteriorating dollar, the prospect of significant Arab
central-bank diversification out of dollars would be real
for the first time since the 1973 oil-price increase. At the
University of Louvain, the unofficial think tank for the
European Monetary Commission, the view is that a
decline of American political influence in the Persian
Gulf would accelerate the process on the monetary
front. The President’s striking political victory on the
AWACS sale may throw a monkey-wrench into the
scenario, given that the Saudis are less concerned about
the possible deterioration of their portfolio than they
are about the threatened overthrow of their regime.

The ‘Third Force’ effort

However, the AWACS victory does not eliminate
the basic problem. One top European official, speaking
off the record, maintained, “There is talk about some

. countries leaving the IMF, resigning from the Fund. It is

being discussed by very influential people. I am very
worried about the U.S. at the moment. Its foreign
policy and military planning may create a disruption on
the financial front, in particular the issue of missiles
emplaced in Europe, and President Reagan’s remarks
last week [on limited nuclear war]. There is declining
acceptance of the American umbrella, and growing un-
willingness to accept financial rules which are becoming
increasingly distasteful.”
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As of the IMF meeting at the beginning of October
and the October 19 meeting in Scotland of the Nuclear
Planning Group, the United States left Europe with a
set of entirely unacceptable policy alternatives, includ-
ing what Weinberger is willing to call plainly a policy of
limited nuclear war in Europe, and a currency and
interest-rate policy which makes economic life impossi-
ble in Europe at the same time. Both policies are the
result of the influence upon Washington of the Thatcher
government of Great Britain, particularly through its
semi-official intelligence arm, the Washington-based
Heritage Foundation.

Yet at the same time, Britain’s Foreign Minister
Lord Carrington and Chancellor of the Exchequer Sir
Geoffrey Howe are negotiating with their French coun-
terparts to break away from the obnoxious policies
which the British themselves encouraged for so long, in
the direction of independent European defense and
monetary institutions. ’

What ultimately will come of this? The United States
went through the worst economic decline of any nation
during the 1930s, with national output falling peak-to-
trough by more than 40 percent. In the currency blocs
that emerged from the 1931 flotation of sterling and the
1933 floating of the dollar against gold, the old Euro-
pean family fortunes clustered around a Swiss-French-
Italian bloc pegged to gold. The direct continuity of the
European gold bloc of the 1930s, whose assets appreci-
ated against U.S. equities (through currency and stock
market declines) by roughly 1,000 percent, is foreign
ownership of about one-third of U.S. equity.

The direct, unbroken connection between the coup
of the old continental European fortunes, and present
financial institutions is the Bank for International Set-
tlements, created in 1930 as a combined public-private
vehicle for managing international reparations pay-
ments and debt service associated with their financing.

The gutting of the Paris headquarters of the Banque
de Paris et de Pays-Bas (Paribas), in favor of a-shift of
operations to Switzerland and Belgium, is exemplary.
While Mitterrand runs a rampage against French indus-
trialists and bankers, the most important sections of the
client business of this most important of the French
banques d’affaires has flown to Switzerland and Bel-
gium, and the constituent shareholders of Paribas (e.g.
Warburgs) have simply put their money into a new, and
inviolable, Swiss- and Belgian-based shell. These inter-
ests look toward the demise of even the IMF, whose
distasteful feature, for them, was that it was dominated
legally by the American government. The world shall
return to the type of currency blocs prevailing during
the inter-war years, precisely as the June report of the
BIS warned; and their advantage in controlling a gold-
and petrocurrency-based bloc against a declining
United States and failing dollar would be immense.
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AUTO INDUSTRY

U.S. wages driving
production abroad?

by Richard Freeman

General Motors and the other two top American auto-
makers are planning to shake out the U.S. auto industry
by demanding that the United Autoworkers Union
members take a 30 to 50 percent pay cut, or they will
move auto production out of the United States.

General Motors announced Oct. 23 that it is cancel-
ing its plans to build a $500 million assembly plant in
Kansas City, Missouri. GM had already announced in
the last six weeks its plans to cancel a $400 million
expansion of a Baltimore assembly plant, and also can-
celed plans to build a several-hundred-million dollar
plant in Flint, Michigan which was to have replaced
plants there that are being closed down.

This cancellation of GM’s thre¢ key expansion proj-
ects represents a dramatic cutback in plant construction
in the United States. A source who is very well placed in
the U.S. auto industry reported recently, that “‘during
the next 12 to 18 months, the auto industry will be at a
turning point. The Big Three, particularly GM and Ford,
have a lot of money planned for expansion abroad. They
are planning to get the sources for components from
abroad, and if they find that they can’t break wage levels
in the U.S., they will conclude that it is cheaper to build
and run plants abroad, and do so.”

GM already expects to spend $18 billion, or 30 per-
cent of its $60 billion capital-spending for the decade, in
plants outside the United States. It is now possible that
they will increase that amount to 40 to 60 percent.

“A move of this dimension will not be small,” Bill
Puchiluk of Chase Econometrics told E/R Oct 26. “If
Ford or GM makes this move, then the size of invest-
ments they are talking about are about $1 billion a shot
for plant and supporting industries. When you make a
move of that sort, then the dollars you’re taking out of
the U.S. are big.”” Chase Econometrics is consultant for
all three American auto companies on plans they have to
go abroad, and Wayne State University Automotive
Center has already done a ““Delphi” consensus report
on which product lines are the best produced abroad.

Currently, U.S. auto production, at 6 million autos
this year, is at 60 percent of 1973 levels. Should the auto
companies reduce their capital-spending in the United

States, U.S. auto output will plummet to only 40 percent

of 1973 levels!
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In all likelihood, the U.S. would become the final
assembler of autos, while the value-added construction
of components and parts would be done elsewhere. The
United States would become the site of the “Third
World,” labor-intensive end of the world auto-produc-
tion process.

The wage issue

The key to effecting this next level of collapse of the
auto industry is the claim by GM Chairman Roger
Smith Oct. 26 that auto wages must fall drastically
because auto workers, who are too greedy, are the cause
for the collapse of the auto industry—not the high
interest-rate policy which has collapsed consumer in-
comes. Smith stated, “The lights in U.S. auto plants
have been going out all over America—extinguished by
high labor costs. The rank and file have to understand,
what’s at stake,” he warned. “Their jobs.” Ford Motor
Company echoed GM’s Smith, announcing Oct. 22 that
workers at its Sheffield, Alabama aluminum-casting
plant would have to take a 50 percent wage cut or the
plant would close.

The argument that American auto workers’ wages
are too high is a lie, which can be shown on two levels.

GM claims that it pays its employed auto workers
$19.80 per hour, while Japanese auto workers earn only
$11.20 per hour, but produce Japanese cars at $1,000 to
$1,500 less. But the GM figures are wildly overstated.
The leading auto-maker takes its total wage bill, plus its
total cost for benefits—of employed and unemployed
workers both—and the costs for unemployment insur-
ance, and then divides that by the number of employed
hourly workers to arrive at its hourly labor cost of
$19.80.

Obviously, each employed worker does not take
home in his pay envelope what GM figures as the fringe
benefits of unemployed workers, nor the unemployment
checks. The hourly labor-cost figure per GM-employed
auto worker is probably closer to $15.50. Moreover,
Japanese wages, which were much lower than American
levels 30 years ago, have been rising spectacularly along
with the rise in Japan’s standard of living. Taking the
hourly compensation level that existed for American
workers in 1960 as equal to 100 on an index scale, then
the American hourly compensation was only at a 113
index level in 1967, and 122 in 1976; if we set the
Japanese hourly compensation level of 1960 as equal to
100, then the Japanese hourly compensation rose to 140
in 1967, and 300 in 1976. If this rate of rise continues,
by the mid to late 1980s, Japanese workers will be better
paid than their American counterparts.

But the wage level is really only a secondary consid-
eration. In the 1950s, American auto wage-levels were
nearly twice those of British auto workers, yet America
produced cars that were 10 to 15 percent cheaper than
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British cars. The real issue is that Japan today has
better, more modern plant and equipment as a result of
the country’s capital investment policy and the freedom
from domestic versions of Paul Volcker interest-rate
policies. Japan produces almost one-and-a-half times as
many cars per worker as America. At Nissan Motor’s
Zama plant, which has 50 robots, 160 workers turn out
800 units a day—the highest level in the world—even
though each worker is given two 10-minute coffee
breaks and a 1-hour lunch break.

The U.S. auto industry was first crippled by the
environmentalist movement, which demanded unsafe
safety standards—smaller cars result in more accidents
and of greater severity—and then by the two oil shocks
during the 1970s. Even though the auto industry spends
a huge amount for plant and equipment—3$100 billion
for the decnde  “*he 1980s—much of it is diverted into
environmen:»! < .,dards, not basic production tech-
niques.

The danger of the U.S. auto industry’s moving
abroad is not that auto production someday should not
take place elsewhere, but that the United States is not
moving simultaneously up the technological ladder of
production—to producing fusion plants, cryogenic
plants, monorail plants, etc.

What GM, which is essentially run by the Mellon
and Morgan banks, has in mind for U.S. auto is
indicated by the story of GM’s Hyatt plant in Clark,
New Jersey, which has been “sold” to the workers, and
opens ‘“‘under new management” Nov. 2 (see page 8),
with cuts in pay, workforce, and seniority.

Earlier this year, workers at Ford’s Dearborn, Mich-
igan steel plant agreed to a cut in incentive pay, and
workers at a Ford stamping plant in Cleveland, Ohio
and at a parts plant in Monroe, Michigan have agreed
to certain productivity-related changes in local work
rules. .

Chrysler Motor Company has already gotten the
UAW to agree to a profit-sharing plan, in which the
workers took large pay cuts and givebacks, totaling
$450 million, in return for a hoped-for piece of the
profits sometime later. GM and Ford have explicitly
asked for this arrangement from the UAW and are
prepared for a long strike, according to sources at
Chase Econometrics.

GM'’s strategy, which was first enunciated by GM
chief economist and New York Council on Foreign
Relations board member, Marina von Neumann Whit-
man, will not work. If the top auto-maker does achieve
its objective, which is nothing short of breaking the
union, it will simply contribute to the lowering of living
standards in the United States in the way Fed Chairman
Paul Volcker has persistently proposed. At continued
falling wage-levels, the consumer demand for cars will
not exist, regardless of where they are produced.
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GM’'S HYATT PROJECT

‘If you can'’t sell cars,
sell labor the plant’

by Leif Johnson

On Monday, November 2, 800 workers at the former
Hyatt-General Motors bearing plant in Clark, New Jer-
sey will re-enter the plant both as new employees and
new ‘“‘owners.” In a buyout by the employees that has
taken more than a year to negotiate, GM succeeded in
liquidating a plant that makes obsolete bearings, and
adding to its owrn cash flow, while taking tax losses
carried forward and achieving unprecedented wage and
benefits givebacks.

The workers have accepted a 30 percent wage cut,
pledged a 50 percent “productivity” increase (although
new machinery will not be provided), abolition of senior-
ity, and the attrition of half the workforce. The remainder
bears responsibility for servicing the $60 million new
debt which was incurred in purchasing the plant from
GM. Still being members of the union, workers will
continue dues payment.

The workers wili not own the factory directly. The
Employee Stock Ownership Trust (ESOT) will be run by
a board of directors, of which three members will be
chosen by the union, three by the lenders, and three by
the management. The management group will be headed
by C. D. Howell, a social-engineering specialist from
Arthur D. Little, Inc., the Boston-based de-industriali-
zation consultants.

General Motors’ good fortune was relatively easily
achieved. Since the mid-1960s, the company has been
divided into an assembly division and a parts-supplier
division. While the company kept the assembly division
intact, it has contracted out much of its parts supply.
Most of the suppliers, whether domestic or foreign, have
been set into desperate competition against each other.
As the whole auto industry dissolves, the competition
increases, and supply-company managements search for
cost-cutting devices—primarily wage cutting.

GM President Roger B. Smith recently declared that
“just as GM has to compete with the Japanese auto
companies as if they were right across the street, so does
our worker have to compete with the Japanese worker as
though he lived across the street.”

GM informed Hyatt’s union, Local 736 of the United
Auto Workers (UAW), in March 1980 that it would close
the plant. The union argued that management should
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diversify production at the plant, since the tapered bear-
ings being produced are for rear-wheel-drive cars that
are being gradually phased out. GM responded that it
would put no new capitalinto the plant, but would search
for a buyer. '

Prospective buyers came and sniffed, disparaged the
largely obsolete equipment, and left.

According to the union leadership, the idea for em-
ployee ownership was its own. James Zarello, Local 736’s
Chairman, claims that ‘“‘sometime in the summer, Jim
May [the Local’s President] and I were discussing this
problem, and we read an article in the New York Times
about an employee buyout of a company in lowa. We
had to do something to preserve our jobs. Some of the
men thought GM was bluffing, but I had watched them
close plants all over the place.”

The union was then led through a set of meetings
with top de-industrialization consultants by Alan V.
Lowenstein, an attorney in Roseland, New Jersey. Low-
enstein had created an ESOT for the Paterson, New
Jersey Okonite plant five years earlier when that corpo-
ration informed its workforce that it would close. Low-
enstein also had the contacts to put together the $25
million mortgage loan from Prudential Life Insurance
Company, $15 million revolving credit from Fidelity
Bank, and $10 million in federal grants. The remaining
$20 million was subscribed by GM in a block of 100,000
non-voting preferred shares, although Prudential and
Fidelity have the option of converting their loans to
voting equity, and also have three members on the new
board of directors.

The union leadership met with the New York- and
London-based McKinsey and Company, and with
Booze, Allen Hamilton, finally choosing Arthur D. Little
(ADL) to make a $90,000 feasibility study. The study and
additional legal fees were paid by a subscription of $100
each from 1200 of the plant’s 1600 workers. The ADL
study said that the plant, which had been carried on
GM’s books for several yearsasa losing operation, could
be made profitable if the employees would accept large
pay and benefit cuts and take on Douglas Howell, the
study director at Arthur D. Little, as the company’s new
President.

According to Howeil, “we gave jobs to those who
gave money to the Job Preservation Committee—a con-
tribution that many union members would not make
because they knew it would involve pay cuts—and to
those we thought were skilled. Technically we are a new
corporation, so we hire who we want, so that eliminated
seniority.”

Of the former 1,600-man workforce, 950 applied to
be re-hired, of which 800 will be selected. Four hundred
will retire while many of the remainder will seek to use
their seniority at other GM plants in the area. The union
. had warned these workers that they would be unsuccess-
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ful because the other plants have been hit by heavy
layoffs. ‘

Howell is most concerned about changing employee
“attitudes” to achieve the plant goal of producing as
much with two shifts as was previously produced in
three.

“All the workers will be sent to classrooms to learn
about the new attitudes,” Howell explained. “We will
develop a pride about the plant. For example, we’ll have
a cleanup day on a Saturday, for which I'll ask the
workers to come in voluntarily and we’ll scrub the
plant. I'll be like everyone else, and wear my overalls.

“I'll also be writing a newsletter once every two
weeks, telling everyone how they are doing, what they
are not doing correctly and so on.”

Howell describes the Clark buyout as one of the
most advanced ‘‘Quality of Work Life”’ experiments.
“Quality of Work Life is my religion. I live and breathe
it.”

The purpose of Quality of Work Life is to convince
employees that compensation is not as important as the
*quality” of work and the right to make decisions about
work, to have group discussions about production
procedures, and to take financial responsibilities. In-
stead of having the company impose pay and benefit
cuts, workers will be trained to do it to themselves.

Once in the ESOT, workers cannot pull out until
they retire, since the ESOT is a trust, rather than direct
ownership. According to Howell, “No worker gets any
of his equity until he retires. He gets some pay bonuses
based on productivity and some small profit-sharing
during the year, but no ownership shares until he
retires.”

Many workers were convinced to accept ESOT to
protect their pensions, not merely their present jobs.
One 49-year-old worker told reporters last week that
with 18 years at the plant he was only 6 years from
GM’s early retirement. Of course, his retirement benefit
will be affected by the pay cut which chopped his salary
from $12 to $9.25 an hour. As this worker put it, “We’re
in a bind.”

This “bind” is the controlled environment sought by
the *““Quality of Work Life” labor controllers. The 29-
member International Council for the Quality of Work-
ing Life meeting recently in Toronto, Canada and
representing top-level psychological-warfare experts of
the London Tavistock Institute and the Organization of
Economic Cooperation and Development, the control-
ling body of NATO, have constituted a World Associa-
tion for the Quality of Work and Life. According to
Basil Whiting, Executive Director of the Michigan
Quality of Work Life Council, “They decided it was
time to take it out of the hands of the monks and give it
to the practitioners.” Their actual intent is being dem-
onstrated today in Clark, New Jersey.
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Conference Report

German industry in
a policy debate
by George Gregory, Bonn Bureau Chief

This year’s annual conference of the German Chambers
of Commerce and Industry (DIHT) provided a rare
spectacle: representatives of the feisty old-guard of the
German industrial world tearing away, with as much of
a sense of humor as they could muster, at some of their
less entrepreneurial colleagues, who were being urged by
DIHT President Otto Wolff von Amerongen to get *“a
sniff of American economic policies.” Such a “‘sniff
meant getting used to the idea of “curative bankrupt-
cies,”” a phenomenon enforced here, too, to an increasing
extent by historically high interest rates crimping liquid-
ity available for investment in meagerly capitalized in-
dustries, accompanied therefore by exhortations to face
up to open confrontations with the trade unions, and
willingness to throw a simple temper tantrum to force
more budgetary austerity on the part of the SPD-FDP
Bonn government coalition.

Of course, since early spring, it has been well-known
that Chancellor Schmidt has sworn that he would ““never
think of applying American [fiscal] methods here.” Von
Amerongen has, nevertheless, gone on the warpath: his
DIHT, even before the annual conference, launched an
astonishing attack on the German Bundesbank for hav-
ing lowered the special lombard bank-refinancing rate
from 12 to 11 percent as “premature, and therefore a
mistake.”” That alone put von Amerongen on the oppo-
site side of the fence from most of the business commu-
nity, and from such figures as Professor Rodenstock,
President of the Association of German Industry (BDI),
Karl Klasen, former President of the German Bundes-
bank, Hans Fahning, President of the Association of
Public Banks, and, of course, the government in Bonn.

Otto Schlecht, State Secretary in the Economics Min-
istry, proposed that Mr. von Amerongen get a new pair
of glasses, in response to von Amerongen’s accusations
that the Bonn government ““has no courage for long-
term planning,” and that this had caused German indus-
try to lose its nerve. While Schlecht pointed out that
present shifts in Bonn’s budget allocations will give
industry an additional 16-billion Marks in depreciation
allowances, Economics Minister Otto Graf von Lambs-
dorf suggested the explanation that Amerongen’s behav-
ior was merely due to “‘high blood pressure.”” All this was
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quite refreshing.

On the other hand, when it comes to long-term, or
even medium-term thinking, the DIHT meeting evinced
a serious disorientation on the part of German indus-
try. While too many visibly enjoyed gloating over the
foolishness of some Social Democrats who fretted over
nuclear power and wanted to build “only small nuclear
reactors so that it is still possible to reverse any decisions
we make,” most of the industry audience merely sat
dazed at the prospect of the Federal Republic’s covering
18 percent of its energy requirements by 1990 with nucle-
ar power, as opposed to 28 percent in France, even under
the Mitterrand program. The same disorientation was
visible in the rather simplistic appeals of some to apply
the “‘Japanese model,” which in their eyes simply meant
lower wage costs. Worst of all, even though there is
hardly anyone who will not admit that the reforms of
German education in the 1970s under the influence of
Socialist Willy Brandt have been a complete disaster,
apparently the best alternative these gentlemen can think
of is a return to a crude ‘‘apprentice vocational training
system.”

The old-timers parry

Back in the spring, von Amerongen had already
made his move to take up the banner against the
Schmidt government. Just at the time when the IMF
surveillance team was demanding even more drastic
budget slashing than Bonn was planning, and making it
known that the IMF was thereby acting in support of
both Paul Volcker in the United States and the interest-
rates policy of the Bundesbank, von Amerongen lined
up with the trumpet-call that the “1980s will be the
decade of high interest rates,” ostensibly because such
masses of capital would be needed to finance synfuels
projects that nothing would be left over. Ironically, von
Amerongen made that move just as his own company,
the Otto Wolff A.G., formerly a decent-sized steel-
trading firm, announced that it was getting out of the
steel business altogether in favor of diversification into
electronics and other **sun-rise industry” fields, because.,
it could no longer afford to finance steel inventories at
14 percent interest rates. "

This time around, von Amerongen was out to
rabble-rouse among his industrial colleagues. His claim
that German business is losing its nerve was intended to
convince Bonn that major powers in German industry
are renouncing their loyalty to the Schmidt government,
and von Amerongen backed this up with the pro-
nouncement that GNP growth for Germany in 1982
would be nowhere near the 2.5 percent previously
predicted by the OECD, IMF, and the Bonn Economics
Ministry itself. Therefore, the Bonn government would
have to slash away at the budget, and industry would
have to slash away at wages.
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The fact that corporate earnings in the Federal
Republic have dropped—according to an analysis by
the German Bundesbank, by 15 percent in the first half
of 1981 below the first half of 1980—and high interest
rates have increased financing costs and pulled nearly
30 billion deutschemarks out of corporate treasuries
into bank deposits, securities, and an untold amount of
similar foreign hedging-operations, has produced a
pronounced squeeze on investments overall. Further-
more, the overwhelming proportion of current invest-
ments is going to oil:substitution and energy conserva-
tion in an effort merely to cut the energy-cost factor in
production. A number of DIHT conference participants
argued, therefore, that the only remaining place to cut
to gain investment latitude was wages, and the *““Japan-
ese model” was usually appealed to in support of the
argument.

As simple-minded as that argument was, the old-
guard countered with some significant if unintended
help from the Brussels European Community Commis-
sion, whose representative made it clear that the per-
spective being offered by his and Amerongen’s crew
was for an outright de-industrialization of Europe.
Heinz Duerr, President of AEG Telefunken and one of
the younger old-guard members, stated that *“‘the prob-
lem we are facing is that our industries simply do not
produce enough; we are producing way behind our
actual capacities. If anyone wants to refer to the Japan-
ese model, let me tell you that it is neither better
marketing nor lower wages that make Japan more
competitive. It is the fact that Japanese industries—and
I can say that for electronics in particular—produce in
large volumes. We in Germany have to see to it that our
industries run at high capacities.”

That opened up a furor of debate, with Herr Kirch-
field of the machine-tool industry attacking the notion
that, under the force of high interest rates, they can
afford to get out of production and begin to export
more “‘knowhow’ services, since obviously ‘“‘construc-
tion of industrial facilities is seen as the business card
proving the capability of transforming scientific and
industrial technological progress into production.” The
main kind of program needed, he said, was to make
sure that financing was available for high-technology
exports, and that also meant shoring up the federal

“export-insurance company, Hermes.

This was an excellent backdrop for the horror stories
and perspectives presented by a representative of the
Brussels EC Commission, who said that ‘‘there is a
long-term trend toward the decreasing competitiveness
of European industries, and structural reforms will
decrease by 90 percent in most cases”” of these no-
longer-competitive industries.

To that, Heinz Duerr countered, *“If that is really
true, then we are obviously well-advised not to go for
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that kind of solution,” and went on to argue that the
only applicable policy was to assure that higher-skilled
jobs produee at their appropriate capacities for output,
so that “‘the wage-cost factor reduces itself naturally to
its proper level. That we can live with.”

When people still insisted that the present American
policy would still be a good experiment to try, Econom-
ics Ministry State Secretary Schlecht bluntly character-
ized the American economy thus: “The American econ-
omy is a ship sailing under the flag of supply-siders, but
the crew at the rudder are the demand-siders, and the
rest of the crew on deck just throws out the anchor to
stop the money from flowing. You can’t run a ship like
that.” )

Education myopia

As much fun as some of the Industry representatives
had giggling about the incompetence of certain Social
Democrats, when North-Rhine Westphalia Christian
Democrat Kurt Biedenkopf took the stage to make his
pronouncements on education, the fun was over. Any-
one who was thinking of a change in government in
1984 and bringing the CDU in became suddenly less
jovial. I think what the youth is doing is good,” he
babbled. “They are experimenting with small models of
life, and I like that, because I think our best industrial
policy is to decentralize, create small businesses.”

All of German industry is acutely aware of the lack
of skilled manpower (in which category, in fact, unem-
ployment rates reach 2 percent at most—i.e., full em-
ployment), and the technical universities generally fill
less than half of their potential enrollment. Neverthe-
less, the DIHT itself tried to present a solution to the
crisis that represents nothing but an expanded appren-
tice system of vocational training, a system which has
already traumatized the labor force because of the “re-
schooling” of operatives from one specific skill to
another.

Some, like Duerr, Rodenstock, and Manfred Len-
nings of Giitehoffnungshiitte, pointed out that German-
language skill, foreign languages, mathematics, physics,
and so forth were being given short-shrift, and that
therefore, no basis for future skills could be gleaned
from the educationl system. However, such self-evident
observations remained at the same level as their instinc-
tive rebuttals of von Amerongen. Industry as a political
force is clearly a long way from the institutionalization
of the educational system launched by the von Hum-
boldt brothers, and:incorporated into the Gottingen
association of classicists, physicists and industrialists at
the turn of the 20th century in Germany. The tragedy
such myopia presented was all the more painful, insofar _
as some of today’s German industrial leaders are them-
selves products of the Berlin-Gottingen-von Humboldt
system of education in science and the classics.
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EnergyInsider

The ‘Greenies’ and
who controls them

by William Engdahl

The remarkable thing I have seen in West Germany is
the extent to which the same individuals and think tanks
as in the United States have largely succeeded in bringing
nuclear power development to a screeching halt. Since
the mid-1970s, and most intensely since the early months
of the anti-nuclear Carter administration, the West Ger-
man nuclear program has suffered a de facto morato-
rium. The first visible reason for this energy sabotage
centers around the operations of the anti-growth envi-
ronmentalists, called die Griinen (the greenies) here.

Die Griinen, significantly, have been financed by
dollars from the same coffers that set up the anti-growth
radicals in the United States in the late 1960s. These
funds initially flowed from the boardroomsof McGeorge
Bundy’s Ford Foundation to lower levels of operatives,
such as Petra Kelley. Kelley, now a functionary with the
European Community in Brussels, was formerly an aide
to anti-growth, pro-drug legalization Sen. Edward Ken-
nedy. She helped in setting up the umbrella anti-nuclear
operation in the early 1970s known as the European
Movement Against Nuclear Power. Kelley works with
die Griinen, together with such a collection of fruitcakes
as “ex”” neo-Nazi August Hausleiter. Josef Beuys of the
so-called Free University for Creativity, himself a devo-
tee—along with such *“‘pro-nuclear” industrialists as Pe-
ter von Siemens—of the neo-fascist anthroposoph or-

ganization in Bavaria, is another leader of die Griinen.

And the Frankfurt Zoo’s Bernhard Grzimek, an ‘“‘animal
lover” who was formerly Nazi Minister for Food Distri-
bution under Hitler, has helped to train key leaders such
as Herbert Gruhl of die Griinen over the last decade. Itis
not surprising, then, that older German citizens, who
hold chilling memories of the rise of a similar anti-science
movement out of the beer-halls of Bavaria some 50 years
ago, refer to the current movement as the “green fas-
cists.” Only the color of their shirts is different.

Die Griinen in Germany is spawned out of the aris-
tocratic sewers of the Club of Rome; Amory Lovins's
Friends of the Earth/Europe, headquartered in London;
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Julian Huxley’s International Union for the Conservancy
of Nature at Morges, Switzerland; and the World Wild-
life Fund, now headed by John Loudon, the former head
of Royal Dutch Shell. The movement got its substantial
seed capital from such sources as IBM, Ford Founda-
tion, Robert O. Anderson’s Atlantic Richfield Founda-
tion, and the Volkswagen Foundation.

However, such an anti-growth movement could
hardly have succeeded by itself, funding notwithstand-
ing. It has depended for its success largely on internal
subversion against Chancellor Schmidt’s own govern-
ment. The most blatant source of this subversion has
been Interior Minister Gerhard Baum. Baum, known to
be soft on terrorism and drugs, also controls govern-
ment licensing of nuclear power plants.

To illustrate the absurdities of the current situation,
one nuclear industry source told me that an electric
utility must prepare for Baum’s office and other officials
some 300 pounds of various environmental impact
studies and related engineering-safety studies just to
license an ordinary coal plant. And the experimental
high-temperature nuclear reactor required more than
6,000 pounds of such paperwork. Little surprise. then,
that progress is infinitesimal. The predictable result of
such nonsense is that a typical West German nuclear
plant costs more than twice that of its counterpart in
France where licensing is streamlined.

Today, West Germany, with 13 nuclear plants on-
line, ranks a far-distant second in European nuclear
capacity, having 8,250 megawatts, compared to
France’s approximately 14,000 megawatts; in 1979,
Germany was ahead of France. In addition, with West
Germany now importing large amounts of both coal
and oil, nuclear energy is the only rational alternative.

This month, official debate began on the latest
Federal Energy Plan. Schmidt has already announced a
commitment to speed up the nuclear-licensing process.
He has also announced plans to complete two to three
new nuclear plants each year. This would be a positive
shift, albeit far less than needed to gear up German
exports for developing-sector industrialization.

A key question is the fate.of such advanced research
projects as the high-temperature reactor (HTR). which
has the capability to double the potential overall energy
efficiency for nuclear-generated power from 30 percent
to about 60 percent of total energy. The pracess heat
from the HTR, as well as the ability to use the HTR to
make energy-intensive economical synthetic gus and
hydrogen fuels, makes the future of this program cru-
cial.

Schmidt’s cabinet has resolved to continue construc-
tion of the research and development facility for the 300
megawatt prototype high-temperature reactor, and the
equally important 300 megawatt fast-breeder demon-
stration project at Kalkar.
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World Trade by Mark Sonnenblick

Cost Principals Project/Nature of Deal Comment
NEW DEALS J
$31 mn. U.S.A. from Fujitec is building automated plant in Lebanon, Ohio Japanese bring ‘‘high
Japan to produce 3,000 elevators and 600 escalators per yr. for technology” to Ohio.
U.S. and Canada. Plant will include industrial robots,
numerical control machine tools, and 500 American
workers. Will have world’s tallest elevator research
tower, the height of a 100 story building.
$438 mn. Egypt from Agreement for 2 nuclear reactors signed shortly after Shows commitment to
West Germany Sadat murder. KWU will provide two 1,000 megawatt Egyptian stability.
units after details worked out.
$674 mn. Brazil from Brazilian Planning Min. Delfim Netto signed memoran- British tried to buy off
U.K. dum with U.K. for one of biggest British-Latin Ameri- India, Mexico, and Bra-
can trade deals. Delfim’s policy is to tie capital-goods zil with sweet industrial
orders to concessionary financing and extra bank loans development deals on
to cash-strapped state agencies, permitting them to pay eve of Cancun summit.
bills to local suppliers. This, for example, cuts hostility
of Brazilian shipyards to foreign orders. Concessionary
finance package signed was for $1.2 bn., including
$350 mn. govt. credit aid.
INCLUDES:
$200 mn. Sunaman from 4 roll-on/roll-off ships Needed for Brazilian ex-
British ~ Ship- port push.
builders
- $200 mn. from Klockner Conversion of electric plant from oil to coal and build- Energy substitution.
of U.K./NEI ing new coal mine.
$130 mn. from Ferranti Electrical systems for 4 Brazilian-built corvettes and a Brazilian navy.
training frigate.
$70 mn. from GEC Urban rail system for Recife.
$590 mn. Thailand from Fertilizer complex to produce 1,500 tons per day am- Nordic Investment Bank
Scandinavia monia awarded to Haldor (Denmark), Norsk Hydro financing ;
(Norway), and Swedyards consortium. Beat Mitsui (Ja-
pan) and Agrico (U.S.A)) .
$100 mn. Venezuela Lagoven, state-owned oil company, ordered 2 cantilever Letter of intent signed.
from U.S.A. drilling barges from Blocker of Houston. Will be made
_ in U.S.A. and towed to Lake Maracaibo in late 1982.
$400 mn. Libya from Libya has bought 10 European Airbuses.
Europe
Indonesia from Govt. has authorized Komatsu (Japan) to build 1,000 Komatsu will also ex-
Japan/U.S.A. bulldozers per year in joint venture with local firm. port Japanese steam
Caterpillar has similar authorization and will be com- shovels to U.S.A., com-
peting with Komatsu in this growth market. peting with Cats and Bu-
: cyrus-Erie.
$265 mn. Nigeria from Aprofim of Geneva was awarded contract for design '
Switzerland/ and construction of 1,000-room Nicon Noga Hilton
France hotel in brand-new Nigerian capital of Abuja. Hotel
being built by National Insurance Corp. of Nigeria with
\ loans from private and French govt. banks.
$268 mn. U.S.S.R. from Soviets have ordered rolling mill for steel complex near
West Kursk from Schloemann-Siemag and partners including
Germany/ Stein-Heurty of France.
France

EIR November 10, 1981

Economics

13



Banking by Kathy Burdman

Free zones to cut world lending

International Banking Facilities for the United States mean
“planned shrinkage’’ of credit and trade.

When International Banking
Facilities (IBFs) go on-line Dec. 3
in major U.S. cities, the Federal
Reserve and its controllers at the
Swiss-based Bank for International
Settlements are expecting to en-
force a ““shrinkage’ of world credit.

The Federal Reserve Governor,
Henry Wallich, who attends
monthly BIS meetings in Basel for
the Fed, recently bragged about
this to EIR Economics Editor Dav-
id Goldman. Asked if IBFs would
help the Fed to limit world lending,
Wallich replied “You’re damned
straight I think they will. The whole
idea is to repatriate all those dollars
and get them back where we can
control them.”

As Wallich implied, when they
become legal Dec. 3, IBFs, also
known as Free Banking Zones, will
allow bankers to do in New York
and other U.S. money centers what
they now do in the totally unregu-
lated offshore dollar markets in
London, Sirgapore, Hong Kong
and the Caribbean. In the offshore
markets, U.S. dollars are borrowed
and lent totally without reserve re-
quirements, federal regulation,
country lending limits, deposit in-
surance, and interest-rate ceilings.
Thisis banking at its most unsafe.

It is also banking at its most
lucrative in the short term, and
there are over $1.2 trillion so-called
Eurodollars out there. Now the Fed
and the BIS expect this huge
amount of cash will start to stream
back into the U.S. ‘

As world liquidity is increasing-

ly concentrated under the Fed’s ju-
risdiction, the Fed and BIS believe
that they can tighten credit on the
world banking system as a whole,
just as Paul Volcker has done to the

.U.S. economy. Since the Fed is the

world’s most effective arm of the
BIS, this would amount to putting
the world dollar credit system un-
dera BIS dictatorship.

IBFs could also mean a major
foreign-policy blow for Ronald
Reagan, forcing him to preside
over the “dethroning” of the U.S.
dollar asthe world’s reserve curren-

cy. The Swiss gnomes at the BIS-

have long desired to remove the
national independence America
still gains from the dollar’s world
role; BIS Executive Director Alex-
andre Lamfalussy warned in Brus-
sels last month that the dollar may
bein for ‘“‘serious turbulence.”

The fact is, IBFs provide a sort
of ““bomb shelter’” into which the
Fed could withdraw dollar assets in
the event of a major dollar crisis
such as that of 1977. Other crisis
possibilities abound, such as the
shaky Polish debt negotiations,
which all but collapsed this week; a
breakdown might trigger a foreign
run on U.S. dollars or U.S. banks.
Given IBFs, under such circum-
stances the Fed would just encour-
age U.S. banks to pick up their
marbles, walk away from their for-
eign subsidiaries with all those
messy LDC loans, and bring their
assets back to the United States.

That means IBFs, as German
bankers warned at the end of Octo-

ber, have the potential to “take
apart” the entire postwar dollar-
based monetary system. It may di-
vide the world into a shrunken dol-
lar bloc, largely located within the
United States, and a host of other
currencies, whose nations would
then be forced to take up the world
creditroleofthedollar.

German bankers have already
warned the Fed that Volcker and

*Wallich are ‘‘unilaterally taking

apart” the monetary system, Fed
officials told E/R Oct. 28. Two
years ago Germany proposed a
joint U.S.-German plan to control
runaway offshore lending; but now
the Fed is going ahead ‘“‘unilateral-
ly” with IBFs to cut back dollar
credit. “They feel we have aban-
doned the principle of international
negotiation, ”’ the Fed man said,
adding *“‘that the rug was pulled out
from under them, and that we have
done something advantageous to
our own banks at their expense.”

In response, the Fed said,
Chairman Wilfred Guth of Ger-
many’s Deutsche Bank has pro-
posed that German banks set up
their own offshore market in Ger-
man marks in the Duchy of Luxem-
bourg, to replace lost Eurodollar
business in London. Deutsche
Bank has announced majority pur-
chase of the Banque de Luxem-
bourg, and invited French deposi-
tors fleeing the Mitterrand govern-
ment to deposit in Luxembourg.

Bankers also met with the Fed
Oct. 28 to explore an even more
dramatic proposal by Bank of
America that U.S.-based IBFs be
allowed to take non-dollar foreign
currency deposits. This will further
erode the dollar and the world cred-
it system, breaking it up into unsta-
ble blocs and making trade finance
between nations a nightmare.
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GOld by Montresor

Tokyo’s new market

Quietly and steadily, Japan is becoming a major force in

international gold transactions.

Japan’s Ministry of International
Trade and Industry, in the purest
spirit of Japan’s brilliant trading
abilities, took the moment of great-
est weakness in the international
gold price to announce the opening
of a new gold exchange in Tokyo.
Earlier this year the Japanese be-
came the most visible source of de-
mand for physical bullion, and the
trade ministry’s approval for an in-
ternational gold exchange makes it
possible for Japan to conduct sub-
stantial accumulation without the
previous reliance on Hong Kong,
which the Japanese found supreme-
ly distasteful.

To associate the sudden Japa-
nese interest in gold purchases,
which is occurring at the broadest
base of the Japanese population—
two dozen or so new retail facilities
for the metal’s sale are now opening
in Japan each day—with the mo-
tives for gold hoarding that occur
in France, or even the United
States, would be a grave misjudg-
ment. Not only do the Japanese still
enjoy a single-digit inflation, a re-
markable achievement for a nation
entirely dependent on imported en-
ergy sources, but the Japanese pop-
ulation trusts their financial institu-
tions in a way that the French, and
increasingly the Americans, do not.

It is wise to recall that the Japa-
nese are a population which duti-
fully handed their private gold
hoards over to the central govern-
ment in 1947 in exchange for paper,
only two years after the conclusion
of the world war.

For political reasons, the Japa-
nese do not choose to accumulate a
substantial governmental gold re-
serve. Pressure from the United
States Treasury was sufficient,
while France, Germany, and Italy
drained America’s gold reserves
during the 1960s, to persuade the
Japanese to forego exchange of
their growing dollar reserves for
gold. It is not the Japanese way to
enter into an open quarrel with the
United States. Neither are the Japa-
nese so foolish, however, as to enter
the 1980s without a substantial gold
reserve. Well-informed Japanese
sources explain simply that individ-
ual wealth of this sort is national
wealth, whether it be in the back-
yards of Japanese farmers or in the
vaults of the central bank. Should
the government ask for it, the Japa-
nese population will happily turn
their gold in for low-interest, long-
term government bonds, just as
theydidin 1947.

Moreover, the reported volume
of Japanese gold purchases—97
tons during the first nine months of
this year—reflects only part of what
the Japanese have actually bought.
Relatively insignificant buyers dur-
ing the big 1980 price runup, the
Japanese are aware that this may be
the last chance to purchase gold at a
price less than the marginal cost of
new gold production (or about
$500 per ounce, according to Con-
solidated Gold Fields). Should the
dollar run into major trouble over
the next year, as appears likely, the
price would run up considerably

further.

On Oct. 21, for example, Japa-
nese brokerage firms placed a sev-
eral-page advertisement in West
Germany’s leading daily, the
Frankfurter Allgemeine Zeitung, to
argue to their German counterparts
that the strong dollar, *““based on
America’s trade surplus and lead-
ing strategic role,” was a thing of
the past, and that other currencies,
including the mark, yen, and
French franc would slowly replace
many of the dollar’s functions. But
the Japanese are skeptical of the
sort of pure “multi-currency” sys-
tem that the Bank for International
Settlements likes to talk about, and
expect the weakness of the dollar to
necessarily lead to a fallback onto
gold.

Therefore the Japanese are en-
gaging in a gold-accumulation
campaign almost without prece-
dent in recent history. The 100 tons
or so reported may reflect a little
more than half of the actual totals,
Japanese expertssay, because Japa-
nese Treasury reporting require-
ments on gold purchases are ex-
tremely lax.

Furthermore, the cited figure
reflects only the gold actually im-
ported into Japan. It does not in-
clude purchases of gold, gold
shares, or gold mines and undevel-
oped deposits by Japanese nation-
als, including Japanese trading
companies, in a dozen different
areas of the world. Actual purchas-
es of gold by the Japanese this year
probably amount to between $4
and $5 billion at current market
prices, thus perhaps $10 billion at
the likely price one year from now. |
would not be surprised if the Japa-
nese were planning to mine gold on
a scale surpassed only by South
Africa and Russia as well. ‘
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BusinessBriefs

Fiscal Policy

Four-year farm bills
go to conference

More than a month after the expiration
of the 1977 farm legislation, two widely
differing versions of a new farm bill will
go to a House-Senate conference that is
expected to begin Nov. 4. At press dead-
line the House had named its 17 confer-
ees, but the Senate had yet to move.

House conferees will be joined by nine .

members of the House Foreign Relations
Committee towork on the PL-480 ““Food
for Peace” portion of the farm bill.

The House finally approved its ver-
sion of the farm bill on Oct. 22.

The administration quickly con-
demned the House bill as ““a budget-
busting piece of legislation,” and threat-
ened a veto if its support provisions pre-
vail in conference. The Senate version,
passed in September, is acceptable to the
administration.

The most controversial issues to be
resolved in conference center on the dairy
program and crop loan-support price
and target-price levels. The Senate bill
sets dairy support-price level at the pres-
ent $ 13.10 per hundredweight, with pro-
visions for annual adjustment between 70
and 90 percent of parity, providing that
program outlays do not exceed $750 mil-
lion. The House bill calls for a $13.10 per
hundredweight support price in 1982,
whichrises to atleast $14.57 in 1983.

On the crop-loan and target-price
programs the differences are significant.
The wheat loan rate and target price in
the House bill are set at $3.55 and $4.20
per bushel respectively; and in the Senate
bill at $3.50 and $4.00. Corn rates are set
at $2.65 and $2.90'in the House bill, and
$2.50 and $2.70 in the Senate version.

There will also be debate on the pea-
nut and sugar programs. Both were key
elements in White House wheeling and
dealing for Southern votes on the budget
and tax package.

Both bills also contain stringent
meat-import inspection standards, op-
posed by the administration for interfer-
ing with free trade.
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The House Agriculture Committee
Chairman, Kika de la Garza, denounced
the administration’s ‘‘budget-busting”
charges. “The bill is under budget for
fiscal 1982, he said, and pointed out
that the projections for the bill’s cost over
the next four years—pundits like to say
that the House bill will cost $16 billion
while the Senate bill will cost $10
billion—aren’t *““factual.”

Econometrics

Forecaster warns
Reagan against Volcker

According to the winner of the First
Annual Economic Forecasting Award,
James L. Pate, *“The monetary policy of
the Federal Reserve and the course of
high interest rates will determine the
depth and duration of the econoimic
downturn. The present excessively high
level of interest rates is in direct conflict
with the President’s economic program.”

In a private interview with EIR in
Washington, where he received this pres-
tigious new award on Oct. 28, the Penn-
zoil Vice-President and Treasurer elabo-
rated further on his public warnings to.
the President. ““I respect the quasi-inde-
pendence of the Federal Reserve System,
but the administration has the right—
indeed the obligation—to speak out with
regard to monetary policy. Paul Volcker
was not elected. President Reagan was
elected, in part for his economic philoso-
phy. So it is a matter of legitimate con-
cern in the White House whenever the
Federal Reserve is pursuing policies that
result in interest rates that nullify the very
things the administration is trying to
achieve. It is not at all improper for the
President or the Treasury Secretary to
express such views.

“The Federal Reserve is a creature of
Congress. It is very crucial to many peo-
ple’s lives and the President’s program.
My view is simply that the present exces-
sively high interest rates are dragging the
economy down deeper and deeper. As
growth declines, this just complicates the
problems for the federal budget.”

The significance of such advice com-
ing from this source is not only that
Pate’s empirical forecasts for the econo-
my were surprisingly accurate when
those of the President’s trusted economic
advisers—the same advisers pushing
continued support for Volcker—are now
publicly recognized as pathetic frauds,
but also because Pate considers himself a
very strong supporter of the President’s
economic program.

Pate’s predictions for the coming
year? He told EIR: ““I saw Volcker’scom-
ments the other day, and what he said is
he plans to continue tight money. I do
think interest rates will remain high,
though declining appreciably. But by my
predictions, they will still be too high to
allow a measure of success to the Presi-
dent’s program.”

Agriculture

Farm income heads
for all-time low

Net farm income in 1980 dropped a full
39 percent, from $33 to $20 billion, ac-
cording to the USDA income and bal-
ance-sheet statistics for the year. Returns
to operators were slashed by half, from
$26 to $13 billion in 1980. .

The plunge in net farm income, the
critical margin of income from which
new capital investments are drawn, is the
result of a violent cost/price squeeze.
While cash income from farming
dropped by $6 billion, farm-production
expenditures have continued to soar.
Production expenses for 1980 hit $130.7
billion, up 10 percent from 1979 and
double expenditures for 1973. Fuel, fer-
tilizer, and interest charges increased the
most.

Significantly, interest charges are
now the single largest cost component
for farmers. Since the 1940s parity policy
was dismantled, American farmers have
been forced to produce at below the cost
of production, mortgaging their equity
to make up the difference with borrowed
capital. Today, producers have to rely on
borrowed money for 23 percent of their
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operating capital—compared to S percent
just 10 years ago!

Projections for 1981 net farm income
have been progressively reduced by
USDA from the $30 billion to the $20
billion range. Production costs for the
major crops are estimated to have risen
another 15 percent, and crop prices have
dropped sharply since the beginning of
the year.

If this trend holds, 1981 will be the
second disastrous year in a row for
American farmers, with real spendable
income per farm at the lowest level since
1934.

Foreign Exchange

Currency controls
predicted for Europe

The election of leftist governments in
Europe may accelerate the adoption of
exchange controls, predicted David
Sandberg, chief eurrency-management
service economist for Bankers Trust
Bank Oct. 30. “‘France has already had
several items of exchange controls in ex-
istence since Mitterrand was elected. Un-
til a few weeks ago, (I haven’t checked
since) a French company could not buy
any forward cover for currency,” Sand-
berg continued. “It is likely that other
governments will move to adopt ex-
change controls if they elect Socialist
governments. Portugal is holding elec-
tions soon and it looks like a Socialist
will win there. In Greece, exchange con-
trols will become necessary if the new
Socialist government of Greece follows
the program of Mitterrand of increasing
government expenditures to increase em-
ployment, which tends to depreciate the
currency, unless exchange controls are
adopted.”

Sandberg also said that exchange
controls are likely in Britain. “The gov-
ernment in Britain announced last week
that they are making an official study on
the need for exchange controls to try to
stop capital outflow. Of course, adopting
exchange controls may conflict with the
ideology of Margaret Thatcher, but she
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may be thrown out of government,” he
concluded.

Transportation

Burlington may abandon
farm-service track

Burlington Northern Railroad Compa-
ny, serving the West and Midwest, is
pushing for abandonment of 4,160 of its
24,600 miles of track. Since 1,140 miles
of threatened trackage lies in North Da-
kota, farmers and officials there are par-
ticularly worried.

North Dakota Agriculture Commis-
sioner John Jones last month met with
the Interstate Commerce Commission
Chairman Reese Taylor, and has invited
ICC and USDA officials to the state to
witness the potential harm caused by
large-scale abandonments.

After Jan. 1, 1982, therailroad, which
in 1980 was separated from its 7.5 million
acres of land and mineral rights by the
creation of a holding company, will press
to abandon as much non-mainline track
as possible. Without the income from the
land and mineral rights, the railroad,
though profitable, can show many more
losses than in the past. These losses, un-
der provisions of the Rail Act of 1980can
then be the basis for rapid abandonment
of branch lines.

If Burlington is allowed to abandon
the 1,140 miles of track in North Dakota,
thousands of farmers will be left more
than 50 miles from rail connections.
Some farmers will find themselves as
much as 200 miles from the nearest rail
terminal.

In an Oct. 2 public hearing, North
Dakota Tax Commission Kent Conrad
said, “I have found in talks with many
North Dakotans, a fear that rail service
has become a secondary interest of Bur-
lington Northern and that the company
considers mineral development over rail
maintenance when making investment
decisions. This thing is really heating up.
Burlington Northern has been too arro-
gant too long.”

Briefly

® EDWARD HEATH, former
British Prime Minister and top
British intelligence operative, an-
nounced Oct. 28 that heis forming
a private International Research
and Intelligence Service. Heath
announced IRIS, which has hired
120 former CIA agents, will have
access to the CIA’s computer in
Langley, Virginia, and will sell its
intelligence to private companies.

® ABDUL TAHER, chief of the
Saudi state oil company, Petrom-
in, told Japanese Prime Minister
Zenko Suzuki that there “is a very
big role Japan can play in the cause
of stability of the Middle East” by
transferring industrial technology
to aid economic stability in the
area, according to Jiji press. Taher
visited Japan Oct. 28 to prepare
for a visit to Tokyo by Saudi
Crown Prince Fahd.

® THE JAPANESE government
of Zenko Suzuki announced 53 bil-
lion yen ($250 million) worth of
debt moratoria Oct. 29 on debts
owed to Japan by the governments
of Madagascar, Senegal, Uganda,
Zaire, and Liberia.

® POLAND is making prepara-
tions to apply for membership in
the International Monetary Fund,
according to Reuters on Oct. 28.

® TOHRU MOTO-OKA, profes-
sor of engineering at the Universi-
ty of Tokyo, revealed that the Jap-
anese Ministry of International
Trade and Industry will invest $50
million in the development of a
fifth-generation computer. Its
main use will be to increase indus-
trial efficiency and facilitate tool
and production-line design.

® THE SALOMON BROTH-
ERS Center for the Study of Fi-
nancial Institutions has an-
nounced that it will hold a confer-
ence Nov. 5-6 with the title, “Cris-
es in the Economic and Financial
Structure: Bubbles, Busts, and
Shocks.” EIR wonders if Salomon
Brothers is expecting Sally Rand
toshow up.
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How to transform
U.S. schools: the
curriculum question

by Carol White

The present crisis in education is the product of the policies of two decades,
which have affected not only funding but have vectored what is taught away
from traditional curriculum. The result has shown on both sides of the
spectrum: in the accelerating rate of high school dropouts, drug users, and
functional illiterates; but also in such comparative statistics as those which
match U.S. performance in mathematics and science education to those of
the Soviet Union. Is it less than a national emergency when the Soviet Union
graduates 300,000 engineers and scientists each year while the U.S. has a
freshman-class enrollment of only 100,000, many of whom are, in fact,
foreign nationals who plan to return to their native lands?

Clearly something must be done, and quickly; but even were it possible, it
is in no wise adequate to merely unravel the tangle: to somehow get back to
the situation of U.S. education in the immediate post-Sputnik period of the
early sixties, when, with government sponsorship, mathematics, science, and
language education flourished. It was precisely then that American education
suffered its gravest damage, with the systematic introduction of curriculum
revisions such as the ‘““new math.”

When we look at the courses in lifeboat ethics, consumer economics, sex
education, and conservation presently being taught, we can almost sympa-
thize with the supporters of the Moral Majority who advocate a return to
“basics”’; but such apparent palliatives are no answer to the challenge posed
by the present Soviet success in training a growing scientific elite. Nor should
it be overlooked that every Soviet high-school graduate must complete a two-
year course in the calculus, along with four years of training in physics, three
years in chemistry, and other physical sciences.

The post-Sputnik impulse to revitalize curricula in the United States was
in itself healthy: the problem was that the model for that revision was taken
from the French structuralist school—Jean Piaget—and British logical posi-
tivism—Bertrand Russell—when, in fact, the United States had an appropri-
ate model at hand, by reflecting on the essential impetus to our fusion and
space programs given by scientists either German-born or German-trained.
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As Lyndon LaRouche wrote in the Aug. 11, 1981
installment of his E/R military policy series, the German
educational system, prior to the 1960s reforms of Willy
Brandt, was a model for the training of youth. This
program, properly associated with the name of Wilhelm
von Humboldt, had a century-and-a-half record of un-
paralleled success, not only in producing genius, but also
a cadre of scientists and engineers capable of enriching
the discoveries of geniuses such as Bernhard Riemann.

By the time of the First World War, 8 percent of
German youth who had graduated from gymnasia (aca-
demic secondary schools), had received an intensive ed-
ucation centered around the study of the Greek lan-
guage, physical geometry, classical poetry and drama,
and universal history, taught by the educators of the
standard of the best university professors. It would have
been 12 percent, but post-world-war attrition; none-
theless, up until 20 years ago, German gymnasia still
operated under a curriculum modeled on the Humboldt
educational reforms, and today there is a movement
under way in Germany to restore the curriculum and
revoke the Brandt liberalization of educational stand-
ards.

The key to reversing the present disastrous trend in
American education is to be found in the core commit-
ment of the Humboldt curriculum to the study of lan-
guage, and particularly Greek, as the repository and
generator of the capacity for concept-formation.

A person who cannot articulate his or her thought, to
that extent cannot think. A child exposed to rock music,
pornography, and the banalities of television program-
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A sixth-grade student in New York City explains a model of a magnetic-confinement nuclear fusion device.
\

ming, and their reflection in the schools under the guise
of popular culture, is doubly deprived: he or she is
continuously exposed to the articulation of gibberish or
worse, but he is also being denied access to the history
and accomplishments of civilization by which to gauge
himself morally, as well as functionally.

The study of English through the medium of the
King James Bible, the plays and poetry of Shakespeare,
the writings of Milton, and the writings of Benjamin
Franklin, Alexander Hamilton, George Washington,
and Abraham Lincoln—to give only a partial list—must
become the core of the high-school curriculum. Every
child must be offered, as well, the opportunity to master
the Greek language and its poetical and scientific writ-
ings in order to appreciate how Greek developed in
conceptual richness, as the thought of that people
emerged from the time of Homer to Plato. At least one
modern language should also be taught.

If language is taught properly, it implies the study of
history, for example, through the medium of the plays of
Friedrich Schiller and William Shakespeare; but every
student must know the sweep of history, as well as grasp
in-depth knowledge of American history. Again, if prop-
erly taught, the study of the topology of language, the
manifold degrees of freedom expressed by its moods,
cases, tenses, and voices, is a prerequisite to a deep
understanding of the languages of physical geometry.

If we are to maintain our public schools—and we
must—it is not enough merely to restore our schools. We
must give our youth the moral tools necessary to rebuild
the nation.
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Federal funding’s
twisted history

by Freyda Greenberg

Cuts in the federal budget during the current administra-
tion have focused attention on the nation’s ability and
commitment to provide education. Fiscal austerity at the
federal, state, and local levels now poses the frank ques-
tion, “Will American public schools close their doors?”

It would be a mistake, however, to blame the Reagan
policy for destroying, in aone fell swoop, the largest free
public education system in the history of mankind. It
would also be a mistake to succumb to the mythology
perpetrated by ‘“‘budgetary experts’” like OMB Director
David Stockman, that ‘““human services’’ be subordinate
to the ‘“cold, hard realities”” of economic tides. The
principles on which the United States was founded make
most emphatic the responsibility of the government to
promote the well-being of the population in the present
generation and the generations to come. If Mr. Stock-
man’s economic policies violate those principles, then his
economic policies are wrong.

Postwar decline

In 1958, the National Defense Education Act
(NDEA) was instituted. The shortcomings of the U.S.
education system were properly seen as a threat to
national security, and grants were provided for the
improvement of natural-science and foreign-language
education. These grants were ‘“‘categorical” in the sense
that funding was provided for stipulated subjects—the
aim being to produce scientists, engineers, and teachers.

In 1965, however, the ‘“Great Society” planners
altered the meaning of ‘“‘categorical.” Instead of stipu-
lated educational subject-matter and content, aid was
directed to categories of the population deemed disad-
vantaged, ranging from minorities to handicapped.
Financially strapped school districts, in order to receive
federal aid, literally had to shift funds out of educational
programs and into ‘‘special programs’” amounting to
social work for the disadvantaged part of the student
body, because these programs were now mandated by
federal law, while math, science, foreign languages,
music, and other subjects that are the heart of education
were not. As economic-difficulties deepened, the social
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work programs could not be cut, so science, math, and
so forth were.

By the mid-1970s, a crisis became apparent as studies
documented a decline in the performance of public-
school graduates. It was found that by 1975, twelve out
of one hundred 17-year-olds were functionally illiterate.
In 1975, only 53 percent of 17-year-olds knew that each
state had two Senators and that the President did not
appoint the Congress.

During the same period, only 20 years after NDEA
was enacted, concern for educational excellence was
superseded by concern about whether children would
return from school each day. A 1977 Department of
Health, Education and Welfare survey of violence found
that although children spent 25 percent of their waking
hours in school, 40 percent of robberies and 36 percent
of assaults on teens occurred in school.

Plummeting career aspirations, an expanding drug
subculture, and low educational standards had com-
bined to make school the most dangerous place for a
child to be. Such studies only confirmed what parents
and teachers across the country already knew: we have
come a long way down in a very short time.

The causes

There were two reasons for America’s educational
decay in the wake of the 1958 recession. One was the
deepening industrial decline, which consistently eroded
the tax base at the local level. The second was the
deliberate subversion of school curricula, partly by
means of federal aid itself.

The period into the 1960s was characterized by a
great demand for education. Eyes were focused on a
record percentage of college-bound children. NDEA
continued to provide improvements in laboratory sci-
ence and foreign languages and libraries through cate-
gorical grants in these areas.

At the local level, economic conditions were such
that voters readily approved school bond-issues to
improve education. There was no unemployment
among, but rather a great shortage of, teachers, engi-
neers, mathematicians and scientists.

Then came Lyndon Johnson, the “Great Society,”
and the Elementary and Secondary Education Act
(ESEA) of 1965. The problem with the *“Great Society”
in general was that, true to its design by *“post-industrial
society’ architects, it worked against capital formation
and the growth of basic industry, against broad-based
scientific and technological progress for the nation. In
the same way, ESEA worked against educational excel-
lence.

Contrary to some, the problem was not too much
federal funding, nor federal funding itself. The problem
was that the Johnson administration used federal fund-
ing to transform the schools from centers of education
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into centers of social-welfare work. ESEA focused fed-
eral aid away from the essential educational curricula
emphasized by the NDEA. and gave grants for special
programs targeted on specific categories of the popula-
tion: handicapped, minorities, under-achievers, those
with speech defects, and so forth.

At the same time, amendments added to the NDEA
itself in 1965 subverted the purpose of its categorical
grants for science and foreign languages. by adding
“other critical subjects.” As economic difficulties wors-
ened, science, math and foreign languages were subject
to budget cutting, lacking the protection NDEA might
have provided prior to the *““Great Society”™ amend-
ments.

Economic conditions were worsening steadily. In-
dustrial contraction, eroding local property-tax bases,

cut into school budgets. The Nixon administration’s
federal revenue-sharing shifted administrative responsi-
bility more heavily to states where tax revenues were
continuing to suffer. In the same year, only 47 percent
of school bond issues were approved, compared to an
average of 72 to 74 percent throughout the 1960s.
Beginning in 1969, capital outlays for education, as
a percentage of local, state, and federal expenditures,
fell from a 1950s average of 20 percent to 11.5 percent.
By 1977, it was down to 6.5 percent. Instructional costs,
reflecting the peak in teachers’ salaries, rose to their all-
time high of 58.6 percent in 1971-72. Outlays for
physical maintenance increased in the same period:
fixed expenses for plant maintenance, fuel and so forth
increased from 5.8 percent in 1959-60 to 8.5 percent in
1971-72, and to 11.5 percent in 1977-78. Other service

An emergenéy proposal

The following legislation was drafted by EIR Economics
Editor David Goldman for the National Democratic
Policy Committee, a political action commitiee whose
advisory board is chaired by EIR founder Lyndon H.
LaRouche, Jr.

Be it resolved in the House of Representatives and
Senate of the United States assembled that this act
shall be known as the National Education Emergency
Act of 1981.

Findings

Congress finds:

1) That the financial condition of state and munic-
ipal governments across the United States is at a point
of crisis without precedent since the decade of the
1930s;

2) That the financial crisis of municipalities and
entities thereof responsible for education threatens the
nation’s capacity to raise a new generation with the
outlook, skill, and goals expected of Americans;

3) That the mass closing of schools, firing of
teachers, and delaying of school-system openings con-
stitues a grave, immediate, and intolerable threat to
the welfare of this nation;

4) That the present conditions of municipal fi-
nances haveled to a national educational emergency;

5) That although the solution to the educational
crisis lies broadly in a national economic recovery
program, the emergency nature of present conditions
demands immediate action on the part of the Congress
of the United States.

Title 1. Determination of Crisis Conditions.

Section 1. The Secretary of Education shall accept
representations from duly organized School Districts
that a “state of crisis’ be declared for such Districts.

Section 2. A State of Crisis shall be defined as a
condition in which the absence of financial resources
will compel School Districts to eliminate major por-
tions of educational services; defined as closing of
schools or firing of teachers.

Section 3. The Secretary of Education shalldeclare
a School District to be in‘a “state of crisis” upon
determination that such School District’s inability to
obtain financial resources is due to circumstances
outside the District’s control. Such circumstances
shall be limited to reductions in state or federal aid to
education, inability to raise local taxes through refer-
enda, and inability to obtain credits through the pri-
vate financial markets.

Title 2. Loan Guarantee.

Section 1. Upon such determination of a “state of
crisis,” the Secretary of Education shall duly forward
his determination to the Secretary of Treasury, includ-
ing a statement of the School District’s financial short-
fall for the current educational year.

Section 2. The Secretary of Treasury shall author-
ize a Guarantee by the Department of Treasury of a
new bond flotation by the cited School District, to the
amount of the shortfall determined by the Secretary
of Education, and of maturity of not less than two
years following the commencement of the current
education year, and with the full faith and credit of
the Government of the United States.
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expenditures grew from 6.6 percent in 1959-60 to 8.4
percent in 1977-78.

Just how Great Society federal aid for education
worked to undermine the school system under these
conditions is exemplified by the Education for All
Handicapped Children Act of 1975. The act mandates a
“free appropriate public education” for a gradually
increasing percentage of handicapped children, until all
were served within five years. The federal government
was to pick up an increasing percentage of the tab, 10
percent in 1979, increasing to 40 percent by 1982. (The
Ford administration fell behind, and when Jimmy Car-
ter authorized $875 million, it came to only 12 percent
in 1980, when it should have been 20 percent.)

What does it mean for a local school district to be
required by law to provide “a free appropriate public
education” to all handicapped? The law reads that the
states and localities must provide a ‘“‘free appropriate
public education” for some 8 million handicapped
children in the U.S.

The discussion at the local level thus proceeds: “We
have x amount of revenues, we must by law fund the
following programs. That leaves y amount of revenue.
We will have to cut programs the law does not require.”
As revenues have declined, the laws have stayed the
same, and the cost of implementing the laws has in-
creased.

The effects of such *“federal aid to education’ were
indicated in a study by Beryl Wellborn, a professor at
Grinnell College, who examined the effect of revenue
shortages on the curricula of 76 percent of lowa’s public
schools. He found that cuts were applied to art, music,
classes for the gifted, physical education, advanced
. literature, libraries, advanced science, and mathgmatics.
The effects on math and science, he concluded, would
be devastating.

Thus, in a period of economic crisis, schools were
forced to make a tradeoff between necessary programs
for the handicapped and basic educational necessities.

Ironically, when federal aid to education passed
through Congress under the Great Society, it was with

‘the pledge that curricula were to be kept the business of
the local school districts. In fact, in ways typified by the
“handicapped” act, federal grants did more to shape—
and destroy—educational curricula than any other sin-
gle influence in the history of American education.

The Reagan shakeout

‘ The destructive influence of such aid is compounded
" in.two ways by the Stockman budget. First, by eliminat-

" - ing categorical grants of many types in favor of *“block

“grants,” the administration has forfeited its responsibil-
ity to ensure adequate funding of those educational
_programs most urgent to national well-being, yet most

deeply eroded—science, education, foreign-language
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study, and so forth.

Second, some cutbacks in federal aid do not lessen
legal stipulations for local school board “social-wel-
fare” programs. Thus, President Reagan is proposing
to cut the federal portion of Aid to the Handicapped
funding to $737.6 million from $875 million, which was
itself 8 percent short of federal contributions required
by the original legislation. While Congress raised the
figure back to $900 million in July, the present contin-
uing resolution brings it back down to the $875 million,
not counting probable reductions of 12 percent now
under discussion. Yet, states and local school boards
are still required to provide handicapped education at
the same level as before!

Under the block grant procedure, some 40 smaller
federal categorical grants have been consolidated into a
few lump sums, with administrative discretion turned
over to local officials. The lump sum amounts to a 25
percent cut across the board. Sources in Congress and
the soon-to-be-dissolved Department of Education pre-
dict that the block grants achieved through the Consol-
idated Education Act of 1981 are a foot in the door for
consolidation of all federal education spending.
~ What’s wrong was shown by administrative reaction
to one Congressman’s initiative on behalf of education.
Paul Simon (D-IIl.), declaring that *“where there is a
need, we have to meet it,”’ is sponsoring a bill to provide
$87 million annually for foreign-language study in
schools and colleges. CIA Deputy Director Bobby R.
Inman had testified before a subcommittee of the House
Education Committee that the nation’s “‘rapidly deteri-
orating” foreign-language capability was having an
*““adverse impact” on national security. '

Education Secretary Terrell Bell, however, declared
his opposition to the legislation in a letter to the
subcommittee, citing ‘‘budgetary constraints,” and
“philosophical .disagreement’ with such a categorical
grant in an age of block grants.

The Friedmanite approach

On the state level, the tax limitation movement that
brought us Proposition 13 in California and Proposition
2!, in Massachusetts, among numerous other actions,
is being used against the American system of educa-
tion—manipulating responses to economic decline, and
destroying the basis for economic progress, namely, a
well-educated labor force. California enacted Proposi-
tion 13 in 1978 when the state boasted a multibillion-
dollar surplus. Today, the surplus is gone, with the state
garnering $2.5 billion less in tax revenues a year. The
effect of Massachusetts’ Proposition 2!, was felt im-
mediately. The ¢ity of Boston alone lost $600 million
this year. Boston has laid off 25 percent of its teachers
and closed 15 percent of its schools.

Milton Friedman et al. jump in next to propose that
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if the public sector cannot provide education, the “pri-
vate sector” can. The same *‘privatization™ lies behind
Sen. Daniel Moynihan's insidious tuition tax-credit
proposal concerning federal subsidization for private
and parochial schooling. The bill is based on a lie: the
claim that a net migration of students from public to
private schools is occurring. Even were this true, Moy-
nihan’s bill would only accelerate the trend, rather than
address the problems of America’s public-school sys-
tem. However, while it is the case that public-school
enrollments are declining, there is absolutely no corre-
sponding increase in private-school enrollment. (Slowed
population growth and an accelerating dropout rate in
major U.S. cities may account for this.) Moynihan, one
of David Stockman’s original patrons and a Socialist
International operative turned ‘‘neo-conservative,”
would therefore seek to initiate an exodus from the
public schools.

Such “privatization” is also being promoted by the
advocates of Proposition 13 in California. This ‘“sys-
tem’ is comprised of glorified daycare centers using
abandoned school buildings, church basements, and the
like, staffed by “paraprofessionals’ and laid-off teach-
ers—at 20 pércent lower wages. Fire and safety codes
are met, but education is whatever the assembled staff
decides to provide.

Such proposals, as EIR Economics Editor David
Goldman implies in the accompanying draft legislation,
are indeed a threat to America’s national security. Free
universal compulsory public education is not an inci-
dental feature of a nation-state: it is essential to provide
the percentages of scientists and technicians, and the
quality of population that can assimilate the scientific
and technological progress, and the patriotic commit-
ment, upon which a nation depends. If this system is
destroyed, America itself will soon follow.

‘Compulsory schooling
is a thing of the past’

Education vouchers are being touted as a scheme that
will “solve™ the current dilemma of financing educa-
tion—improving education and saving money. The
proposal would replace public financing with a policy
of issuing vouchers to families for their school-aged
children. The family then choses which school, private
or public, they wish to send their children to. Schools
would vie for enroliments, and the bureaucracies in-
volved in disseminating funds to public schools would
be eliminated. According to the Education Voucher
Institute (EVI), which promotes both the vouchers
and its sister “foot in the door” plan for tuition tax
credits, “principles of free enterprise’”” would thus lead
to “‘a superior system of quality education.”

Voucher advocates, who include Milton Fried-
man, point to the enormous savings their plan will
provide. Where annual costs per student in public
education now average between $2,000 and $3,000 per
year, (Boston schools spend $4,000 per student per
year,) Friedman et al. call attention to a figure of $750
per year per student in private schools. If this is so, the
voucher proponents argue, then a $1,000 or $1,200
per year voucher would lead to tremendous savings. It
would in fact do much more. In an interview made
available to EIR, the Director of the Michigan-based
EVI, Dr. Frank Fortkamp, expounded on how the
plan would end America’s compulsory education
system.

Q: Do you mean more computerized education?

Q: Under the voucher plan, won’t certain schools go
bankrupt if families chose not to patronize them?

A: Sure! But new schools will be set up, teachers will
wise up and start new schools. They’ll say, “Look
there are 500 students in that apartment building, they
each have a $1,000 voucher, that’s $500,000 for us to
start a school.” They'll find a church basement, get
local people to help with the janitor work, brown-bag
it instead of cafeterias, and they’ll have a school.

Q: What about standards?

A: Compulsory education is a thing of the past. .
Our public school system may have been appropnate
to the industrial revolution of the 1800s but it is not
appropriate for the new technological revolution.

A: The parents and the job market will set the stand-
ards. . . . The home education movement is growing,
compulsory education is not enforced; parents, even
affluent ones, are leaving their children at storefront
centers to learn on computer terminals . . . that’s the
education these children need today. ... Our public
school system is boring, uninteresting.

Q: Where do you foresee breaking through on this
proposal?

A: In systems that are belly-up like in Michigan. Why
do you think we located here? The Boston Finance
Commission has a committee on vouchers. . . . We're
not comparing our proposal with a functioning public
education system. In several years, there won't be a
system.
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A Case Study

Urban education: the economics
of Philadelphia’s school crisis

by Stephen Parsons

On the 16th day of the Philadelphia school strike, three
prominent officials from the City of Brotherly Love held
a quiet luncheon meeting in New York with Felix Roha-
tyn. - 4

The ostensible topic of discussion among Rohatyn
and Mayor William Green, City Representative Richard
Doran and Finance Director Edward De Seve on Sept.
25 was how to put together a financing package to
“save’ the Philadelphia school system. But the actual
purpose of the meeting was to ensure that Philadelphia’s
schools would get the Big MAC treatment from Roha-
tyn.
What both Rohatyn and Philadelphia’s financier elite
are demanding is that Green set up an “independent”

=== -
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school fiscal agency, modeled on New York City’s Mu-
nicipal Assistance Corporation (“Big MAC”) and the
Chicago School Finance Authority, that would force the
school district to implement savage austerity under the
rubric of “living within its means.” The bottom line
would be the final destruction of Philadelphia’s battered
school system, as well as the disenfranchisement of the
traditional School Board and a further slash in the living
standards of teachers and other public employees.

The school strike

The Philadelphia school district ended its 1980-81
fiscal year with a $71 million deficit, which the Board of
Education attributes almost entirely to state underfund-
ing of mandated Special Education programs over the
past two years. Despite extensive staff and teacher
reductions since 1977, and the inclusion of a formula in
the current teacher contract which has permitted the
elimination of hundreds of positions due to declining
student enrollment, the district faced an additional $152
million budget gap for this school year.

In March, School Superintendent Michael P. Mar-
case warned that if the city would not “live up to its
commitment to seek funds to finance the teacher con-
tract” and the state would not “meet its legal and moral
commitment to the handicapped children of Philadel-
phia, . . . we will have no alternative but to recommend
massive and devastating budget cuts that will violate
contractual, court, and legislative mandates, and all but
paralyze the school system.”

But with both the city and state unwilling to provide
extra funding and facing their own share of a combina-
tion of stagnating revenues, skyrocketing inflationary
costs, and federal revenue-sharing and categorical aid
rescisions, the district reluctantly instituted drastic
budget cuts of between 15 and 20 percent. When
inflation is figured in, the cuts would actually amount
to 25 to 30 percent.

The Board announced that it was laying off 3,500 of
the district’s 26,000 employees—mostly teachers—de-
spite a no-layoff clause in its contract with the 22,000-

'member Philadelphia Federation of Teachers (PFT). In

addition, it rescinded the scheduled 10 percent salary
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increase it had previously negotiated with the teachers—
who had already deferred any wage hike until this
school year. The Board also called for a three-student
increase in class size and the drastic reduction of teacher
preparation time.

Faced with a clear breach of contract and what
Marcase warned would be the virtual destruction of
education, the PFT went on strike Sept. 8 and stayed
out for 50 days. The strike ended Oct. 27 when a three-
judge panel in Commonwealth Court modified a lower-
court injunction ordering the teachers to return to work.
While upholding the original back-to-work order, the
panel stipulated that the union is covered by last year’s .
contract, a move that effectively reinstates the 3,500
laid-off employees.

Although the logjam has been temporarily broken
with the court ruling, the question of funding is still
very much unresolved.

The truth about salaries

Mayor Green and the Philadelphia financier elite
vociferously blame the district’s financial plight on the
teachers—‘‘the highest paid in the world,” they say.
While it is certainly true that the PFT’s salary increases
comprise the largest single component of the $223
million deficit, and that personnel expenditures are the
largest budget item, it is false and incompetent to pin
the district’s problems on either the teachers or Board
of Education. ‘

As Figure | demonstrates, while the average teach-
er’s salary has nearly tripled since 1970, last year a

L _ I
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teacher actually made only 2 percent more than in
1970—and 15.8 percent less than 1972’s peak—once
inflation is considered. Even if the teachers win their 10
percent salary increase this year, the average teacher
will earn only $8,700 to $9,000 in 1967 dollars—10
percent below the 1972 figure.

Individual teachers have, of course, increased their
real wages over the years by advancing through the
system’s 11-step pay scale. But once they reach the top
pay grade after 11 years, they lose real income. Last
year, teachers with a Masters degree who had 11 years
or more seniority, earned 20 percent less than they did
in 1972 and 1973, in constant dollar terms.

Administrators have not even fared this well. A
“664-level” director at the top pay grade, for example,
earned just under $20,000 in 1969, in constant dollars.
This year, he will earn less than $13,000—a 35 percent
cut—and has lost money almost annually.

The situation is even worse at lower and entry-level
pay grades. If our ““664-level” director were starting this
year at his new-position, he would receive only $11,500
in 1967 dollars. A first-year teacher with a Masters
degree probably wouldn’t bother: he would get only
$3,660!

City officials might like to trot out current dollar
charts to show how education expenditures and person-
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nel costs are “‘out of control.” But Figures 2 and 3 show
a very different reality. When inflation is taken into

account, total expenditures have fallen 11 percent from -

the 1977 high, and would rise only slightly this year
even with full budget funding. Salaries and wages
peaked in 1972 and have fallen 20 percent since then. If
the proposed budget cuts are effected, expenditures
would be slashed 20 percent from 1980 levels, and more
than 25 percent from the peak; salaries would plummet
44 percent below 1980, and over 50 percent from the
1972 peak!

Moreover, salaries and personal services (i.e., salar-
ies plus benefits) expenditures have declined sharply as
a percentage of education expenditures (Figure 3). In
1968 salaries and total personal services comprised 79
percent and 85 percent, respectively, of all costs. Under
the original 1982 budget proposal, that would fall to
only 56 percent and 69 percent. With the cuts enforced,
they would sink to only 42 percent and 51 percent. And
the greatly ballyhooed ‘‘employee benefits perks’ have
risen only from 8 percent to less than 12 percent of total
expenditures in 13 years.

The revenue plunge

The chief cause of the school district’s financial crisis
is the fall in constant-dollar revenue, and especially
Philadelphia’s local tax receipts. Mayor Green and the
news media might exclaim all they want about how
much money is pumped into the school system; but in
reality it is the relative stagnation of revenues in the face
of soaring inflation that has precipitated the crisis. Fig-
ure 4 shows why.

Figure 4
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Figure S .
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School District revenues

80%

70

Total state funds

60

50

40

30

20 ds \mo“\y gtate)

Intermediate unit funds >
20.6%
10

9.8%

1968 70 72 74 76 78 80 82

Since its peak of $323 million in 1978, by the end of
the 1982 fiscal year revenues will have plunged by 25 .
percent or more in 1967 dollars. This has coincided with
sharp inflationary pressure on the cost side, where
expenses have zoomed, especially non-salary expenses.

Both the city and school district have been in a
revenue bind since the 1960s. Since 1968, the peak years
for local revenues have been only about 10 percent
higher than that year (in constant dollars), and now
revenue is 21 percent lower. Increasingly since then, the
slack has been taken up by the state, which has increased
its funding nearly 600 percent in nominal dollars, and
over 100 percent in constant dollars. The local share of
school funding has gone from 59 to 35 percent, while
the state’s share has increased from 38 to 65 percent
(Figure 5).

Since 1978, however, the increase in state funding
has fallen far short of inflation, its subsidies declining
20 percent in constant dollars, as local revenues plunged
30 percent. While the city of Philadelphia’s revenues can
barely keep pace with its sharply cut-back obligations,
the city coffers hardly have much to spare for a school
bailout. :

The increased dependence on state funding has also
resulted in a major shift of emphasis in public education.
As Figures 4-5 show, the largely state-funded Special
Education component of school expenditures—which
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. includes education for the handicapped, vocational ed-
ucation, and other programs—has risen to over 20
percent of the budget, while state subsidies for regular
education have fallen.

This has forced a de facto shift of teachers from the
regular classroom into these programs. Moreover, be-
cause state and federal law mandates open-ended fund-
ing for Special Education, there has been a tendency to
greatly increase student enrollment—and hence, teach-
ers and administrators—in these programs.

Thus, in 1978 and 1979, as both expenditures and
revenues began their precipitous declines in real dollar
terms, Special Education enrollment doubled from
11,600 students to 23,000. The number of “learning
disabled” students suddenly went from 501 in 1977, to
1,582 in 1978, and 2,668 in 1979. In 1978, those labeled
“detention” and ‘“‘retarded educable/emotionally dis-
turbed” increased from 571 to 6,821.

Why revenue has dropped

It is clear why the revenues of both Philadelphia and
the school district have dropped in real-dollar terms. As
in New York City and other large urban centers,
employment in Philadelphia has plunged disastrously,
with the heaviest decline in the productive sectors of
manufacturing, construction and transportation (Figure
6). On a proportional basis, Philadelphia has been hit
even harder than New York, with total employment
since 1970 dropping 15 percent, manufacturing by no

less than 43 percent, and construction by 34 percent.
Today, manufacturing constitutes only 17 percent of
total employment, versus 26 percent a decade ago.

Although property values have climbed steeply, the
loss of business and employment, especially manufac-
turing, has caused a 13 percent and 25 percent drop in
real estate taxes for the school district and city, respec-
tively, in constant dollars.

Real estate tax revenue, which comprises 80 percent
of the school district’s local tax receipts, has also
suffered from both the heavy increase in other taxes
(especially federal and state income taxes), which have
occurred in the last decade and because localities have
been politically unable to increase tax rates. It should
be noted that in other parts of the United States, where
rates have increased substantially, Proposition 13-style
tax-limitation moves have threatened to, or actually
have in fact, lowered tax rates and local receipts.

Most other tax revenues in Philadelphia have fared
even worse, as the city’s depressed economy has gener-
ated a virtual population exodus. The nation’s fourth
largest city has lost 20 percent of its population since
1970, and its public school enrollment is down nearly 25
percent. !

As is now apparent in the Chicago school system, in
New York City generally, and in the federal govern-
ment, no amount of fiscal austerity can solve problems
that are fundamentally caused by the collapse of reve-
nues and real economic growth.

Figure 6
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EER International

Japan and Mexico pose
"American System’ policy

by Peter Ennis, Cancun Correspondent

When Mexican President José Lopez Portillo and Cana-
dian Prime Minister Elliott Trudeau, the Co-Chairmen
of the first-ever International Meeting on Cooperation
and Development, entered the crowded Convention Cen-
ter in Cancun, Mexico on Oct. 23 to read a summary
statement on the conference, few among the approxi-
mately 3,000 journalists and staff present failed to notice
the decidedly opposite mood of the two men. Lépez
Portillo was optimistic; Trudeau was dejected. Cynics in
attendance claimed Lopez Portillo had no choice but to
act in this fashion, as host of the conference. It was
Trudeau, they said, who accurately reflected the results
of the conference.

But the two leaders had ample reason for their respec-
tive states of mind. The Mexican President and his friends
from, in particular, India and Japan, had succeeded in
diffusing the many diversionary tactics launched at the
conference, and placed their goal of international eco-
nomic development through drastic reform of the Inter-
national Monetary Fund at the top of the conference
agenda. On the other hand, Trudeau, along with his
fellow social-democrat French President Frangois Mit-
terrand and Socialist sympathizer Alexander Haig, had
failed to provoke ‘“‘right-wing/left-wing”” confrontation.

Canciin was the first gathering of heads of state from
both the industrialized *“North” and the Third World in
the postwar period to discuss the fundd4mental issue of
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modernizing the underdeveloped countries, and in the
course of the two days of discussions, every essential
element of a plan to revive the world economy was
presented, at least in outline form.

The Canciin summit also set back the prestige and
influence of the Soviet Union in the Third World. Hardly
a speaker failed to attack the Soviets for boycotting the
conference, even as Moscow was issuing daily sour-
grapes bulletins denouncing the proceedings as a front
“for “imperialist” interests.

Reporters were denied access to the conference pro-
ceedings themselves, which occurred in the remote Can-
cun Sheraton Hotel; all high-level delegates to the sum-
mit confined themselves to the Sheraton as well. EIR
assembled this exclusive report based on discussions with
diplomats from many countries, from occasional general
briefings given by delegations, and from information
from journalists from many nations who were regularly
briefed by their delegations.

Japan’s active role

The role that Japan played at Cancin, both in
setting the environment for overall development discus-
sions and in mediating between the North and South
was unprecedented.

Japanese Prime Minister Zenko Suzuki came to
Cancun intent on taking a much more active role than
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is customary for Japan in international forums. In
recent months, Japan has moved to rectify the world
economic situation, particularly in the developing coun-
tries, by expanding lending to these countries on a large
scale, to enable them to import Japanese and other
advanced technologies. The basis for this effort is
“American System’’ economics: deliberately fueling in-
dustrial growth through technological development,
mass education, and political leadership dedicated to
nation-building.

In this regard, relations between Japan and Mexico
have become particularly friendly in recent months.

Reliable sources reported to EIR that midway
through the first day of the summit, President Lopez
Portillo spoke to Prime Minister Suzuki and asked him
to speak to Reagan about moderating the American
position at the talks. Suzuki, who had been eager to
assume such a role, immediately accepted. The problem
for Suzuki was that the White House was refusing to
arrange a meeting between Suzuki and Reagan. Alex-
ander Haig was reported to be well aware of Suzuki’s
desire to mediate at Cancun, and calculated that Suzuki
could not perform -this role if he were denied access to
Reagan.

Japanese sources reported that Haig was particularly
upset that, several days before the Canclin summit, PLO
leader Yasser Arafat had visited Tokyo and met with
Suzuki. ““Haig is worried that Japan is adopting a more
independent policy stance,” one source stated.

Though Suzuki could not meet with Reagan, Japa-
nese Foreign Minister Sunao Sonoda told Haig late one
evening that the United States was in danger of becom-
ing “totally isolated” at the summit, and urged a
softening of American policy stance.

Meanwhile, in his presentation to the conference,
Suzuki had taken note of the effect of IMF “‘adjust-
ment” (austerity) programs in the developing countries,
and announced that Japan was expanding its foreign
aid program. He also delivered a remarkable character-
ization of Japan’s own successful drive to modernize,
saying that ‘“‘nation-building” depends on raising the
skill levels and modernizing commitment of the nation’s
population.

A difficult question remained for Suzuki, Lépez
Portillo, and their allies: how will President Reagan
absorb the education in statecraft that was given to him
at Cancuin? The short-term results were unpromising; at
the prompting of Haig and Britain’s Margaret Thatch-
er, Mr. Reagan kept up a stubborn defense of the IMF
as if oblivious to the statements by numerous conference
speakers, patient but emphatic, that the IMF’s policies
pose the greatest obstacle to Third World development,

and thus the greatest cause of instability and the danger

of war.
The origins of the conference were themselves two-
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sided. It was organized largely on the initiative of
President Lopez Portillo, yet the meeting has first been
suggested by the report issued two years ago by the
“independent commission’ chaired by former West
German Chancellor Willy Brandt to study the North-
South question. Brandt was urged to establish his
commission by former World Bank President Robert
McNamara, an unabashed advocate of reducing the
population of the developing countries. Among the
commission’s leading members were Peter Peterson,
Chairman of the New York investment firm Lehman
Brothers-Kuhn Loeb, and Katharine Graham, owner of
the Washington Post and daughter of Eugene Meyer of
the Lazard Freres investment firm. The two firms have
played essential roles in imposing the IMF/World Bank
austerity programs in developing countries.

Cancun preparatory meetings in August 1981 agreed
to follow the outline of the Brandt report and focus on
four issues: food and agriculture; energy; trade and
industrialization; and monetary and financial issues.
The Brandt Commission backers hoped to protect the
IMF and its affiliated private interests by dividing
discussions into isolated topics with a shared premise of
inevitable austerity and financial blackmail.

At the same time, the Brandt Commission-allied
Club of Rome, operating through Dr. Ervin Laszlo and
his “Futures Project” at the United Nations Institute
on Training and Research, had dragged the procedural
issue of future *“‘global negotiations’ onto center stage.
The ostensible question was whether future talks would
take place in the U.N. General Assembly, where devel-
oping countries can out-vote developed countries, or in
the so-called “specialized agencies” like the IMF and
World Bank, where OECD nations dominate the voting
due to the larger contributions they make to those
institutions.

Finally, with Haig encouraging President Reagan to
harangue the Third World on “free enterprise,” the
stage was to be set for a confrontation between the
“haves’ and the ‘*have-nots,’”” with Trudeau and Mitter-
rand encouraging this confrontation.

Mexico sets the tone

But from the moment Loépez Portillo greeted Presi-
dent Reagan with a warm embrace at the Cancin
airport, it was clear the Mexican leader was determined
to prevent any such confrontations. The tone was set in
his conference inaugural address on Thursday, Oct. 22.
He urged that the sterility and tension characterizing
previous discussions on North-South relations be put
aside. Instead, he said, attention should be focused on
the obvious harmony of interest of the developed and
developing countries. World prosperity can be achieved,
he said, if ways can be found to link the financial
resources of OPEC and other countries, the technologi-
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cal and industrial capacities of the developed countries,
and the acute need for technology and consumer products
in the developing sector.

That redefinition of the economic question, 180
degrees away from “‘redistribution” or ‘“‘small is beauti-
ful” toward expanded credit and production, became a
theme dominant throughout the entire conference. It
was repeated with striking unanimity by heads of gov-
ernment all the way from communist Yugoslavia to the
“right-wing”’ regimes of Brazil and the Philippines, and
brought forward with particular eloquence by Prime
Minister Gandhi of India and Foreign Minister Saraiva
of Brazil. Lopez Portillo himself emphasized that fun-
damental changes in the international monetary system
are necessary to realize this potential. :

Lopez Portillo also set another theme for the confer-
ence: failure to pursue that objective harmony of self-
interests in technological development would result in
economic and political disaster—*“whirlpools of world-
wide decline.”

Philippines President Marcos and Yugoslav Presi-
dent Kraigher asserted that the Third World’s balance-
of-payments deficits and consequent indebtedness have
reached a breaking point. “There is no way of paying
these debts in the present situation,” Marcos said
bluntly in his opening address to the conference.
Kraigher warned, “This is leading to the danger of
repayments moratorium,” adding, ““There is no need to
emphasize what all this may mean for the overall world
financial structure.” Mrs. Gandhi took these warnings
a step further: ““‘Surely the whole point of this conference
is to try and avoid war as an outgrowth of the North-
South problem,” she told a press conference.

The Reagan script

Mr. Reagan’s personal reaction to these warnings is
not known at this time; but the script handed him by
Haig and the State Department advocates of depopulat-
ing the Third World made the President the backroom
laughing stock of the underdeveloped countries’ diplo-
mats—insofar as they pushed aside their knowledge
that US. defense of the IMF and “free enterprise” will
mean accelerated mass murder in the coming period.

It was a startling scene: Ronald Reagan, who can
count his trips abroad on his two hands, preaching to
the experienced leaders assembled at the conference
table on the importance of ‘“‘free markets’ and “‘free
enterprise’” in achieving economic development. Most
of the nations present had not long been liberated from
the British version of “free enterprise,”” and continue to
suffer what the Philippines’ Marcos called the ‘“‘disas-
trous inheritance’ of this period: widespread illiteracy
in the population, a wholly inadequate industrial base,
little infrastructure, and less technology to bring to bear
on their nagging food shortages.
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Speaker after speaker tried to direct the President’s
attention to the practical reality of ‘“‘market forces”
under the IMF’s regime, some well aware that it was
“free-market” colonialism against which the United
States fought a revolution. Indira Gandhi reminded the
President that before a nation can pull itself up by its
own bootstraps, it needs a pair of boots. When India
became free 35 years ago, she said, ‘“‘we had nothing—
literally nothing—in the country. No technology, no
industry—we barely had a beggar’s bowl.” But sheer
determination has led to great success in modernizing
India, she asserted. Marcos urged that all *““platitudes be
left in the marketplace.” And Brazilian leader Saraiva,
whose country-is a favorite investment site for American
corporations, told the conference that “the market-
place” will not build the infrastructure needed in the
developing countries. “Even in Brazil,” he said, ‘it has .
been necessary for the state to pragmatically take over
considerable responsibilities in important sectors. What
can be said of countries that do not possess a business
community, or sufficient capital accumulation, or even
technical cadres?”

At one point, the reaction against Reagan’s preach-
ing was so serious that Lopez Portillo had difficulty
maintaining a non-confrontational atmosphere. An Af-

-rican diplomat stated privately that ‘“Reagan is in

another world. He seems to have no idea what the world
around him looks like.”

The final summary

The entire summit came to a head at about 5:00 p.m.
on Friday, the second day of the two-day conference.
At this moment, Japan’s Suzuki finally got his chance
to mediate.

It had not been expected that the conference would
make any dramatic announcements or agreements.
Thus, the only announcement expected was where and
when future talks would take place, and a final summary
statement containing this and other related information;
it was in this context that the much-publicized issue of
*“global negotiations’ assumed some prominence.

At that time, the conference adjourned for a period
of two hours, during which time a most unusual proce-
dure was visible. The 22 heads of state broke up into
small, roving negotiating groups, trying to work out
the final language of a statement to indicate when and
where future talks would take place.

Reagan spent virtually the entire time with Margaret
Thatcher, insisting that any reference to “global nego-
tiations” be clarified with a statement reaffirming the
power of the IMF and the other specialized agencies.
Venezuela and Algeria insisted that the statement in-
clude reference to ‘‘global negotiations’ in *“‘the United
Nations.” When this was finally agreed to, Mrs. Gandhi
had the words “with a sense of urgency” included,
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noting that any talks at the United Nations could last
forever.

The chief diplomat during those final two hours was
Suzuki of Japan. Japanese sources reported that Haig
told Sonoda the United States would compromise on
procedure ‘‘if you back us up on substance when the
talks take place.” ’

Reagan had announced in his speech to the confer-
ence that the United States was willing to take part in
future talks, but the power and authority of the “spe-
cialized agencies’” must be maintained. For Haig, this
was not a question of voting tallies; the point is to
maintain the IMF’s ability to enforce backwardness.

Similarly, for many of the developing countries, the
issue is not merely to switch the talks to the U.N.
General Assembly so as to “‘outvote’” the developed
countries. The goal is to transform the policies and/or
reduce the power of the IMF. This is exactly what
Indira Gandhi told a press conference: ““We are not
wedded to certain phrases. We are more interested in
the results and the substance.”

Thus, the issue at Canctiin was, and remains: will the
IMF continue to determine North-South relations? The
summit did not resolve this question, but placed it
clearly at the top of the agenda.

Developing nations
mount a challenge
to IMF austerity

The most important debate in the Cancin summit re-
volved around proposals to drastically reform the philo-
sophical basis and the functions of the International
Monetary Fund. In the words of Philippine President
Marcos, there were “bitter remarks’ on this issue. “Pro-
posals to resolve this problem were presented,” an-
nounced Miguel de la Madrid, the presidential candidate
of Mexico’s ruling PRI party.

The developing countries have for some time consid-
ered the IMF the chief obstacle to matching the obvious
economic demand in the Third World with the obvious
economic production capacities of the advanced coun-
tries. The 1976 heads of state meeting of Non-Aligned
Nations held in Colombo, Sri Lanka, and the 1979
meeting of the same organization in Havana, had raised
the issue of creating a new monetary system to meet the
actual needs of the developed and underdeveloped econ-
omies. What was striking about Canciin was the sharp-
ness and anger of Third World attacks on the IMF, and
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the clarity of their ideas about changing the system.
Moreover, Cancin was the first forum for this debate
comprising leaders of both the advanced and underde-
veloped countries.

The controversy forced French President Frangois
Mitterrand to shed his image of ““friend of the developing
countries.” Mitterrand strongly defended the IMF, ar-
guing that the agency is “‘evolving” its policies to be
“more in line” with the needs of the developing countries.
Mitterrand’s Brandt Commission policies were thus re-
vealed publicly as a soft-sell version of Reagan and
Thatcher’s *“free enterprise.”

A particularly heated exchange took place between
President Reagan and President Julius Nyerere of Tan-
zania, who was the spokesman on balance of payments
problems for the African nations in attendance, Nyerere,
whose country has been ripped apart by IMF *““condition-
alities,” objected to Reagan’s constant emphasis on pri-
vate capital as the key to development. ‘““Mr. President,
can you please tell me one American company that will
come to my country and construct the power lines, the
dams, and other infrastructure that we desperately need?
Please tell me which ones, because I would like to invite
them.” Nyerere went on to emphasize that private capital
has been too timid to enter many countries, and official
loans from government and international agencies are
indispensable.

Reagan responded that, nonetheless, official loans
and aid should be the *seed crystal” around which
private capital builds. He told Nyerere that if the World
Bank or some other international agency finances a
project, the project should then be sub-contracted by the
recipient country to a private firm.

. Insiders say Canada’s Trudeau intervened at this
time, and asked Nyerere to guarantee against expropri-
ation of foreign capital in his country. Nyerere responded
by citing joint ventures that exist in his country with
foreign capital. -

The development programs of developing countries
must be reviewed by the IMF, both Reagan and Thatcher
said, in order to instill confidence in foreign investors,
who hold the key to success. The developing countries,
without exception, protested this demand, as indicated
below in excerpts from the statements by Brazil, Yugo-
slavia, and the Philippines.

The *“‘conditionalities” imposed by the IMF on its
borrowers were the biggest target of developing-sector
criticism. The Philippines presented an entire back-
ground paper on this issue.

Speaking to reporters, Mexico’s Industry Minister
José Andrés de Oteyza summed up the monetary and
financial discussions in this way:

High interest rates: Developing countries insistgd
that high rates are leading the entire world economy into
a deep recession, which will only reduce economic activ-
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ity, increase inflation, and increase developing sector
debts.

“Linkage”: Developing countries insisted that there
must be a “link” between the solving of balance-of-
payments deficits of developing countries and the overall
development plans of those countries. So often, they
said, the IMF destroys the development plans of nations
in the name of “‘reducing payments deficits.”

IMF conditionalities: Developing countries insisted
that conditionalities imposed by the IMF are particularly
unacceptable in the case of the poorest nations, whose
poverty is so abject that they can not afford to cut
imports to ‘“‘save” foreign currency.

Both Mitterrand and West Germany’s Foreign Min-
ister Hans-Dietrich Genscher adopted the Thatcher-
Reagan position. Japan, on the other hand, did not take
a stand directly on the IMF debate, but focused on
attacking high interest rates, and suggested that govern-
ment aid be provided to developing countries to ease the
burden of interest charges.

The other agenda
items: food, energy
and trade barriers

H

Along with international monetary and financial ques-
tions, food, energy, and trade comprised the agenda of
the Canciin summit. The themes that ran through discus-
sions: 1) that the issues could only be effectively consid-
ered in the context of an overall development approach,
and; 2) that short of a major reform of the international
monetary system in the near future, the developing coun-
tries pragmatically hope discussions will lead to quick, at
least marginal increases in the flow of financial resources
to them.

Food: It was generally agreed that given modern
technologies, it is intolerable that hundreds of millions
of people are hungry, and the year 2000 was suggested as
a target date for the complete elimination of hunger
worldwide.

Virtually every developing country insisted that ex-
panding food production in their countries must be the
goal, for which necessary provision of emergency food
supplies cannot substitute. Expanding production de-
pends on an integrated development program, including
especially infrastructure.

Prime Minister Indira Gandhi of India, whose nation
has achieved food self-sufficiency, emphasized fertilizers,
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technology and improved seeds, together with determi-
nation in her nation; with proper resources, she said,
other countries could do the same. Nigeria spoke for
Africa on this issue, and startled attendees with the fact
that in dollar terms, the African continent imports as
much food as oil. Japan presented a document on rural
development, calling food production the backbone of
“nation-building,” and observing that in rural areas
improved infrastructure will increase productivity and
create financial incentives for farmers to produce. Presi-
dent Reagan made his only specific proposal to the
conference at this time, offering to dispatch expert Amer-
ican “‘task forces” to developing countries. Austria pro-
posed a ‘““Marshall Plan” to mobilize funds for infra-
structure development in the developing countries.

Energy: There was general agreement on the need for
international cooperation, and Mexico proposed an am-
‘biguous World Energy Plan. Discussion focused largely
on each country’s developing its own energy plan, which
primarily means backward “‘renewable” resources such
as wood-burning and solar. There was no mention of
nuclear energy. OPEC nations reportedly urged indexing
oil prices to inflation in the OECD, with the nominal
support of the other LDCs. LDCs strongly supported
establishment of a World Bank energy affiliate, to fi-
nance non-OPEC energy resource development. The
United States opposed this energy bank, while Britain
placed the condition that OPEC provide the bulk of
funds.

Trade and industrialization: Mrs. Gandhi and other
LDC leaders emphasized the importance of these. LDCs
strongly emphasized that depressed economic conditions
in the OECD nations are raising the costs of LDC import
bills and reducing export earnings. LDCs also strongly
criticized the Reagan administration for reducing overall
economic activity, including LDC exports.

In the expectation of continued OECD recession, the
LDCs hope to maximize export earnings through several
means, including a “Common Fund” to stabilize raw
material export prices (the conference final summary
noted that all participants agreed to speed up execution
of this plan), and increased export of manufactured
products, especially fibers and leathers, to the OECD
nations. Virtually every participant called for maintain-
ing and improving the “free-trade” system, and many
gave verbal endorsement to the General Agreement on
Tariffs and Trade (GATT), and to negotiation of a new
Multifiber Agreement; many LDCs have developed a
fiber- manufacturing capability.

All these are, at best, stop-gap measures, as most
LDCs admit, not an alternative to a genuine revival of
the OECD economies. The Common Fund is especially
dangerous, as the strategists around Henry Kissinger
hope such schemes will lock the LDCs into backward,
raw-materials-extraction modes of production.
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The final statement
from the summit

Excerpts follow from the final summary statement of the
discussions at the Cancun summit. The statement was read
to assembled reporters by President Lipez Portillo and
Prime Minister Elliot Trudeau.

The North/South relationship was seen as one of the
most serious challenges to be faced in the coming decade,
ranking with and linked to the maintenance of world
peace, as a priority for the attention of governments. OQur
task was to bring our voices to bear at the highest level
on the fundamental issues, to identify the major problems
and to try to evaluate and promote possible solutions.
We were not bound by traditional bureaucratic entangle-
ments:

We believe we succeeded in creating a spirit of genu-
ine confidence and trust amongst ourselves. Our task
now will be to ensure that we build upon this, with the
aim of revitalizing the world economy and accelerating
the development of the developing countries.

The Heads of State and Government confirmed the
desirability of supporting at the United Nations, with a
sense of urgency, a consensus to launch Global Negoti-
ations on a basis to be mutually agreed and in circum-
stances offering the prospect of meaningful progress.
Some countries insisted that the competence of the spe-
cialized agencies should not be affected.

We focused on what we viewed as the major issues:
food security and agricultural development; commodi-
ties, trade and industrialization; energy, and monetary
and financial issues.

Food: Within as brief a period as possible, hunger
must be eradicated. Food aid should not be used as a
permanent replacement for the necessary development of
the required food production in the developing countries
themselves. The rate of population growth in some coun-
tries leads to increases in food demand that are difficult
to meet. The experience of a certain number of countries
has shown that development of a population policy aids
in solving some of the most acute aspects of the food
problem. A number of steps should be taken to improve
the effectiveness of food-security mechanisms.

Commodities, trade, industrialization: Participants
agreed on the need to complete procedures for bringing
the Common Fund into operation. The need was recog-
nized for continued efforts to resist protectionist pres-
sures. A number of participants referred to the impor-
tance of industrialization of developing countries and the
contribution which increased trade could make to this
objective.
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Energy: The problem was characterized as a global
one. To ensure an orderly transition from the era of
hydro-carbons, the proposal for a World Energy Plan
was recalled. It was recognized that energy conservation
must be pursued by major oil-consuming countries. Sup-
port ‘was expressed by many participants for establish-
ment of a World Bank Energy Affiliate.

Monetary and financial issues: Participants reviewed
the financial difficulties being experienced by developing
countries. They discussed conditions of access to the
various sources of financing. Points raised in the discus-
sion included the impact of high interest rates, the crea-
tion of the SDR as a main reserve asset and in financing
development, IMF conditionality, the decision-making
process in the international financial institutions, access
to capital markets, and the respective role of private and
official sources of external capital in development finan-
cing. Several suggestions were noted for improved inter-
national financial cooperation.

Mexico: ‘Interdependence’

Below are excerpts from the opening statement of Presi-
dent José Lopez Portillo of Mexico. This speech inaugu-
rated the summit.

The first important achievement of this event is the
very fact that we are gathered here together to pursue a
common goal, cooperation and development. This meet-
ing is not intended to replace or to compete with existing
organizations, but rather to infuse them with new vitality
and to strengthen them. ’

Our world today is still split by a lacerating contra-
diction between opulence and poverty; between North
and South, and between progress, backwardness and
sometimes even backsliding. We have not succeeded in
agreeing on what is important for all, and attention is
still being focused only on what is urgent for some.

I have no wish to dramatize the facts, but I must
conclude that unfairness does exist, that injustice is suf-
fered, and that in many parts of the world, which is man’s
common home, there is hunger, poverty and squalor.
Further, all of that, grave in itself, is the cause of wide-
spread instability and the source of confrontations that
become vicious circles—veritable whirlpools of world-
wide decline. ’

We are not dealing with transitory circumstances or
momentary situations, but rather with matters of struc-
ture, and of the type of organization that we have devel-
oped for ourselves.

Food is used as a weapon, and its production and
distribution is given an overwhelmingly discriminatory
priority. Death lurks in both alternatives.

In the matter of energy sources, we have reduced the
solution to questions of price and market manipulation,
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instead of planning for a reasoned and well-directed
transition from the age of petroleum to the following
one.

Where financing for development is concerned, there
is haggling over the terms of cooperation, and aid, as
often as not, is refused because it is thought of as wealth
undeserved by peoples who have not created it; or is
made subject to conditions favoring vested interests or
ideologies. Powerful interests oppose any effective re-
form of international monetary and financing institu-
tions. Everything seems to indicate that, far from wishing
to design a new system, there is every intention of main-

-taining, or even of turning back the clock on the present
system, which has proved to be both inadequate and
unfair.

Inflation and recession prevent a harmonious rela-
tionship between guided processes of industrialization
and trade, and seem aimed at freezing the present struc-
ture of trade exchange of the international division of
labor.

Due to its lack of harmony, the world in which we
live is becoming increasingly dangerous for the rich
countries, and implacable and cruel to the poor coun-
tries. We had not experienced anything similar since the
Great Depression.

In the poor countries economic growth continues to
be feeble because they lack the goods and services which
are only produced in advanced countries, and which the
former are unable to acquire owing to their lack of
foreign exchange, since their growth rate is determined
by their balance of payments. Demand does exist, but is
only potential. Thus the drama of underdevelopment
occurs. Not even the most basic needs become demands.

With truth, imagination and political will, the world
must find ways to coordinate the actions of countries
having technical knowledge, unused productive capacity
and unemployed manpower with those of countries having
demands but limited purchasing power, and with those
others which do possess financial resources, so that all can
Jjoin in making international cooperation for development a
reality. [emphasis added].

A lasting and stable reactivation of the world econo-
my cannot come from the prosperity of just one of its
segments, if the others remain in a state of stagnation.
The progress of each is increasingly a precondition for
the progress of all. Let us grasp the fact that the growth
of advanced economies—provided protectionist pres-
sures can be overcome—results in an expanding market
for the exports of the developing world, and sufficient
demand to keep the prices of those exports from falling.
The development of the peripheral countries is trans-
formed into growing markets for the products of the
industrialized countries, thereby stimulating their
growth and creating jobs. It also represents sufficient
supplies of raw materials and of energy, which in turn
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encourage economic revival on a world-wide scale. Do-
mestic economic policies and international cooperation
efforts in which everyone joins must be fitted to the new
realities of global interdependence.

It would be to our everlasting shame and would
irretrievably doom us if we were to prove unable to
organize and act together in time.

Zenko Suzuki

Japan: ‘Desire for progress’

Excerpts from the opening statement delivered by Prime
Minister Zenko Suzuki of Japan:

I believe it would be no overstatement to say that this
meeting is a meeting of the foremost importance in the
history of mankind and that itis truly a timely and epoch-
making event.

Most countries are faced with various difficulties,
such as inflation, recession, and a deteriorating interna-
tional balance of payments. The non-oil producing de-
veloping countries, in particular, are faced with large
deficits in their current account and accumulating debts.
A major part of the deficit is the result of the sharprise in
the price of imported oil, high interest rates, and a
slowing down of their exports as a result of the stagnation
in the economies of the developed countries. I believe it
important that, with regard to these developing coun-
tries’ difficulties, we should not simply wait for adjust-
ment efforts by the developing countries to take effect,
but rather that all countries, particularly the developed
countries, should cooperate for the attainment of non-
inflationary growth and, thereby, seek steady expansion
of the world economy.

The road ahead calls for each of us to abandon the
false perception that the interests of North and South
conflict with each other, and for both the developed and
developing countries to extend the hand of cooperation
to one another in order to revitalize the world economy
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and to attain the goal of world peace and prosperity. Let
us leave to our posterity a world at peace, a world of
prosperity, by overcoming the various difficulties.

Japan realizes the political significance of the global
round of negotiations at the United Nations and hopes
sincerely that, as early as possible, agreement on proce-
dure and agenda acceptable to both North and South
will be obtained and every arrangement for its launching
will be made.

The modes of international cooperation to assist the
self-reliant efforts of the developing countries will need
to be made more balanced. It will be very important to
make the best use of the vitality of the private sector.
However, Official Development Assistance (ODA) has
the central role in promoting economic assistance to
meet the various needs of the developing countries. The
Government of Japan will continue to expand positively
its ODA. In implementing our assistance, it is Japan’s
policy to contribute to the strengthening of the basic
infrastructure of the developing countries.

The most important motive force for a country's
development and economic growth is that country’s own
determination to succeed in the task of nation-building
and its own self-reliant efforts.

Today, my country is fortunate in being a country
with one of the most active economies in the world.
However, when Japan began to grapple with the task of
modernizing the nation about 100 years ago, it was a
poor country, small in area and poor in natural resources,
inhabited by 30 million people. It had no advanced
technology and very little capital. Its leaders were, how-
ever, filled with the ardent resolve to attain progress and
growth, believing that education was the most essential
prerequisite for the nation-building, and worked with
dedication and determination to lay the foundation for
education of the people. High-quality human resources
Sfostered in this way, together with an appropriate leader-
ship, made it possible for us to introduce advanced technol-
ogies from foreign countries, to establish an institutional
framework for development and to accumulate capital
[emphasis added].

One success led to further aspirations for growth and
consolidated the prerequisites for attaining higher objec-
tives. The principle of free competition stimulated the
desire of the Japanese people for progress, led to the
inflow of foreign capital, raw materials and new technol-
ogies from abroad, and high-quality labor forces contin-
ued to make full use of them as effective additions to
their production capacity. The reason why Japan was
able to overcome the serious setback it suffered as a
result of World War Il and attained a rapid economic
growth in the pastis widely believed to be the tremendous
vitality of the Japanese people. In short, there was first
the determination to be self-reliant, and the self-reliant
efforts kept turning the wheel of modernization.
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Reagan ‘IMF is key’

Excerpts from the opening statement of U.S. President
Ronald Reagan:

History demonstrates that time and again, in place
after place, economic growth and human progress make
their greatest strides in countries that encourage eco-
nomic freedom. In examining our collective experience
with development, let us remember that international
economic institutions have also done much to improve
the world economy.

The IMF remains the centerpiece of the international
financial system. It has adjusted its programs and in-
creased its resources to deal with the major pressures and
problems of our era.

We are prepared to carry out the commitment in the
Ottawa Summit Declaration to conduct a more formal
dialogue—bilaterally, with regional groups, in the
United Nations and in specialized international agencies.
It is our view that “circumstances offering the prospect
of meaningful progress” are future talks based upon four
essential understandings among the participants:

e The talks should have a practical orientation to-
ward identifying, on a case-by-case basis, specific poten-
tial for, or obstacles to, development which cooperative
efforts may enhance or remove.

¢ Thetalks should respect the competence, functions,
and powers of the specialized international agencies
upon which we all depend, with the understanding that
the decisions reached by these agencies within respective
areas of competence are final. We should not seek to
create new institutions.

e Thegeneral orientation of thetalks must be toward
sustaining or achieving greater levels of mutually bene-
ficial international growth and development.

e The talks should take place in an atmosphere of
cooperative spirit. '

But our main purpose in coming to Cancin is to
focus on specific questions of substance, not procedural
matters. In this spirit, we bring a positive program of
action for development concentrated around these prin-
ciples:

e Stimulating international trade by opening up
markets;

e Tailoring particular development strategies to the
specific needs and potential of individual countries and
regions;

e Improving the climate for private capital flows,
particularly private investment;

¢ And creating a political atmosphere in which prac-
tical solutions can move forward, rather than founder on
a reef of misguided policies that restrain and interfere
with the international marketplace or foster inflation.
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Manila: ‘IMF is wrong’

The following document was submitted to the Cancun
summit by Philippines President Marcos, with the provi-
sion that a *‘Bretton Woods type of conference’” might be
needed to deal with the issues raised.

The burden of adjustment continues to be excessively
borne by non-oil developing countries. This is mainly
attributable to:

e depressed economic activities in major industrial
countries resulting from over-emphasis on anti-inflation-
ary policies.

e perpetuation of trade protectionist measures that
hamper manufactured exports from developing coun-
tries.

e further deterioration in terms of trade against de-
veloping countries.

Thus, in spite of stringent domestic adjustment poli-
cies pursued by most non-oil developing countries that
further contributed to decline in their growth rates, their
current account deficits and prospects continue to grow.

This, in turn, is aggravated by the stiffer terms of
financing from both private markets and international
financial institutions (IMF, World Bank). Escalation in
interest rates and shortening in maturities of loans from
private markets further impinge on debt servicing capac-
ity of non-oil developing cquntries.

The uncertainties of volatile exchange rates com-
pound the problem of programming adequate resources
for debt servicing. ‘

In view of these considerations, it is unreasonable to
call for stricter conditionality on non-oil developing coun-
tries using IMF resources. The tendgncy to prescribe tra-
ditional adjustment measures in the monetary, interest rate
and exchange fields ignores the fact that their deficits are,
by and large, external in origin [emphasis added]. If all
deficit non-oil developing countries were to adopt:

e devaluation measures; their exports will not neces-
sarily improve, their foreign exchange receipts may ‘in
fact decline.

e increase in interest rates measures; their business
cost and inflation rate will continue to rise, increasing
disincentives for investments, production and employ-
ment.

e other restrictive monetary measures; likewise, will
only further depress, their economies without correcting
the structural problems requiring medium and long-term
solutions.

L urge the heads of state or government to.

1) Note that successful global adjustment can only
be realized if all countries undertook materially reinforc-
ing measures. It must be stressed that it would be inap-
propriate for the IMF to increase conditionality when
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action of other countries renders such conditional pro-
grams ineffective.

2) Recognize the importance of greater surveillance
of exchange rate behavior.

3) Recall the agreement to establish a centrally man-
aged international reserve system based on SDRs. Fur-
ther allocation is necessary to enhance this role thus
providing additional resources that will enable countries
to undertake adjustment measures not destructive of
global trade and development.

4) Note that IMF quotas are significantly out of line
with global trade.

5) Recognize the interdependence between devel-
oped and developing countries noting that sustained
growth in the latter would contribute to prosperity in the
former. It is therefore agreed that greater assistance be
extended.to help in the development and restructuring of
the economies of developing countries.

6) Stress the urgency of the above-mentioned pro-
gram of action, that they be undertaken without delay
and that if necessary, a global conference on money and
financing be convened to hasten their implementation.

Brazil: ‘System out of date’

Excerpts from the opening statement delivered by Ambas-
sador Ramiro Saraiva Guerreiro of Brazil:

The economic system established in the postwar years
and still in force today in organizations like the IMF, the
World Bank and the GATT has never tackled specific
problems of the developing countries in a comprehensive
and integrated manner. It was based on liberal assump-
tions according to which it would be possible to achieve
in a short period a basic degree of homogeneity among
nations and the market would be an essentially efficient
mechanism for regulating exchanges and allocating re-
sources.

Underestimated was the fact that the operation of

"market mechanisms cannot be considered in abstraction

of trade, economic, and even political realities which,
under the apparent neutrality of the interplay between
demand and supply, reflect the often profound inequality
between countries of so disparate levels of development.
The benefits deriving to the developed countries from a
more active presence of the South in international ex-
changes are clearly brought out if one considers the anti-
recessive and anti-inflationary nature of the South’s de-
mand for goods and services produced in the North, and
of the South’s supply of goods and raw materials.

It is tragic that at this very moment 24 million work-
ers in Europe and the United States are being paid not to
produce, while in the South so much is left undone due to
the lack of resources to import what those very workers
could now be producing.
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One cannot predicate the objectives of economic and
social development on activities which are by definition
profit-oriented, and which might not be always available
when needed. Even in Brazil, which adopts a philosophy
of market economy and of encouragement of its private
sector, it has been necessary for the state to pragmatically
take over considerable responsibilities in important sec-
tors. What can be said of countries that do not possess a
business community, or sufficient capital accumulation
or even technical cadres?

The very system that emerged from Bretton Woods
no longer seems able to offer solutions with the required
urgency and flexibility. The countries of the South have
the greatest interest in preserving the stability and credi-
bility of the Bretton Woods institutions. What they ask
of those institutions is simply greater sensitivity to the
specific conditions and needs of the developing world.

Belgrade: ‘The debt danger’

Excerpts from the opening statement delivered by Presi-
dent Sergej Kraigher of Yugosalvia:

None of us is spared the difficult problems plaguing
the world, from unemployment and inflation, through
balance of payments deficits and monetary instability, to
the slowing down or even discontinuation of economic
growth. The problems confronting us have indeed as-
sumed the most dramatic proportions in the weakest link
in the chain of the world economy—in the developing
countries.

The current account deficit of the non-oil-developing
countries amounted to $82 billion dollqrs in 1980, twice
as much as compared with 1978. This year it will reach
the figure of $100 billion. Only one-quarter of this deficit
was covered by official international assistance. For the
rest new commercial loans must be sought.

This makes the position of these countries increasing-
ly difficult, so that new foreign debts, by and large, are
used for debt servicing, while only one fifth remains for
development financing. Any increase of | percent in the
interest rate results in an additional outflow of capital
from these countries of nearly $2 billion.

The foreign indebtedness of these countries amount-
ed to $400 billion at the end of last year, twice as much as
the value of their total exports.

All this leads to the curtailment of economic devel-
opment, decrease in creditworthiness, and, hence, to the
danger of repayments moratorium. -

All this testifies in favor of the need to develop
international monetary cooperation on the basis of new
principles. Changes in the international monetary and
financial system could produce desired results only if
they are conceived as a function of economic develop-
ment.

EIR November 10, 1981

Glimpses of Cancun

I arrived in Canctin early on October 20, and the distaste-
ful aroma of the world’s second oldest profession—jour-
nalism—was already stifling the air of the small but
crowded airport. Reporters from all over the world were
pushing and shoving for position at the press reception
desk established by the government of Mexico to assign
hotels for the reporters. A temporary respite was gained
when.1 suddenly overheard the Mexicans telling an irate
Newsweek correspondent: “‘l am sorry, your reservations
have been canceled.”

But one of the uglier duos in the profession came to
the rescue of Newsweek. Marlise Simons, the British
national who serves as the Washington Post correspond-
ent in Mexico, offered temporary lodging to her col-
league. Later, while waiting for a bus to our hotels,
Simons and her British national husband Alan Riding,
who is the New York Times correspondent in Mexico,
were overheard talking about Central America with an
American journalist. Simons: “I have been informed by
interesting channels that I am no longer welcome in
Central America.” Husband Alan: “I don’t go there
anymore. Let them sink in their own blood. ... How
about that from a revolutionary socialist.”

The situation did not get much better with the jour-
nalists. One of the more striking things to witness was
the White House press corps clinging to the pants of
Alexander Haig for a (usually false) statement on Cancin
to print. During the conference, Haig generally obliged
by giving several prieﬁngs per day to the press. Not
bothering to cross-check the Secretary’s assessment of
the conference, the reporters were generally content to
fill in the gap between Haig’s utterings by taking in the
beaches of Canciin.

The result: a rather distorted picture of the conference
appeared in the American press. Two examples suffice.
Haig told reporters that the meeting between President
Reagan and Indian Prime Minister Indira Gandhi in-
cluded discussion of India’s successful ‘“‘green revolu-
tion” in agricultural production. Haig said the President
viewed this success as proof of his claim that “‘private
initiative” is the best method of Third World develop-
ment. “Let the farmers produce,” the President is report-
ed to have said. But the Indian delegation reported the
Reagan-Gandhi meeting slightly differently. Mrs. Gan-
dhi is said to have told Reagan that India has a “‘balanced
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approach” including the private and state sectors.” She
pointed out the success of India’s nationalized oil indus-
try. No word of this from Haig. ‘‘He told more of a half-
truth than an actual lie,”” one Indian commented, “‘but
the effect is certainly the same.” Haig also reported a
“remarkable convergence” of views between President
Reagan and Nigeria’s President Shagari, including on
the touchy subject of Cuban troops in Angola. Nigeria’s
response: ‘“‘Let’s just say Mr. Haig was exaggerating,”
said the country’s Foreign Minister. He said Nigeria
believes Angola has the right to invite Cuban troops on
its soil, especially as long as Angola’s national security is
threatened. He also said Reagan should use the stick and
not the carrot with South Africa.

The Japanese were more active at Canciin than any
other recent world meeting, and a little noticed booklet
they circulated, *“Japan and the Developing Countries,”
madeclear howthey are currently operating. The booklet
outlined Japan’s foreign aid program in detail, and
included a section on debt renegotiation with developing
countries. “When the commercial debt of a developing
country to a private Japanese company cannot be paid
due to the deterioration of its international balance of
payments, the Japanese government refinances the debt
through the central government of the recipient country.
When loans from the Japanese Government cannot be
repaid by the recipient country, the Japanese Govern-
ment reschedules the maturity.”

This Japanese policy, of course, puts Japan squarely
at odds with the International Monetary Fund.

The danger of war was never far from the minds of
the assembled heads of state. Most arrived just after
President Reagan’s much-publicized statement that
“limited nuclear war” is a possibility.

Perhaps the most interesting statement on this subject
came from Philippines President Ferdinand Marcos. In
a booklet widely circulated at the conference, Marcos
wrote: “Whether in nuclear war or in conflicts on eco-
nomic issues, there is nothing for anybody, not even for
the neutrals. There is only defeat, for as some of the
philosophers have put it, ‘for conflict itself is the meaning
of defeat.’ . ..

Limited nuclear war cannot be assured to remain
limited. Military and strategic considerations make es-
calation inexorable. Once the first nuclear missile, wheth-
er tactical or otherwise, is released, no one knows when
the exchange will cease. Again, referring to the philoso-
phers. . . . “‘War’s necessity is terrible and, once released,
its course lies almost wholly beyond the compass of those
who seek to make it the servant of their ends.” The same
can be said of the issues that divide the North and South
that are now called international economic issues. They
are starting out in economic terms but actually deterio-
rating into matters of survival which may ultimately end
as causes for war.”
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Papandreou’s Victory

The Alexandrians
take over Greece

by Criton Zoakos, Editor-in-Chief

To get a flavor of the kind of old British intelligence
networks that are involved.in the management of the new
Papandreou government in Greece, one should evoke
the heady, sodomy-and-necrophilia-scented atmosphere
of Lawrence Durrell’s Alexandria Quartet, a novel about
life in British-run Alexandria in the beginning of this
century. The Durrell novel is useful because in it one
finds the most accurate portrayal of the kind of mind and
world outlook which dominates the government of Mr.
Andreas Papandreou.

Lawrence Durrell, however, is not the first to either
express or notice this spirit of the Alexandria Quartet, a
spirit which can best be described as the stench coming
out of a Hellenistic-era sarcophagus within which a
decomposing, putrescent mummy is being sodomized,
amidst dust gathered through millennia and the perspir-
ation of an Alexandrine midsummer noon. The mentality
accompanying this horrid image is honored among
Greek literati from the 1930s to this day as the *““Alexan-
drian School” of modern Greek philology associated
with the names of Constantine Cavafy and Nobel laure-
ate George Seferis, two Greek-Alexandrine “‘poets”
whom T. S. Eliot tried to imitate throughout his life and
whom present-day Greek literary society holds as the
most exquisite expression of modern Greek thought.

It is this Alexandrine spirit which won during the
parliamentary elections in Greece. This spirit is the prin-
cipal vehicle which British intelligence has employed to
control Greek politics.

At least three ministers of Mr. Papandreou’s cabinet
have close political ties with British intelligence and
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Alexangria. First of all, the Prime Minister and Defense
Minister, Mr. Papandreou himself; then his Foreign
Minister, Mr. Haralambopoulos; and finally the pathetic
Culture Minister, Melina Mercouri, Mrs. Jules Dassin.’

‘Rudderless states’

During the Second World War, when Greece was
occupied by the Wehrmacht, Winston Churchill estab-
lished a Greek government-in-exile which most of the
time was stationed in Alexandria, Egypt. The head of
that government was George Papandreou, the father of
the present Prime Minister. Around that government, a
large number of political and military figures gathered
to share the vicissitudes of exile and war. A Greek
military expeditionary force was also formed under
British command which fought at Mesopotamia and El
Alamein. One of the officers in that Greek army under
British command was the new Foreign Minister of
Greece, Mr. Haralambopoulos.

Those years of exile during which politicians and
officers from mainland Greece mingled with British
intelligence and with the ancient Greek-Alexandrine
community forged a common bond and a common
outlook which was brought back home after the war
ended. A very influential novel was written which
captured the spirit of that experience of exile, death,
self-degradation, and sellout to the British Intelligence
Service. It influenced postwar Greek letters and politics
more than anything else. Its title was Rudderless States,
and its author, Stratis Tsirkas, was a leading member of
the Greek Commmunist Party. Mr. Tsirkas was an
Alexandrine Greek with British intelligence antecedents.
The spirit of the novel is a drastically more pungent
form of what one finds in Lawrence Durrell’s Alexan-
dria Quartet, except all the characters are politicians,
party members, intelligence officers, and army person-
nel, mingled together in a three-volume orgy of politics,
proletarian conspiracy, sweaty whorehouses, betrayals,
military heroics, three-thousand-year-old fantasies, sex-
ual obsessions, and the main hero’s atonement by means
of a lurid, protracted sado-masochistic sexual relation
with the wife of a British intelligence officer. The main
hero is a leading Communist Party intellectual. His
mistress has been ordered by her British SIS husband to
conduct the sado-masochistic liaison with the Commu-
nist. The Communist finds out about the scheme,
realizes that he is entrapped in an intrigue which is
designed to benefit the Churchill-run government of
Mr. George Papandreou, but he is unable to break with
his carnal obsession. Why? Because of the ineluctable
seductiveness of the Alexandrine spirit. His atonement
is to humbly submit to his putrescent Alexandrine
carnality, to betrayal, and to British dominion. This is
the shared ideology of the campaign organizers who
were behind Mr. Andreas Papandreou’s electoral
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triumph on the eighteenth of October.

One of them I happened to have known with a
certain degree of intimacy, Mr. George Votsis, the
brother-in-law of the author of Rudderless States, Stratis
Tsirkas. During 1967-68, George Votsis was the chief of
the underground organization in Greece which was’
leading the opposition to the then military government.
The superior to whom he was reporting was the chief

" chamberlain of King Constantine, although Mr. Votsis

would -profess the most sincere and purest of Commu-
nist sentiments among “‘resistance circles.” When King
Constantine was ousted from Greece by the military
«Lovernment, George Votsis removed to London and
joined with a British terrorist-oriented organization, the
International Socialists, led by the son of Mr. Michael
Foot, the Labour Party leader. Today, Mr. Votsis, an
intellectual proponent of terrorism as notorious in
Greece as Professor Piperno is in Italy, is the chief
editor of a major Greek daily, Eleftherotypia, whose
main source of funding is Mr. Latsis, a London-based
Greek shipowner, who owns an oil company in Qadda-
fi's Libya, purchases Libyan oil on the account of a
Greek refinery, and then transships that Libyan oil to
Israel. An asociated newspaper venture, Avriani, re-
ceives its financing from the notorious Israeli Knesset
member and fugitive from justice Samuel Flatto-Shar-
on. This is typical of the intelligence network layers
which manufactured Mr. Andreas Papandreou’s elec-
toral victory.

The PASOK

Mr. Papandreou’s party, the Pan-Hellenic Socialist
Movement, known by its acronymic PASOK, was cre-
ated by British intelligence in Toronto, Canada during
the 1971-72 period. Both his party and his person have
always been and now are creatures of British SIS.
Andreas, of course, was born to George Papandreou
when the latter was already a major figure in Greek
politics and already known to the Greek electorate
officially as an agent of British intelligence.

During the 1920s and early 1930s, electoral politics
in Greece were such that for a candiate for public office,
it was an advantage to be known as a British intelligence
agent. So George, Andreas’s father, made sure that his
attribute as a British intelligence agent was a publicly
well-known fact. When in August 1936, a pro-German
and German-educated General, louannis Metaxas, in-
stituted a dictatorship for the purpose of preventing the
pro-British Greek royal family from siding with Eng-
land against Germany, the police imprisoned the youth-
ful Andreas Papandreou on grounds that he was leading
a Trotskyist organization.

However, he was mysteriously released from jail and
sent to the United States for higher education. He went
to California, studied economics, participated, under
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Jan Tinbergen, in the RAND Corporation’s develop-
ment of econometrics, and became involved in the Adlai
Stevenson wing of the Democratic Party, having ac-
quired U.S. citizenship. He returned to Greece in 1959.
During the war he served as a medical orderly in the
U.S. Navy in the Pacific, a fact which has made him
now, as Greek Defense Minister as well as Prime
Minister, the object of derision among Greek officers.

Mr. Andreas Papandreou was forced to flee Greece
for a second time in 1967, after a military coup d’état.
He went to Toronto, Canada, where he lived a drunken,
destitute existence until British SIS created a party for
him, PASOK, for which they also supplied a domestic
and foreign program. Those acquainted with PASOK
literature, from its Canadian 1971-72 period, will readily
recognize the fact that the new Greek goverment’s
program, including such features as withdrawal from
NATO, sharpening of hostilities between Greece. and
Turkey, domestic decentralization and community con-
trol, and special friendly relations with Qaddafi’s Libya,
is, down to the last detail, the very same program which
was penned in Toronto by British intelligence, during a
period when Mrs. Margaret Papandreou, Andreas’s
wife, was reporting extreme concern about her hus-
band’s perpetual intoxication. His excessive consump-
tion of Scotch during that period, reported to have been
upward of two quarts daily, was attributed to the
combined influence upon his person of Messrs. Willy
Brandt and Edgar Bronfman.

Carrington pawn

The new Greek government has no soul of its own.
It is a British intelligence asset throughout. Its task will
be to carry out certain specialized operations on behalf
of Lord Carrington’s scheme of launching a London-
dominated ‘““Europe’ as a ““Third Force” in internation-
al diplomacy, presumably equidistant between the
United States and the Soviet Union. In the intermediate
term, this will involve a major rupture of the southern
flank of NATO, a new Balkan diplomatic game-plan
bringing into play an eruption of Balkan nationalist
conflicts among Yugoslavia, Bulgaria, Albania, Greece,
and Turkey, which will provide the public theater for
pinning down a ‘“‘nuclear-free zone” in the Balkans
according to the specifications of Lord Carrington.

With respect to politics in the southeast Mediterra-
nean, Andreas Papandreou is programmed to link up
with Libya’'s Qaddafi and inflame the perrenial Greek-
Turkish crisis in Cyprus. An early Cyprus crisis is a
high priority for Mr. Papandreou for numerous reasons.
First, an aggravated communal conflict between the
Greek-Cypriot and Turkish-Cypriot communities in
Cyprus, will give the opportunity to Great Britain as
that little island republic’s ‘‘guarantor power” to enter
the military regional sweepstakes promptly as United
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States military bases are kicked out of Greece by Mr.
Papandreou. Further, a Cyprus crisis will give Lord
Carrington all the required levers for putting an end to
the still-unbridled Kemalist-republican tendencies with-
in Turkey’s present military government, which the
British consider very dangerous. Finally, Papandreou,
under British instruction, will attempt to open up the
way for Colonel Qaddafi to establish a major base of
operations in Cyprus from which to exert greater direct
control over events into the volatile Lebanon-Syria-
Israel situation.

The Papandreou government represents a destabili-
zation potential far out of proportion to the tiny nation
over which it presides. For that governemnt to be
neutralized in its foreign-policy effectiveness, it must be
exposed before the eyes of its own electorate as an
extension of the British Foreign Office. The wide mar-
gin of electoral victory won by Mr. Papandreou is in a
way a measure of the moral deterioration of the present
Greek populaton which will make this task of exposure
more difficult. Increasingly over the past 20 years, the
basic moral outlook of the population at large has been
drastically undermined along the lines of the existential-
ist-hedonistic outlook of the Alexandrine-Hellenistic
literary tradition of Cavafy-Seferis-Tsirkas, the equiva-
lent in English-language literature of a mass culture
based on T.S. Eliot, Lawrence Durrell, and D. H.
Lawrence. :

The music of Mikis Theodorakis and the films of
Melina Mercouri have been instrumental in spreading
this outlook to large layers of the population. The
recent educational reforms have drastically curtailed the
teaching of the classics, and among those still taught,
Plato is nowhere to be found. And when found, Plato is
taught in that peculiar Stoic twist which made the old
Alexandria of the Ptolemies notorious as the world
center of mass manipulation by means of religious and
philosophical cults. So it should come as no surprise
that Mrs. Melina Mercouri, a cheap actress with a
preference for impersonating prostitutes on the movie
screen, wgs named the poor country’s Minister of
Culture. Mrs. Mercouri, of course, also comes from a
family of impressive British intelligence credentials. Her
father, once the Mayor and political boss of Athens
even before the Second World War, built an impressive
real estate fortune in London, where Mrs. Mercouri’s,
and her brother Spiro’s, personal wealth still resides.

Unless a serious effort is undertaken to free the
Greek population from the yoke of cultural self-degra-
dation, an effort which shall flank a broader interna-
tional undertaking to revitalize science and art on the
basis of classical Platonic culture, the secondary but
crucial strategic and diplomatic problems which the
Papandreou government poses cannot be effectively
attacked.
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The Muslim Brotherhood

Subversives and Khomeniacs convene
at Houston’s Rothko Chapel meeting

by Nancy Coker

The international leaders of the Muslim Brotherhood—
the secret society that put Ayatollah Khomeini in power
in Iran and is responsible for the Oct. 6 murder of
Egyptian President Anwar Sadat—met Oct. 21-25 in
Houston, Texas. despite a nationwide campaign to pre-
vent the conference from taking place on American soil.
As expected, the conference was dedicated to formulat-
ing strategy for fomenting the “Islamic Revolution™ in
the Middle East, with three countries immediately tar-
geted: Saudi Arabia, Egypt. and the Sudan.

The conference was largely attended by Muslim
Brotherhood leaders from the Middle East itself, with
one of the most notable participants being the Mahdi of
Sudan, the fundamentalist chief of western Sudan tribes
who is allied with Libya’'s Muammar Qaddafi in the
projected overthrow of Sudan’s President Numeiry.

Yet, despite the open threat to U.S. allies in the
Middle East, the conference was permitted to take place
through the last-minute intercession of the U.S. State
Department of Alexander Haig.

The Brotherhood meeting was sponsored by Hous-
ton’s Rothko Chapel and its founder Countess Domi-
nique Schlumberger de Menil, a French aristocrat living
in Texas since 1945. Since its establishment 10 years ago,
the Rothko Chapel has sponsored and funded cult or-
ganizations, such as the Muslim Brotherhood, on both
the extreme right and the extreme left of the political
spectrum, in the name of *‘religious ecumenicism.”

Rothko conference organizers have privately admit-
ted that the Muslim Brotherhood meeting, which had
been billed as an academic colloquium on Islam, was
severely set back by the nationwide effort to shut down
the conference. The effort was organized by the National
Democratic Policy Committee and publicized by EIR.
Only 120 out of an expected 400 or more showed up at
the Rothko meeting. “The publicity by the EIR and its
people scared the audience away,” complained Madame
de Menil, whose late husband John (originally Jean), a
co-founder of the Rothko Chapel, was implicated in the
assassination of President Kennedy.

The principal speakers at the Rothko conference
were not deterred by the lack of an audience from
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making their calls for revolution 1n the Muslim world.

The most outspoken of the Brotherhood extremists
was Hamid Algar, a professor of Islamic and Iranian
studies at the University of California at Berkeley and a
leader of the violent, pro-Khomeini Persian Speaking
Group of the Muslim Students Association, the U.S.
branch of the Muslim Brotherhood. Algar is a British
subject, who embraced militant Islam 20 years ago, and
found it convenient for his purposes to adopt a Muslim
name. A Sufi mystic, Algar has attracted around him a
cult following of young, pro-Khomeini extremists who
revere him as their guru.

In his Rothko Chapel presentation, which was at-
tended by his MSA supporters from around the country,
Algar hailed the Islamic revolution in Iran as a *‘holy
crusade™ and praised the Ayatollah Khomeini as one
who ‘“‘deserves the blessings of God.” Sadat, he said,
was ‘“‘a disgrace”™ and ‘‘was assassinated because his
policies were contradictory to Islamic thought. Sadat
believed Khomeini would crumble, but in the end it was
Sadat who was swept away.”

Algar proclaimed that Islamic fundamentalism
would overtake the ‘‘heathen Saudi Arabia and the
Egypt of Camp David.” Egypt’s economic troubles will
be the likely trigger for “‘a revolution on the model of
Iran,” he said.

Algar's ravings were met with frenzied chants of
*“*Kho-mei-ni! Kho-mei-ni!” from the audience.

Although some of the more mild-mannered academ-
ics present at the conference politely took issue with
Algar’s open advocacy of violence, the overwhelming
sentiment was in favor of his extremism. Hisham Djait,
a Muslim Brotherhood leader from Tunisia, defended
Algar with the declaration that “*violence is inherent in
revolution.™

“I'm quite happy as a Muslim to be regarded as a
violent person, as an extremist,”” Algar stated in his own
defense. He accused those who believe that social
change can be achieved without violence of engaging in
“*doubletalk.”

Algar also defended Khomeini's policy of mass
murder in Iran, now being carried out as *‘political
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executions.” including the executions of nine-year-old
children. **Under conditions of stress all kinds of things
may happen,” said Algar. **Revolution in Iran is the
practice of the spirit of Islam. It is a return to the
spiritual, intellectual, cultural, political, and economic
hegemony of the Muslim people.™

Saudi Arabia: prime target

According to Arab intelligence sources, the purpose
of the Rothko Chapel conference was threefold: (1) to
tighten the international coordination of the Muslim
Brotherhood and its attendant organizations on both
sides of the Auuntic. in preparation for an intense
campaign in the Middle East; (2) to plan for MSA-
sponsored violent activity in the United States, begin-
ning in the spring of 1982; and (3) to plan the next
phase of the destabilization of Saudi Arabia, one of
America’s closest allies in the Middle East. If the
Muslim Brotherhood is successful in bringing the Kho-
meini dark ages to Saudi Arabia, it will have destroyed
one of the few remaining moderate Arab nations and
will have handed the ““oil weapon™ to Islamic fanatics.

“The Saudi way of life violates Islam,” intoned
Rothko speaker Mohammad Naguib al-Attas, a Malay-
sian Sufi mystic based out of Ohio University in Athens,
Ohio. Saudi Arabia, he asserted, is based on “‘corrupt
values and corrupt principles,” in a reference to the
Saudi commitment to industrialization.

Another speaker was Salem Azzam, the Secretary-
General of the London-based Islamic Council of Eu-
rope, the clearing house for Brotherhood subversion
throughout the world. Islam, said Azzam, *‘obligates
Muslims to rebel against rulers who violate human
rights’ and to ‘‘remove those rulers.”

Privately, Azzam bitterly attacked Crown Prince
Fahd of Saudi Arabia and his recently floated eight-
point peace plan that recognizes the right of all states to
live at peace in the region. Azzam predicted that his
Islamic Council of Europe, the umbrella organization
of hundreds of Islamic centers across Western Europe,
would “split” because some of its members support the
Fahd plan. “This cannnot be tolerated,” raved Azzam
to a friend.

Azzam and others at the conference lavished consid-
erable attention upon Prince Mohammad al-Faisal of
Saudi Arabia. Mohammad, who is best known for his
kooky strategy to float icebergs from Antarctica to
Saudi Arabia for drinking water, is a fervent supporter
of Khomeini's perverted brand of Islam. In his speech,
Mohammad said that he was working for the unity of
the ““one Islamic nation,” in which there is no room for
individual nation-states. Mohammad also came to the
defense of Khomeini, stating that *‘Islam has no funda-
mentalists, only fundamental principles as laid out in
the Koran.”
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Mohammad’s defense of Khomeini is not surprising.
He is known to oppose Prince Fahd's pro-American
and pro-development policy. As Chairman of the Islam-
ic Investment Fund in Saudi Arabia, Mohammad sits at
the head of a Libyan-Kuwaiti banking nexus that
funnels millions into the Brotherhood. While in the
United States for the Rothko conference, Mohammad
met privately with U.S. businessmen in Houston, Chi-
cago, and Philadelphia.

Prince Mohammad is also working closely with
Ahmed Ben Bella, Algeria’s first President, who was
deposed and jailed because of his Islamic extremism.
Released last year, Ben Bella surfaced at the Rothko
conference spouting Islamic revolutionary rhetoric and
denouncing ‘‘secular nationalism.” According to intel-
ligence insiders, Ben Bella has been designated by the
British to operate as a bridge between Khomeini and
the Saudis, with Prince Mohammad serving as his Saudi
point man. It will be remembered that it was Algeria
that served as go-between in securing the release of the
U.S. hostages.

According to Dominique de Menil, Ben Bella and
Prince Mohammad have been working together since
1978 to help Khomeini.

No to science

The core of the Muslim Brotherhood ideology is its
hatred of scicnce and technological progress. At the
Rothko conference, Abdus Salam. a member of the
Club of Rome (which favors global depopulation) and
father of the “Islamic” nuclear bomb, discussed “‘the
meaning of Islamic science,” lying that historically
Islam has held low esteem for science. *‘Even with the
achievements of ibn Sina, Omar Khayyam, and ibn
Rushd,” the physics Nobel Prize winner asserted, “‘the
Koran does not make a priority of science. Islam is
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superior to science.”

Another Muslim Brotherhood cultist working with
UNESCO seconded Abdus Salam that the “spirit” is
primary and that in Islam ‘“‘tools and technology” are
not necessary. Salam hailed the year 1180 as the turning
point in the history in Islamic civilization when science
ceased to be important.

To the uninitiated, Salam’s Nobel Prize credentials
may obfuscate his identity. Salam operates as director
of the International Center of Applied Physics in
Trieste, Italy, which has served as a training and
recruitment ground for scientists involved in smuggling
nuclear secrets to radical Arab governments—the Is-
lamic bomb project. The Center is funded by the same
Italian aristocratic families who sponsor the genocidal
Club of Rome and is closely linked to the Islamic
Council of Europe and the Islamic Institute of Defense
Technology. The latter includes Egyptian renegade
Gen. Saad el Shazli, who is implicated in the Sadat
assassination.

EIR alert

A national alert was placed on the Rothko Chapel
conference by the National Democratic Policy Commit-
tee and EIR, which worked together in Houston, Wash-
ington, D.C., and other cities to expose the details of
the subversive conference for weeks prior to its occur-
rence. Harley Schlanger of the NDPC’s Houston chap-
ter, appeared repeatedly on television and in the press
there, and testified on Oct. 14 before the Houston City
Council in an appeal to prohibit the Rothko Chapel
meeting. “The Rothko Chapel, inviting the Muslim
Brotherhood to Houston, is sponsoring the very same
organization responsible for the murder of Anwar Sad-
at,” Schlanger stated in his testimony. “Houston offi-
cials must do whatever is necessary to prevent the
entrance of these people into the United States.”

“] have no doubt that what he told us is correct,”
Republican Councilwoman Christin Hartung, who in-
vited Schlanger to testify, told the Houston Post follow-
ing Schlanger’s statement. She submitted two proposals
recommended by the NDPC representative: that the
Council request denial of visas, and, should the State
Department refuse, that the Council unilaterally move
to shut down the meeting.

Although both resolutions were seconded, passage
was blocked by liberal Councilwoman Eleanor Tinsley.
Despite the stalemate, Houston Mayor Jim McConn
authorized the Houston Police Department to investi-
gate the situation.

From around the country pressure to stop the
meeting mounted. Following the NDPC’s distribution
of thousands of leaflets, local officials of the American
Legion and the Veterans of Foreign Wars requested
their national headquarters to respond to the controver-
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sy. Numerous telegrams from around the nation were
sent to Mayor McConn urging him to shut down the
Rothko meeting. From Boston, City Councilman Al-
bert O’Neil sent a telegram to McConn urging the
Houston Mayor to take “all legal measures necessary to
stop the upcoming meeting of the Muslim Brotherhood
in your city. Supporters of terrorism should not be
given a public forum.”

In response to this campaign, Rothko Chapel offi-
cials reversed their earlier denials that the Muslim
Brotherhood was going to be involved in the meeting.
“Three or four of the people coming to the conference
are members of the Brotherhood,”” Rothko spokeswom-
an Ann Mead admitted lamely. Conference coordinator
Nabila Drooby added, *“We know that these people—
some of them—have been involved at some time in the
Muslim Brotherhood.”

Prompted by the NDPC’s and EIR’s exposés, some
White House officials and law enforcement agencies,
including the CIA, began an investigation of the Roth-
ko meeting. According to intelligence sources, the State
Department was considering revoking the visas of the
Brotherhood members slated to attend the conference—
until Alexander Haig intervened.

Madame de Menil, operating through Brotherhood
apologist William Crawford, a former U.S. ambassador
to the Middle East who now heads the Washington-
based Islam Centennial Fourteen, arranged to send
Rothko Chapel Board Chairman Thompson Shannon
to Washington for a meeting at the State Department,
With Crawford’s help, Shannon reportedly met with
Willard Depree of the Office of the Inspector-General
of the State Department to ensure that Washington
would allow the conference to take place. Following
these talks, the State Department okayed the Muslim
Brotherhood meeting.

In the two weeks before the Rothko event, exposés
in EIR circulated throughout the United States to press,
congressmen, law enforcement and security officials,
and political and trade union leaders.

Madame de Menil bitterly complained that her
conference had been spoiled as a result of the “bad
publicity.” Commenting on the almost total lack of
attendance by Houston’s business community, she said,
“You know how stupid American businessmen are.
They read the EIR and they believe it.”

Madame de Menil was reported to be particularly
upset over EIR’s report that her family was linked to
the Kennedy murder in 1963. Despite her hurt feelings,
the facts on that score are clear. In 1963, John de Menil
was a board member of Permindex, a Montreal-based
intelligence company exposed in New Orleans District
Attorney Garrison’s of the Kennedy assassination. De
Menil was also present at a spring 1963 secret meeting
in Montego Bay, Jamaica, to plot the Kennedy murder.
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France

Mitterrand govermment announces a
reign of terror at home and abroad

by Dana Sloan

If you are an American businessman trying to export to
the Middle East, if you are a Mexican or Latin American
political leader committed to pulling your nation out of
underdevelopment, if you are a Saudi or Middle Eastern
ruler who does not wish to see Islamic fundamentalism
take over, the French government of Frangois Mitter-
rand is now your sworn enemy.

As the Canciin summit approached, the Mitterrand
government and its ruling Socialist Party (SP) declared
war on anyone and everyone, at home-and abroad, who
stands in the way of their policies. While President
Mitterrand issued a call to arms to Latin American

“terrorists,in a speech in Mexico that was boycotted by

President José Lépez Portillo, in Paris the opening of the
Socialist Party national congress was the scene for an
outbreak of calls for purges, witch-hunts, and the guil-
lotine in France.

“We must not say ‘heads will roll’ like Robespierre
told the convention, but say which heads and say so
rapidly,” Socialist Party Energy Commissioner Paul
Quiles told the party congress, which 1opened in Valenoe
on Oct. 23. Louis Mermaz, number-three in the party’s
leadership added: *‘If we succeed, there will be no turning
back to the past. Certain forms of opposition will have
been destroyed.”

The national congress, in short, saw the top leaders
of the Socialist Party declare a reign’ of terror, while a list
was being drawn up of the enemies to be eliminated.
Quues wold the party congress, which opened in Valence
mob against France’s ambitious nuclear energy pro-
gram—still the largest program in Europe—declared
that “‘university deans, prefects, directors of national
businesses, and high functionaries” were among those
that had to be swept from centers of power.

The Socialists now control not only the presidency,
but also hold a single-party majority in the National
Assembly, which guarantees passage of any bill or law

presented by the government; and they are rapidly con-
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solidating all forms of political and economic power
through state takeovers of major banks and strategic
sectors of industry.

Against the backdrop of the debate in Parliament on
the economic nationalization program, where the oppo-
sition put up a fruitless fight against the proposal, the
Socialists indicated that even verbal opposition, however
impotent it may be, was unacceptable under certain
circumstances. .

Jean Poperen, number-two in the SP, railed that “the
parliamentary opposition is playing for time, while the
capitalists organize the flight of capital. . . . Those who
won in [the] May and June [elections] will not allow
themselves to be tricked by the bourgeoisie.” He was
joined by Louis Mermaz, who demanded that the gov-
ernment ‘“‘strike hard and fast at the heads of groups
which are playing with moneyed interests against the
national interest. All the elements of an economic count-
er-revolution are in place. The class struggle is now upon

L1}

us. ’

The Constitution: a dead letter

Every SP leader we quote above is a close collabo-
rator of President Frangois Mitterrand, belying the
many assertions that this was just the party blowing off
steam. When the party leaders speak, it is with the full
knowledge and blessing of their President.

One of the features of the new French Revolution is
precisely that the distinctions between party and gov-
ernment have been abolished, in violation of the intent
of the 1962 Fifth Republic Constitution. Lionel Jospin,
General Secretary of the Socialist Party, attends at least
twice-weekly meetings with President Mitterrand and
his ministers to set policy and ensure that it is carried
out.

Lionel Jospin has otherwise proclaimed his intention
to trample on the Constitution. During the chaotic
debate in the National Assembly that preceeded the SP
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congress, Jospin threatened that were the Constitutional
Council (France’s Supreme Court) to rule the national-
izations of .banks and companies illegal, that ruling
would be overridden.

Jospin warned that “never in history have the great
currents of reform been stopped by supreme courts. . . .
There is a left and a right. . .. The opposition has the
right to express itself, but the will of the people must be
respected.” (

The National Assembly debate was the scene of wild
accusations thrown against some of France’s most
respected national leaders, men like Gaullist leader
Michel Debré, who co-authored the Constitution of the
Fifth Republic with General de Gaulle. Debré was
accused of opposing the nationalization of large parts
of industry on the basis of his family ties to some steel-
industry interests. Also high on the list of those targeted
were members of former President Giscard d’Estaing’s
family who are prominent board members of several of
the companies slated for state takeovers.

The debate became particularly venomous after it
was reported that Pierre Moussa, Chairman of the
Banque de Paris et de Pays-Bas (known as Paribas) had
succeeded in selling off the bank’s Swiss assets to a
foreign firm, thus preventing those assets from coming
under the state’s control. The Socialists’ charge: “Na-
tionalization is the class struggle being expressed. . ..
Before the French Revolution, the ruling class was
proud of its origins. Then they entered the democratic
political system. Today, they don’t like being told that
they hold illegitimate power, financial power.”

International dark ages
What was said at the SP congress was simply the

most explicit announcement to date of a policy that
began immediately after Frangois Mitterrand’s inaugu-
ration as President in May: that terror is to be an
instrument of state policy. Hundreds of terrorists were
freed from jail, including many members of Action
Directe, France’s equivalent of the Italian Red Brigades
or the West German Baader-Meinhof Gang. The Inte-
rior Ministry at the same time focused its attacks
against various branches of the police force (see EIR,
Nov. 3) accused of being racists and anti-Semites.
Terrorists set off several bombs at various “bourgeois’
establishments in Paris, such as restaurants and mer-
chants that cater to the wealthy.

~ This policy of terror is also intended for export to
Latin America, the Middle East, and Africa. Just as
Ayatollah Khomeini would call on the Islamic masses
to overthrow those regimes based on ‘“Westernized”
culture and industrial development, so did Mitterrand
address a call to the populations of Latin America in a
speech made in Mexico before the opening of the
Canciin summit.
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Going against the entire thrust of President José
Lépez Portillo’s policies—use of Mexico’s oil revenues
as the basis for in-depth industrial and agricultural
development of the nation—Mitterrand declared that
“there is not and there cannot be political stability
without social justice.... There is no real economic
development without the preservation of ... original
culture.” Although the speech was delivered to a crowd
of only 6,000 people (compared with 1 million who
came to hear General de Gaulle many years ago) it was
clearly a call to Lopez Portillo’s internal enemies to rise
up dagainst him.

Adding to the flames

Mitterrand continued: “Hail to those who are
gagged, persecuted and tortured, who want to live and
live free. Hail to those who are being held, who have
disappeared, who have been assassinated, who only
wanted to live and live free. Hail to the brutalized
priests, to the peasants without land, to the jailed trade
unionists, to the unemployed who sell their blood to
survive, to the Indians chased from their land, to the
workers without rights, to the resistance fighters with-
out arms, who want to live and live free. To all of you,
France says: courage, liberty will conquer!”

The speech, conspicuously boycotted by Lopez Por-
tillo, demonstrates the import of Régis Debray’s pres-
ence as foreign policy adviser to the French President:
promoting guerrilla warfare is now state policy.

Mitterrand has similar plans for the Middle East,
plans he has wrapped in Islamic garb. He and his
Foreign Minister Claude Cheysson made an approving
appearance at a Paris conference of Islam and the West
Oct. 14-16, an organization actively seeking to spread
Khomeini’s dark ages throughout the rest of the Middle
East and Africa. It was Cheysson who after the assassi-
nation of Egypt’s President by the Muslim Brotherhood
announced that Sadat’s death removes an “obstacle to
peace.” ,

The U.S.-based arm of this Dark Ages terror policy
has been revealed to be centered around the recent
conference in Houston of the Muslim Brotherhood,
held at the Rothko Chapel. The Rothko Chapel confer-
ence, which brought in leading Islamic fundamentalists
from all over the world to explicitly target the Saudi
Arabian regime, was sponsored by Countess Dominique
de Menil, née Schlumberger. The Countess, who is a
member of a family-held industrial grouping that is
extremely close to the Socialists, was among the guests
at the state dinner in Yorktown, Virginia given in
Mitterrand’s honor.

No wonder the old Comintern hack and long-time
liaison with British intelligence, Boris Ponomarev of the
Soviet Politburo, left the Socialist Party congress feeling
quite pleased with himself.
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MiddleEast Report by Robert Dreyfuss

A Kremlin pact with Carrington

The Soviets are lining up with Britain’s geopolitics to drive the

United States out of the region.

Soviet President Leonid Brezhnev
issued an unusually strong con-
demnation of the United States on
Oct. 27 for “endangering” Libya
with ‘“‘saber-rattling” in the Medi-
terranean. In a speech greeting the
arrival of the President of North
Yemen, Ali Abdullah Saleh, Brezh-
nev declared: “The so-called ‘stra-
tegic cooperation’ between the
United States and Israel means
blood, destruction, and sorrow for
the Arabs,” and called for an inter-
national ‘“people’s” alliance to
challenge “U.S. imperialism.”

Brezhnev’s statement is a signal
from the top of the Soviet leader-
ship that the Kremlin has adopted a
policy of fomenting chaos in the
Middle East, using its radical allies,
such as Libya, to challenge the
United States. Behind this policy is
a deal between Moscow and the
British Secret Intelligence Service
under Foreign Secretary Lord Car-
rington to carve up the region and
force the U.S. out. The mediatorsin
arranging this agreement are a So-
viet KGB faction under Soviet
Communist Party Central Com-
mittee hardliners Michael Suslov
and Boris Ponomarev—and the
Russian Orthodox Church.

The Oct. 17 arrival in Moscow
of Patriarch Ignatius, leader of the
Antioch Orthodox Church, is seen
by Arab intelligence sources as an
indication that the Soviets are plan-
ning ‘‘a major crisis” in the Middle
East. Lebanese sources report that
the Patriarch’s rare visits to the

Kremlin are always followed by
fresh destabilizations in this area.
Ignatius, a protégé of the British
Anglican intelligence operative
Herbert Waddams, will meet Patri-
arch Pimen of the Russian Ortho-
dox Church, a leading KGB opera-
tive. These sources report that they
are now plotting a renewed war in
Lebanon, where the Antiochian
Church has profound influence,
with the complicity of a faction of
Israeli intelligence centered around
Defense Minister Ariel Sharon as
the first phaseof their policy.

Lebanese diplomatic sources re-
port that during the last week in
October, - Israel began massing
troops in preparation for a terrorist
attack from radical Arabs in south-
ern Lebanon.

As Ignatius was visiting Mos-
cow, 14 communist parties of the
Eastern Mediterranean, the Mid-
east, and the Red Sea convened
their first regional meeting to coor-
dinate tactics on “combatting U.S.
activity” in the area. The partici-
pants included the legal parties of
Israel, Greece, Cyprus, Syria, Jor-
dan, and Iran’s Tudeh Party, and
the outlawed parties of Turkey,
Egypt, Sudan, Iraq, Saudi Arabia,
and Bahrain, with representatives
from Ethiopia and Afghanistan.

Qaddafi himself delivered a
statement that was transmitted
throughout the Arabic world on,
Radio Tripoli warning that Egypt’s
Hosni Mubarak would ‘“soon re-
ceive the same treatment delivered

to Sadat.”

And Radio Moscow’s Arab-
language broadcasts have taken on
an increasingly radical tone. An
Oct. 20 broadcast attacked Saudi
Crown Prince Fahd’s peace plan
and endorsed the call of the ““Stead-
fastness Front” meeting in Septem-
ber in Libya that Arab states should
*“use all resources at their disposal
... including oil and the billions of
dollars in American banks,” as a
weapon againstthe U.S.

Over the same period, Moscow
intensified its Arab diplomacy. Pal-
estine Liberation Organization
chief Yasser Arafat made a surprise
visit to Moscow late last month,
where the Kremlin made the deci-
sion to give the PLO full diplomatic
status,the first major power to do so.

The Arafat visit, which was set
up by Ponomarev was followed less
than 72 hours later by the arriv-
al .of both the President of North
Yemen, and the Kuwaiti Minister
of State for Cabinet Affairs, Abdul
Aziz Hussein. The stepped-up Sovi-
et diplomacy, particularly with na-
tions of the Arabian peninsula such
as Yemen and Kuwait, is intended
to pressure Saudi Arabia to open
relations with Moscow.

The unusual reception delivered
Oct. 26 to North Yemenese Presi-
dent Saleh is meant to send a shock
through the Saudi elite. North
Yemen has traditionally been a
strong Saudi ally and a buffer be-
tween Saudi Arabia and South
Yemen, a Marxist-Leninist regime
which recently signed a military
pact with Libya. Arab sources re-
port that the aggressive Soviet di-
plomacy will probably benefit a
faction within the Saudi elite cen-
tered around Third Crown Prince
Abdullah which favors closer ties
with the Kremlin.
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DatelineMexico by Josefina Menéndez

Unity of the left shatters

Ayatollah Heberto threw a temper tantrum when he wasn’t
chosen as the left's presidential candidate.

One of the most sophisticated op-
erations against the stability of the
Mexican political system got hit
badly this week when the Mexican
Workers Party (PMT), led by Aya-
tollah Heberto Castillo, angrily
stomped out of the negotiations
which were bringing the Mexican
left together in a bloc.

EIR has seen documents prov-
ing that the brains of the intended
unification of the /eft, announced
last month, is nothing other than
the Mexican right: the Jesuit Social
Communication Center (Cencos).
This Cristero entity, directed by
José Alvarez Icaza, who along - with
Porfirio Miranda has promoted the
“Christian-Marxist” dialogue, has
been one of Ayatollah Heberto
Castillo’s primary bulwarks of sup-
port. Alvarez Icaza has worked for
years to build an alliance to do to
Mexico what Khomeinidid to Iran.
As the confidential documents we
reviewed show, the Cencos strategy
was to pull every Mexican left party
out of any form of traditional poli-
tics, and into an alliance premised
on anarchist hostility to the state.

A key piece of this strategy was
that, once unification was achieved,
Heberto Castillo would be elected
as the “strongman” of the coali-
tion. That is, Castillo would be Sec-
retary General and the unity candi-
datefor President.

In less than a month, the entire
Jesuit apparatus was announcing
through all the media at its disposal
that Heberto, ‘“‘the most charismat-

ic and best known opponent of the
government’ (i.e., of industrial de-
velopment plans) would be the left
candidate. All the left press, includ-
ing the Communist newspaper
Oposicion, the daily Uno mds Uno,
and the weekly Proceso, trumpeted
that Heberto was the man. The op-
eration reached its climax Oct. 17
when the PCM held its national
congreéss. Jesuit-controlled PCM
chief Arnaldo Martinez Verdugo
announced in his long keynote that
the PCM would make itself disap-
pear into a new left unity party.
That party, he announced, would
promote a unity candidate for Pres-
ident, Heberto Castillo. In fact, the
leaders of the six other left parties
were already up on the PCM plat-
form, chanting along with the PCM
mob, ‘“the left united will never be
defeated.” But when the dust set-
tled at the end of the PCM con-
gress, they had nominated an old
trade unionist from their ranks,
Othén Salazar—and not Ayatollah
Heberto—as their presidential can-
didate. The spanking new ‘‘unity of
the left” was shattered—defeated
by the counter-attack of Moscow,
Eurocommunism, and the Mexican
government itself.

I learned from well-informed
sources that the Soviet leadership
disapproved of the alliance: Russia
is reportedly more interested in the
political stability of the Mexican
government than in encouraging
the disappearance of one of its sup-
posedly fraternal parties. And they

passed the word on to the PCM

leadership.

Another factor was Italian
Communist boss Enrico Berlin-
guer’s visit to Mexico. Berlinguer,
present at the PCM meeting, mani-
fested his total lack of enthusiasm
for their “popular front™ tactic by
not once mentioning the central
theme of unity in his speech closing
the conference. And in contrast to
Martinez Verdugo’s plaints about
the “repressive”” Mexican govern-
ment, the Italian Communist chief
publicly thanked President Lopez
Portillo for the courtesy of granting
him a private meeting. Berlinguer
also congratulated Lépez Portillo
for the Canciln summit, while tell-
ing the local Communists he would
stand clear of Mexican internal pol-

itics.

We also learned that some
forces inside the Mexican govern-
ment energetically explained to the
PCM that support for Heberto
could cause
“problems” to the PCM’s electoral
efforts.

What is certain is that the Mexi-
can Workers Party (PMT) refused
to accept unity, and promptly an-
nounced their withdrawal from the
unity talks until after the July 1982
elections. Yet less than 48 hours
after the PMT pullout, its leading
intellectual quit the party. Francis-
co Paoli Bolio, educated by the Jes-
uits at the Universidad Ibero-
Americana, and currently Dean of
Political Science at the Autono-
mous Metropolitan University, is-
sued a tearful open letter bitterly
decrying Heberto’s failure to see
that his move would destroy the
party.

Can the left still remain united
without its ‘“‘charismatic” figure?
That’s what analysts now ask.

some unspecified -
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Japan, Mexico upgrade
economic ties

The first act taken by Japanese Foreign
Minister Sunao Sonoda upon returning
from Cancin on Oct. 26, according to
Japanese press reports, was to elevate the
Japanese Ambassador to Mexico,
Nobuo Matsunaga, to the post of Depu-
ty Foreign Minister for Economic Af-
fairs. Matsunaga had been Ambassador
to Mexico since 1978, and, in recent
months especially, had emerged as a
leading proponent of full-scale Japanese
collaboration with Mexican industriali-
zation plans. :

At the same time, the Ministry of
International Trade and Industry (MITI)
announced the largest-ever Japanese
trade and investment mission to Mexico,
Nov. 6-18. Headed by Bunichiro Tanabe,
Chairman of the Board of Mitsubishi,
Japan’s largest tradingcompany, the del-
egation will be composed of 131 govern-
ment officials and executives of trading
companies, department stores, manufac-
turing companies, and banks.

One of those in the mission, Bank of
Tokyo head Minoru Nishima, summed
up the Japanese attitude to a Mexican
reporter on Oct. 26. Japan, he said, is
ready to “‘finance the industrialization of
Mexico,” because it sees in Mexico a
“reliable partner.” Nishima, asked if
Mexico’s foreign debt were a problem,
answered that it was not, because Mexi-
co’s imports go into industrial projects.
In the short term, Mexico could be *‘an
industrial power,” he concluded.

Socialists prepare for
power in Spain

The Spanish Socialist Party, led by Felipe
Gonzalez, is preparing itself to take pow-
er in general elections in Spain. General
elections in Spain are not due to occur
until 1983, but recent developments have
substantially weakened the ruling Dem-
ocratic Center Union (UCD) of Prime
Minister Calvo Sotelo. If the government
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is further weakened, observers predict
general elections well before that time,
and a likely victory for the Socialists.

The latest blow to the Center Union
resulted from last month’s elections for
the regional parliament in Galicia, one of
Spain’s northern states, which took a
sharp twist to the right. As a result, the
Center Union will almost certainly have
to form a coalition with the right-wing
Popular Alliance Party if it is to continue
its rule in the region. If this happens,
however, the Center Union’s stature as a
‘“‘center party,” relatively free of domi-
nation of old Francoist elements, will be
severely tarnished. Already the country’s
Social Democrats have announced that
they will leave the national government
coalition if the right-wing alliance takes
place in Galicia.

Pellecer still a
Jesuit, says order

Father Eduardo Pellecer, a former leftist
guerrilla with the Guatemalan Army of
the Poor (GAP) has been brainwashed to
denounce the Jesuits’ involvement in left-
wing terrorism, and remains a Jesuit

nonetheless, according to a press state- -

ment in late October by the order’s re-
gional head, César Jérez.

Pellecer appeared at a government-
sponsored press conference in Septem-
ber to expose the Jesuits’ political activity
with the terrorist GAP; and collabora-
tion with Amnesty International and
Caritas.

Pellecer himself had disappeared
some months earlier—broadly said by
the left to have been kidnaped by the
rightist death squads. However, he said,
he had, in fact, joined the guerrillas. In
his government statement, Pellecer stat-
ed that he wished to leave the Society of
Jesus, but remain a priest.

The renegade Liberation Theologist
is currently touring other Latin Ameri-
can countries, under sponsorship of the
right-wing military government to give
broader exposure to his denunciation of
the “Theology of Liberation,” a move
which has left the order badly shaken.

César Jérez, attempting to recoup
against the blow, however, told the press
that “‘our order is not a merry-go-
round,” but *‘a serious congregation
where whoever wants to get out must go
through a long process similar to that
which one goes through to getin.”

Lutherans blasted for
greenie support

Holger Borner, Governor of the West
German state of Hesse and a close ally of
Chancellor Helmut Schmidt issued a dra-
matic denuciation of the German Lu-
theran Church Oct. 25 for its support of
the environmentalist movement.

Referring to the notorious fact that
the Lutheran Church was an institutional
collaborator of the Nazis during the
1920s and 1930s, Borner said that “cer-
tain churchmen” among the Lutherans
are now trying to make up for their fail-
ure to oppose the Nazis by collaborating
with the greenies against a democratic
government.

It was the Lutheran Church which
sponsored last month’s so-called peace
demonstration of 250,000 in Bonn. That
demonstration was an attempt at desta-
bilizing the government of Chancellor
Schmidt in favor of the terrorist environ-
mentalist wing of the Social Democracy._

A ‘white’ coup
occurs in Peru

An upheaval in the Peruvian military
which culminated in Oct. 28’s cabinet
shakeup shows that civilian President
Fernando Belainde’s days may be num-
bered. Belainde loyalists, who had sup-
ported him during the 1968 coup that
removed him from the presidency, were
ousted from the top positions in the
army, navy, and air force. The most sig-
nificant cabinet shift is that Gen. Luis
Cisneros, former hard-line Interior Min-
ister, made himself Commander of the
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Army, the ideal position from which to
achieve his ambitions to enter Pizzaro's
Palace as President.

As Interior Minister in 1976-77, Cis-
neros made Peru a living hell in which all
efforts to reverse the austerity were sav-
agely repressed.

The shakeup was provoked by the
forced resignation of Interior Minister
José Maria de la Jara, a lifetime political
partner of Belatlinde and stalwart of his
Accidén Popular party. De la Jara had
protected the civil liberties of the Maoist
Sendero Luminoso terrorists who during
the last year have perpetrated over 1,000
terrorist attacks, largely against power
lines and unoccupied government of-
fices. After the Maoist provocateurs es-
calated their guerrilla warfare to make
bloody attacks on police posts in Ayacu-
cho Department in early October, De la
Jara’s fate was sealed. A state of emer-
gency was declared and the army and air
force rounded up hundreds of known
terrorists and sympatHizers in Ayacucho.

Peru intends to maintain an image of
democratic normality as part of its rene-
gotiating its foreign debts, and to avert
international attention from its mam-
moth cocaine exports. Thus, Belatinde
may be allowed to remain as figurehead
to an increasingly repressive regime.

Germany signs nuclear
pact with Egypt

A state-to-state agreement was signed
Oct. 27 in Bonn for the transfer of nuclear
power-generating technology to Egypt.
The German Minister of Research and
Technology, Andreas von Biilow, stated
that the agreement shows the Schmidt
government’s ‘‘commitment to Egypt’s
economic buildup,” adding that Bonn
has developed a broad strategy for stabi-
lizing Egypt through expanded econom-
ic cooperation.

Von Biilow also announced that the
two German-built nuclear plants in
Egypt could come on line as early as
1983, and characterized the new accord
as a model for Germany’s strategy to-
ward the underdeveloped sector.
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The nuclear-energy program initiat-
ed by Anwar Sadat foresees 8,000 mega-
watts of nuclear-generated power by the
year 2000 in Egypt.

FAO pushes ‘Minimum
Food Programs’

East Africa, under the United Nations
Food and Agriculture Organization
(FAO), erratic distribution of imported
food stocks is being replaced by food-
for-work programs called “Minimum
Food Progrms.” In Somalia, food in
these programs means one bowl of corn
soup possibly supplemented with some
dates and edible oil in exchange for a

. day’s manual labor.

In the isolated instances in which con-
ditions are “improving,” the American
Council of Voluntary agencies for For-
eign Service documents that “improve-
ment” means long-term malnutrition
rather than starvation; that is, conditions
“improved’ to a slower form.of death.

Persistent drought during the past
decade is eliminating the region’s meager
crop production. Areas subjected to trib-
al and border wars—such as northeast-
ern Uganda and Somalia—have had
their agriculture further disrupted.
Among Africa’s least-developed coun-
tries, per capita food production has
dropped 13 percent in the past decade.

The food-for-work programs, essen-
tially modeled on the concentration
slave-labor camps of Nazi Albert Speer,
were the subject of an FAO policy con-
ference in Paris on the least-developed
countries this September.

At the conference it was proposed
that one-third of all aid to the LDCs be
allocated for agriculture. The U.N. agen-
cy is on record endorsing “‘appropriate
technology” agriculture, rather than the
high-technology transfer required to
provide necessary food production.

The other two-thirds of aid is to pre-
sumably go for further debt rollover and
energy costs. Yet today all LDCs com-
bined—most of the Third World—re-
ceived only $800 million from the warld's
financial institutions and aid agencies.

f

o
Briefly

® YOSHIHIRO INAYAMA,
the head of Japan's Keidanren
business federation, advocated a
conciliatory trade policy toward
Europe in a report to Prime Min-
ister Zenko Suzuki. Inayama pro-
posed both export restraint by Ja-
pan and an activist import pro-
gram. The report followed a
stormy 15-day tour of Europe by
more than 100 top Japanese busi-
ness leaders in which the Japanese
were met with surprisingly harsh
protectionist threats. Others of the
business delegates, however, ar-
gued that Japan should not cave
in to what they regard as un-
founded European demands.

® NICOLAE CEAUSESCU of
Romania issued call for the Soviet
Union to withdraw its middle-
range missiles from Eastern Eu-
rope. He also urged the United
States not to deploy such missiles
in Western Europe. In doing so,
Ceausescu plays into Britain’s
building of a “Third Force” for
Europe. Ceausescu’s call immedi-
ately follows the recent NATO
meeting of foreign ministers,
which also called for the withdraw-

al of missiles from Eastern Europe.

® BORIS PONOMAREYV, Soviet
Central Committee Secretary and
Deputy Secretary Vadim Zagladin
held high-level strategy sessions
with the French government and
the Socialist Party leadership dur-
ing the latter’s Paris conference
last month. Zagladin later an-
nounced that ““the Soviet Union is
ready to participate in an interna-
tional disarmament conference if
France should decide to organize
it in Paris,” and specified that
Frangois Mitterrand would pre-
side over the conference.

® HO CHI MINH City Mayor
Mai Chi Tho will head a delega-
tion of Vietnam's National Assem-
bly members to Tokyo on Nowv. |
to meet with Japanese Foreign
Minster Sunao Sonada and to have
in-depth talks about a solution to
the Kampuchean issue.
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After AWACS.: turther
victories for sanity?

by Richard Cohen, Washington Bureau Chief

While no one in Washington is yet prepared to project
the full political effects of President Reagan’s dramatic
and unexpected Oct. 28 Senate victory for his proposed
sale of AWACS aircraft to Saudi Arabia, most here now

agree that the President has bought more than time: he

has attained what may amount to a final opportunity to
reshape the policy and personnel of his administration.

The AWACS vote represented a shocking and un-
precedented defeat for the genocide lobby, headed by
British Foreign Secretary Lord Carrington and the Mit-
terrand-directed Socialist International. However, in or-
der to immediately consolidate the U.S. position in the
Middle East and crush the Anglo-French drive to desta-
bilize the area, the administration will have to take the
advice of National Democratic Policy Committee
(NDPC) Advisory Council Chairman Lyndon La-
Rouche. LaRouche, immediately following the AWACS
victory, recommended to President Reagan that the
United States join with Japan and West Germany to
provide a nuplex-centered economic stabilization pack-
.age for Egypt. Mr. LaRouche further suggests that the
administration immediately consider a gold-reserve
monetary reorganization aimed at disciplining the Lon-
don-controlled private markets and the Federal Reserve,
and allow for the immediate rechanneling of credit, the
only available means for averting depression.
_ Presidential failure to seize this opportunity will shut
the door on the President’s political survivability, by no
later than January of next year.

The President was able to swing eight crucial Demo-
cratic Senators, over the objection and private arm-twist-
ing of the Democratic Party’s nominal leadership. Dem-
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ocratic National Committee Chairman, banker Charles
Manatt, the congressional Democratic leadership, in-
cluding House Speaker Tip O’Neill, Senate Minority
Leader Robert Byrd, and Senate Minority Whip Alan
Cranston, and a traitorous last-minute prominent role
played by former Vice-President Walter Mondale, were
all directed to defeating AWACS, just as they defend
high interest rates, to saddle the President with the
destructive effects.

Importantly, the majority of the eight Democrats—
particularly those who swung behind the President in the
crucial last 48 hours, including Senators David Boren
(Oklahoma), James Exon (Nevada), and John Melcher
(Montana)—have formed, since at least May, a moderate
caucus which has vigorously and openly promoted a
direct presidential confrontation with Federal Reserve
Board Chairman Paul A. Volcker and his crushing policy
of high interest rates.

In fact, it was Senator Melcher himself who spon-
sored a resolution in September that would have, if
passed, forced President Reagan to confront Volcker.
That resolution was stopped by a combination of intense
lobbying by President Reagan’s most trusted economic
advisers, including Office of Management and the Budg-
et Director David Stockman, Chairman of the Council
of Economic Advisers Murray Weidenbaum, and the
Senate and House Democratic leadership, with the sup-
port of Manatt’s Democratic National Committee.

Further, there was a significant pro-AWACS move
among freshmen Republican Senators. Many of these
Senators have become, over the course of the past two
months, the most active in pressuring the White House
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for a bold immediate battle-plan against high interest
rates. In fact, Senate Majority Leader Howard Baker,
appearing on national television Oct. 25, warned that the
number-one issue facing elected officials nationally is
high interest rates. .

Beyond providing the President with a ready-made
anti-Volcker alignment of Republicans and Democrats
in the Senate, the AWACS lobbying process exposed
incredible weaknesses in the President’s national-security
apparatus. Sources close to the White House are all but
convinced that National Security Adviser Richard Allen
will soon be replaced. In addition, there are reports now
circulating in Washington which suggest that adminis-
tration house-cleaning may reach the treacherous Secre-
tary of State. _

Over the course of the week prior to the vote, White
House sources gave similar indications concerning the
future of the administration’s economic brain-trust.

The President’s ‘‘second round of budget cuts” is
under savage attack on Capitol Hill; on Oct. 21 it was
reported that the gross national product had declined an
additional 6 percent; on Oct. 23 it was reported that the
September Consumer Price Index had shot up an as-
tounding 1.2 percent; finally, budget-deficit predictions
for fiscal 1982 are now climbing up to the $100 billion
mark. The credibility of Weidenbaum and Donald Re-
gan—particularly on Capitol Hill—has collapsed. What
is clear is that the President’s most trusted political
advisers, including Chief of Staff James Baker III and
Counselor Edwin Meese, have concluded that changes
will have to be made at the senior levels of both domestic
and foreign policy-making.

Importantly, those changes will be determined by
how rapidly the President and his political advisers grasp
the opportunity the new alignment represented by the
Senate AWACS vote, and further will be determined by
how boldly and dramatically they are prepared to re-
shape White House economic policy. Were the President
to cling to a course of “practical politics” with Con-
gress—a game well known to Chief of Staff Baker, whose
influence is said to be rising—the economy would unrav-
el into an unstoppable general depression and the Presi-
dent would find himself in an unsalvageable political
position by no later than January.

Indeed, opponents of the AWACS sale are preparing
the next flank against Reagan: the economy. Appearing
on national television Oct. 25, former Vice-President
Mondale defended Volcker, stating that the Fed Chair-
man was forced to adopt a high interest-rate policy
because President Reagan had initiated a sizable three-
year tax cut, thus widening the budget deficit. The fol-
lowing day, Oct. 26, Democrat Jim Jones of Oklahoma,
Chairman of the House Budget Committee whose efforts
had been applauded the day before by Mondale, told the
annual meeting of the U.S. Stock Exchange in Washing-
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ton that even if President Reagan’s “‘second round of
budget cuts and taxes” passed, the budget deficit for
fiscal 82 would reach an astounding $100 billion. Incre-
dibly, Jones, following the tactic of the Mondale-Man-
att-O’Neill clique, ruled out a serious Democratic legis-
lative-policy alternative until early next year.

This treachery reached a high point on Oct. 26 when
Rep. Joseph P. Addabbo (D-N.Y.), Chairman of the
House Defense Appropriations Subcommittee, started
work on the administration’s defense-spending bill. Ad-
dabbo shocked everyone present by proposing an $11.2
billion cut in the defense budget and the elimination of
the B-1 bomber and MX missile programs. Ted Stevens,
Democrat of Alaska, Chairman of the Senate Military
Appropriations Subcommittee, sent the White House a
confidential hit list that strips an additional $2.4 billion
beyond the $2 billion reduction in the defense budget
already proposed by the President. In the letter, Stevens
reported that he will attempt to kill the B-1 bomber
program outright in his Subcommittee markup. There
are also indications that when the Subcommittee report
goes to the full Senate Appropriations Committee, Re-
publican Chairman Mark Hatfield (Oregon) will attempt
to double cuts already made in Subcommittee.

In principle, the administration has agreed to further
deep cuts in the defense budget. In secret meetings on
Oct. 18 involving senior White House staff and the
Senate Republican leadership, a compromise package
was worked out which would have included an additional
$1 billion in defense cuts.

Close observers of the White House point to OMB
Director Stockman as the key proponent of accepting
more sizable cuts in defense. Importantly, Stockman’s
name has not been mentioned among those in trouble
with the President’s senior political staff. And of further
note, it was James Baker III who had backed Stockman
in an earlier bout with Defense Secretary Caspar Wein-
berger aimed at enforcing larger reductions in the de-
fense budget.

In addition, on Oct. 26, the Senate Finance Commit-
tee, headed by Robert Dole (R-Kans.), sent a proposal
to the White House suggesting $50 to $70 billion in
additional new taxes to be collected during fiscal 82, 83,
and 84. The momentum toward large tax increase is so
strong that Majority Leader Senator Baker had to eat his
own words. Speaking on national television Oct. 25,
Baker rejected the possibility of any new taxes for 1982;
two days later he was publicly recanting.

Indeed, the mood on Capitol Hill was summed up in
the approach being promoted by Senate Budget Com-
mittee Chairman Pete Domenici (R-N.M.). Over the
course of fiscal 1982 to 1984, Domenici outlined $20 to
$25 billion in additional cuts in appropriations, largely
in defense, $30 to $40 billion in cuts in entitlement
programs, and shocking increases in taxes.
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The economy of Texas and
the future of the Sunbelt

by David Goldman, Economics Editor

How well can the Texas boom economy hold up if the
rest of the United States moves into a steep recession? To
a great extent, the past year has already answered the
question: apart from the oil sector, the most important
Texas industries, including chemicals, electronics, and
homebuilding, as well as agriculture, are all operating
below year-earlier levels, and almost certain to fall fur-
ther during the coming months.

Oil drilling, measured by the number of new rigs in
operation, is at an all-time record, of course, and 37
percent higher than a year ago. But although growth will
continue, lack of pipe, equipment, skilled labor, and
perhaps even financing means that the past year's growth
rate cannot be sustained through 1982. The Dallas Fed-
eral Reserve economists foresee only a 15 percent growth
rate in the coming year, and EIR's ‘own econometric
model indicates an even lower growth rate.

The basic conclusion is that oil will not be able to
sustain the Texas economy through another bad year.
Basic industries in the nation’s most prosperous state are
a mix of industries heavily weighted toward growth
sectors. The Federal Reserve’s industrial production in-
dex for the state has, in fact, been dead flat for the entire
past year, reflecting the overall stagnation of the U.S.
economy. A few key sectors whose rapid growth reflected
the Texas boom are in serious trouble:

Homebuilding: Only 11,000 new single family homes
will be built in the Houston area during 1981, less than a
quarter of the 48,000 homes produced during 1978.
Apartment construction is almost as badly off: 14,000
units will be built this year, against 30,000 in 1978.

Electronics: Softness in demand for semiconductors
produced the first layoffs on a wide scale during the
history of the rapidly-growing Texas semiconductor in-
dustry. :

Aerospace: The four major aerospace manufacturers
in the Dallas area laid off significant numbers of skilled
workers and engineers over the summer, in response to
softness in demand for civilian aircraft. Despite the
expectation of substantial military orders through the
Reagan defense budget increases, the aerospace compa-

52 National

nies are not rehiring, and will not until at earliest a year
from now—if and when they are certain that a new round
of budget cuts will not wipe out the expected influx of
orders. :

Chemicals: The largest industry in the state in terms
of value-added began falling sharply during the first.
quarter of 1981, from an index level of 150.0 in December
to 145.6 in April, and has fallen further since. Both oil
refining and synthetic fibers, in which Texas has a large
portion of the nation’s total output, have fallen back
significantly, and are expected to worsen during the next
several months of economic downturn.

- Is the Texas boom over? Various environment-orient-
ed think tanks are already arguing ‘that this year’s
drought demonstrates that attempting to build a highly
developed agricultural and industrial economy in this
part of the country was a bad idea in the first place. The
attention of professional academic doomsayers has shift-
ed from the neglected Northern cities eclipsed by the
“Sunbelt,” to the so-called ““Sunbelt crisis.”

Nothing has actually happened, however, to invali-
date basic Texan optimism. But the state of the nation’s
and thelocal economy prove that considerably more skill
and foresight will be required to take a successful busi-
ness through the next ten years than through the last ten
years.

Public enemy number one is the Chairman of the
Federal Reserve, Paul Volcker. Texas insurance compa-
nies and savings and loans are threatened by the double-
digit interest rates which Fed officials blithely expect to
persist through the 1980s. A high rate of savings and
willingness to lend through institutions capable of pro-
viding capital to growing industries is a cornerstone of
Texas prosperity. That prosperity will not be secure if the
state must depend on Canadian money building down-
town office buildings, rather than savings and mortgage
bankers building homes.

The indirect effects of Federal Reserve interest-rate
policy upon the Texas economy are as bad; or worse,
than the direct effects. The pride and source of strength
for all of the state’s high-technology industries has been
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the Houston NASA center. Now, under pressure from
the Federal Reserve—which has increased the federal
government’s debt costs by $30 billion per year—the
administration is reluctantly shutting down virtually the
whole NASA program. As already noted, the threat of
further cuts in the defense budget is a major depressant
for the state’s aerospace and other defense-related indus-
try.

Of almost equal concern is American policy towards
Mexico, our nation’s fast-growing trading partner and a
potential market*for $50 billion in U.S. capital goods
alone during the next decade. The last administration did
not want—in the words of Zbigniew Brzezinski—*‘an-
other Japan south of the border” and ruined energy deals
that were in the American interest. Now President
Reagan has struck a friendship with President José L.6pez
Portillo, and sincerely wants the right kind of relations
between the two countries. But the Cancin Summit
meeting last week showed he had a lot to learn: to the
extent that the specific economic policies he offered came
from a script prepared by Treasury and State Depart-
ment officers who write off the entire developing sector,
the United States will lose its natural advantage in trade
with Mexico.

Mexico does, indeed, want to become another Japan:
the largest delegation of business leaders that Japan has
ever sent to any country will be offering to help Mexico
do just that during the same week that Texas Lyceum
meets. However impressive the record of Texas oilfield
service industries, among others, in exporting to Mexico,
the next decade’s opportunities will make the previous
one’s look puny. This has not been lost on other trading
nations.

The great irony of the situation is that Texas might,
indeed, escape the worst consequences of a failing U.S.
economy, by virtue of its proximity to one of the greatest
boom areas in the world economy. Not merely the oilfield
market. but the demand for capital goods, agricultural
technology, and every sort of industrial ‘“*know-how™
will generate demands for Texas ingenuity from the
Mexican side—regardless of whether Ronald Reagan is
able to put the Volcker problem under control.

But the opportunity will not present itself in front of
your office door. Theimmense improvement in Mexican-
American relations since President Reagan took office is
far from grounds for complacency. All indications are
that the President himself does not fully understand the
Central American problem, and has to deal with a State
Department that thinks population control by any means
is the only important American objective in the region.

Texas is going to have to fight hard for its chance for
prosperity in the 1980s, not merely by stretching its
traditional ingenuity, but by playing the kind of role in
the nation’s politics that guarantees that major oppor-
tunities are not missed.
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Texas and the surge
in U.S.-Mexico trade

by Timothy Rush

No area of U.S. trade has grown faster than that with
Mexico over the past three years. During that time
Mexico has moved from fifth place to third place in the
list of American trading partners, and is rapidly moving

_up on second-place Canada. Translated into figures, the

picture shows total two-way trade with Mexico at $14
billion in 1978, $21 billion in 1979, and $34 billion in
1980. .

No state has benefited more from this explosion in
trade than Texas, whose pre-eminence in the production
of oil and gas equipment has perfectly matched Mexico’s
needs. It is estimated that a minimum of 75 percent of the
Pemex technology acquired from the U.S. has been
Texan; and Mexico is buying the vast bulk of its technol-

-ogy in America. During a four-year span in which Mex-

ico fully trebled its oil and gas production up to the
present 2.7 million bpd, it’s no wonder that the Texas
procurement office in Houston handled more business
than all other Pemex procurement offices combined.

Texasbenefited from Mexico’s poor harvests of 1978-
1980, participating in the U.S. grain export bonanza
which peaked at 10 million tons in 1980.

Houston's Ship Channel Bridge, gateway to the Gulf of Mexico.
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No precise statistics on Texas exports to Mexico ar¢
available, but a 1979 study conducted by the LBJ School
of Public Affairs in Austin extrapolated Texas’s share of
exports in key categories from Texas’s share in overall
U.S. production of those items. The top six: 1) chemical:
$163 million 2) Non-electrical machinery: $143 million
3) food products: $65 million 4) fabricated metal: $53
million 5) transport equipment: $51 million 6) electrical
and electronic equipment: $46 million. In most categories
these figures underestimate the situation, since they do
not take into account Texas’s proximity to Mexico, the
oil and gas technology bonanza, and other factors. And
" in all areas of trade, Texas has gained by the concentra-
tion of transport throughout Texas border-crossing
points—fully 65 percent of all American goods bound
for Mexico in 1980! Figures from the International Trade
Administration of the Commerce Department show the
following phenomenal increase in border traffic over the
past decade through the two Texas border customs dis-
tricts of El Paso and Laredo: (in millions of dollars)

El Paso Laredo
1970 1980 - 1970 1980
Import 180 1,497 370 2,668
Export 87 1,754 963 8,302

The Port of Houston announced this year that Mexi-
cois now its number-one shipping partner.

The trade surge in fact led to bottlenecks when the
spectacular leap in Mexican production goods imports
in 1979-1980 coincided with the surge in grain imports.
Train crossings at Laredo, McAllen and Brownsville
backed up for miles, and. Missouri Pacific found its
storage sidings crammed all the way back into the Mid-
west.

Much of that problem has eased today. Mexico
ironed out some of the transport chaos inside the coun-
try. Customs procedures improved; U.S. exporters got
more savvy about properly filling out paperwork; and
probably most important, the flow of goods itself eased
offsomewhat, particularly as the Mexican grain purchas-
es resumed lower levels.

“And of the future? The basic climate for trade is set in
Washington and Mexico City, not in Texas and its sister
border states in Mexico. The Reagan administration
seems to be getting off to a good start in reversing the
bitterness of the Carter years, which took the edge off of
what could have been an even greater boom for U.S.
producers and transporters.

At the first full session of the new U.S.-Mexico Joint
Commission on Trade and Commerce in Mexico City
Sept. 21-22, U.S. Commerce Secretary Baldrige unbent a
bit from lecturing Mexicans—whose mixed system of
public and private production under state sector direc-
tion has worked out well for both partners—on the
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merits of British-style “‘free enterprise.” ““Developing
countries, like Mexico—in their eagerness to expand
their industrial base, increase exports, and raise their
people’s standard of living—sometimes require govern-
ment intervention in the private sector. We understand
that,” he declared.

In a major trade and technology initiative, the U.S.
delegation stressed. renewed interest in Mexican nuclear
development—an interest meeting an encouraging Mex-
ican response (See E/R, Oct. 20). Some lesser issues were
also successfully smoothed out, such as adjusting the
steel trigger price on Mexican steel imports so that the
base price is taken as of delivery in Houston rather than
at the Eagle Pass border crossing.

Among the unresolved issues is trucking. The U.S. is
demanding ‘“‘reciprocity’’ so that U.S. truckers, currently
banned from operations in Mexico, gain the opportuni-
ties which some Mexican firms have in the U.S. Mexico,
however, is in no great hurry to work out a bilateral
agreement on the point: it has noted U.S. Trade Negoti-
ator Brock’s interest in convening an international
GATT-linked negotiating round on exactly such “invis-
ibles™ as the trucking issue represents, and wants to see
the outcome on this level first.

The bigger problem areas to be overcome are the
issues of General System of Preferences—the U.S. is
threatening to apply its new ‘“‘graduation” theory to ease
Mexico out of some benefits here—and of countervailing
duties. Baldrige kept open the trade warfare options in
this latter category during his Mexico visit. One of the

- chief theorists of such trade war: University of Texas’s

Sidney Weintraub. .

Most important are the broader economic policies of
the Reagan administration. High interest rates are the
single most important factor cutting into Mexico’s inter-
nal expansion plans at this moment. The much heralded
economic problems of Monterrey’s Alfa Group, for in-
stance, were triggered by a suddenleap of $110 million in
debt repayment costs. Some $750 million has been cut
from the firm’s 1982 expansion plans. :

And continuing declining energy consumption in the
United States as well as most of the other OECD import-
ers has left Mexico with at best a flat perspective for
future energy sales—the motor for its growth and the
method of payments for the import surge. It will be a
number of years before other exports can reduce oil’s
crucial role. Finally, the Administration will have to
pump some new life and funds into the Eximbank, if the
United States is to successfully compete on such big-
ticket items as $1 billion nuclear plants.

Hence, 1981 trade should continuetoclimb, probably

“to the $40 billion range. But sustained strong growth

thereafter will require that the administration pull the
country out of the current Volcker-Stockman economic
nosedive. :
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INTERVIEW

Governor Clements talks to EIR about
past and future relations with Mexico

The following interview with the Governor of Texas, Wil-
liam Clements, a Republican, was conducted by EIR'’s
Harley Schlanger on Oct. 29 in Houston.

Schlanger: A lot of credit has come your way for the role
that you have played in helping to shape relations with
Mexico. What has been the important accomplishments
so far in improving U.S.-Mexican relations?
Gov. Clements: Well, I think that undoubtedly the single
most important factor has been to be able to open up the
line of communications. It doesn’t do any good to have
a telephone if the line is dead. In my endeavors, we are
now enjoying an open line, where at least we’re talking
to each other and discussing mutual problems. That
sounds like a simple thing to accomplish, and you won-
der why it was not heretofore existing, but it didn’t.
People talked, but nobody listened. Too often, there was
a one-way conversation; too often the United States was
talking down to Mexico, instead of talking to Mexico as
a partner and as a neighbor, as a sovereign state.
Because of the Mexican culture and the type of people
that they are and their traditions, they want to be treated
with respect. Part of that respect has to do with the
recognition that they are indeed a sovereign state, that
they are our neighbor, and that they want to be treated in
a neighborly fashion. On that fundamental premise I
have been able to open up the line of communication.

Schlanger: Now the lines are open, what do you see as
the immediate priorities?

Gov. Clements: I have said on many occasions that the
most sensitive area in our relationship has to do with the
undocumented worker. Some people refer to it as the
illegal alien; the Mexicans prefer to call it the undocu-
mented worker, and [ appreciate the nuance. I think it
has been difficult in the past for the U.S. to recognize
that this is in fact the most sensitive area we have between
us. I will say to you that until we solve this problem, or
until we properly address this problem, we are not going
to solve the others. This one strikes right-at the heart of
the relationship.

EIR November 10, 1981

Schlanger: Some of the press have made a great fuss
about whether you switched your position [on the Rea-
gan immigration program]. . ..

Gov. Clements: That’s nonsense.

Schlanger: What do you think at this point of the Rea-
gan policy, and where do we go from here?

Gov. Clements: [ agree with. my Mexican governor asso-
ciates who met with us in El Paso recently that President
Reagan's program as articulated by Attorney General
Smith, who headed up the cabinet task force, is a great
first step forward, with emphasis on ““first step’” and on
“forward.” They don’t consider it a step backward—it’s
a beginning; I don’t think it’s much more than a begin-
ning.

I think that everybody has to realizethat not only will
Texas continue the in-depth studies that we’ve had under
way, we are going to further define those studies, and we
will present our position before both the House subcom-
mittee and the Senate subcommittees. There will be some
differences in our approach to the problem than the
administration’s. But I can assure you that it’s all in the
spirit of constructive criticism or constructive sugges-
tions. We will not be the only ones putting forward
different ideas. So I come back to what our Mexican
friends and governor associates said, that this is a good
first step forward; there are some differences, but that’s
to be expected.

Schlanger: You mentioned different approaches. One of
those which has had lots of play in the press and has been
thoroughly rejected by the Mexican government is the
approach of the Hesburgh Commission, and the bill
presented by Sen. Walter Huddleston, which says that
the first problem is closing the border and the second
problem is getting Mexico to reduce its population. This
was the proposal which had come forward from the
Carter administration around the program of Global
2000. What are your comments on that?

Gov. Clements: Well, not only is closing the border
absurd, in my judgment it’s impossible. All of us in
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government have a starting point which has to do with
the real world, and the real world tells me that we cannot
closethe borders.

In Texas, we have over a thousand miles of border
along the Rio Grande River, and some of it is very wild
wilderness area. There is no way in this world that we can
physically close this border. I don’t know of any good
neighbors that have, so to speak, a Berlin Wall. I am
absolutely opposed to that sort of thing. Any solution
that we come up with has to address the mutuality of our
problem and have the concurrence and agreement of
Mexico. If Mexico is not in agreement with it, it’s not
going to work, I don’t care what the plan is.

The so-called ““Hesburgh plan™ or the *“‘Jimmy Carter
plan” that not only includes the closed border but also a
blanket amnesty, that’s no plan. And Mexico doesn’t
want that; they don’t want to lose their citizens, and we
don’t want that. We in Texas would go right up the wall
on some kind of general amnesty for all these undocu-
mented workers. That is not the right approach to the
problem.

Now the other issue, that has to do with decreased
population, hits a very sensitive nerve in Mexico. I think
President Lépez Portillo and all of the governors with
whom I’ve discussed this issue agree that their rate of
population growth must be slowed and they’re working
atit...and I might add that they are making progress in
this regard.

Schlanger: 1 think ‘it’s fairly clear that their approach,
which I think is a correct approach, is that it’s not a
population problem, it’s a problem of having the re-
sources, the industry, and the technology to be able to
provide for the population. Ambassador Gavin has taken
steps to address this in his statement in Mexico City. He
said that there would be no more “‘obstructionism’ in the
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United States toward Mexican development. In particu-
lar he put forth the idea of oil for technology, and
included in that was the idea of nuclear technology for
oil.

Gov. Clements: | agree fundamentally that the proper
approach, the long-term approach, for Mexico is to build
their industrial base, and by building their industrial
base, they create jobs, they help their economy and they
increase their gross national product. They do all those
things, but I want to emphasize that that is long-term—
not short-term. For the kind of industrialization that will
have the impact that people like to talk about, beyond
the year 2000, we are talking about enormous amounts
of capital. We’re talking about a gain in technology, in
personal skills—career skills for the Mexican people,
none of which can be accomplished overnight. So we
have, first of all, a short-term set of problems that we
must address. Then we have long-term goals that must
be addressed and implemented over time. But let’s not
confuse short-term and long-term.

You know, it’s well and good for various individuals
to talk in glowing terms about ‘‘increased investment,”
“planned development,” “industrial base,” *“‘literally
hundreds of thousands of new jobs,” and “raising the
standard of living and making work in Mexico more
aftractive,” and so forth—that’s fine. You know I could
talk about motherhood in those same glowing terms, but
you are talking about a cycle that will probably cover
two to three generations. We have a set of problems that
it is in our mutual interests that we identify, and try to
find solutions to them in the short term.

Schlanger: What kind of progress do you see being made
in the short term?

Gov. Clements: Well, I think good progress is being
made, talking about commerce, in the usual sense—we
are not only exporting from the United States, but we are
importing from Mexico. In other words, again, a com-
munication between the two states, where it flows both
ways. We're talking about tourism—both ways. We’re
talking about cultural exchange—both ways; we are
talking about educational opportunities—both ways;
and I can go on and on. Environmental problems along
the border—there’s no use waiting long-term for these
problems, we can address them right now. The energy
problem, I agree, is a short-term problem. If we need the
energy, and they have the energy, there’s no reason why
we can't work this to our mutual benefit on a fair market
price.

There’s another set of problems that are long term;
they require a different approach, and they have to be
carefully considered—long-term as to the implications
within Mexico, where they are fundamentally related to
a long-term Mexican plan that employs the resources of
the United States, whether it’s in straight-out, simple
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capital terms, or whether it’s in partnership, business-
venture terms, or whether it’s in the exchange of technol-
ogy.

But these are things that are sovereign decisions
within Mexico. And they will have long-term implica-
- tions within Mexico, and they are the ones who have got
to make that decision.

Schlanger: Do you see the economic plan of the Lopez

Portillo administration as a step in the right direction

then?

Gov. Clements: Yes, I do. I don’t guess that I’m entitled
to an opinion as a Texan and a U.S. citizen, but I much
admire President Lopez Portillo. I have high respect for
his judgment and his vision, if you will, of what Mexico’s
all about; where it’s been in the past, where it is now, and
where it’s going in the future, and I think he’s made an
excellent President for Mexico.

Schlanger: Do you see the probability for continuity
with Miguel de la Madrid?

Gov. Clements: I don’t think there is any question about
it. I have discussed this with some of my friends in
Mexico at considerable length. I’'m satisfied that there
will be continuity and, if anything, that De la Madrid is
a logical next step forward in this overall planning for
Mexico. I think he is the right kind of choice. He has a
well-known and recognized background, in economics
and financial matters, in budgetary matters, and he will
be,in myjudgment, agood person to carry forward these
plans and this vision that President Lopez Portillo has
enunciated so well.

Schlanger: In the past, the United States has, particu-
larly under the Carter administration, been very unrelia-
ble as a partner. The Reagan administration has made
steps to improve that. . . .

Gov. Clements: | just want to make the point that one
President’s term of four years is a very short time in
history and that I don’t at all think that Mexico looks
upon the United States as unreliable. I don’t think they
ever did think that. I think that they thought we could
have chosen a better President than Mr. Carter, but,
nevertheless, they realized again that that is short-term,
and this relationship—this goes on forever. In history
four years is nothing. And Mexico, I think, has a great
respect for the United States. All we have to do is to do
our part as a good neighbor, as a partner with Mexico,
and I am convinced that they will do their part.

Schlanger: Was there progress made at Cancin?

Gov. Clements: Always from meetings of this kind, prog-
ress is made. I think those meetings are good. The most
is accomplished on what you would term ““non-substan-
tive issues.” The fact that they do get together, the fact
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that they do talk about mutual problems, the fact that
theselines of communications do open up—I think that’s
the important thing.

Schlanger: What do you see as the economicoutlook for
Texas up ahead?
Gov. Clements: Excellent.

Schlanger: Whatcan Texassay to the rest of the country?
Gov. Clements: Well, I don’t think the rest of the country
represents the kind of business environment that Texas
does. We don’t have a corporate income tax in Texas, we
don’t have a personal income tax in Texas We have one
of the very lowest tax rates in thc united States. We have
a very strong right-to-work law in Texas where the
unions cannot be and are not dominant. These are the
things that I think make a state have a strong economy
or not. The free-enterprise system flourishes in Texas—
Texas exemplifies the spirit of the entrepreneur. And you
can take that as a beginning and say, “Well, is that true
in New York?” Or ““Is that true in Michigan, or Pennsyl-
vania, New Jersey, or Massachusetts,”” and under those
circumstances you might come up with the answer,
“Well, no that really isn’t true.” They do have excess
taxation, they do have a domineering factor in their
unions. Free enterprise does not flourish, the spirit of the
entrepreneur is dead. I could just go on and on.

I am not preaching gospel or trying to stimulate more
people to come to Texas—we have more people coming
to Texas than we can say grace over. We’ve got them
coming from both directions.

Schlanger: Do you foresee an increase in trade in Texas
with Mexico through the ports and island trading areas?
Gov. Clements: I think it will continue. [ know of no one
in a senior position in the Mexican government that
doesn’t agree with me that this will continue. And one of
the reasons is—they’re for it and I'm for it. It’s no
accident that when we meet in El Paso thatall those items
were on the agenda; in the interim period between meet-
ings, we had subcommittees meeting on it.

Schlanger: As someone who has had some experience
with defense policy in the past I’d like your comments on
the AWACS victory yesterday.

Gov. Clements: Well, I strongly supported the President
in his program with the AWACS and, as a matter of fact,
I predicted a victory for the AWACS a month ago. This
is not a new position. I felt that the President would win.
I thought that others were not only on the wrong side of
the issue—they were on the wrong side for the wrong
reasons! They really hadn’t thought it through, and they
really didn’t know what they were talking about. And it
was only right and logical that the President would
prevail on that issue.
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Global 2000

Haig pushes for a
‘write-off’ policy

by Lonnie Wolfe

Capitol Hili souices confirmed at the end of October that
Alexander Haig's State Department is working from a
secret triage list of developing-sector countries in design-
ing U.S. policy. '

‘According to a senior congressional staffer with high-
level contacts in the State Department, Undersecretary
of State for Economic Affairs Meyer Rashish has set up
a secret task force within the department. Its assignment
istoexamine U.S. trade with developing-sector countries
in so-called strategic materials vital for the operation of
the U.S. economy, especially for the defense sector.
Rashish is reported to be proceeding from the premise
that during this decade parts of the developing sector will
plunge into chaos caused by overpopulation. His task
force is thus preparing a list of nations that supply the
United States with vital materials whose trade must be
triaged because of the alleged potential for population-
induced instability. Trade with these countries is to be
;;hased out over a 5 to 10 year period, and plans made to
seek for stable suppliers. Where this is not possible,
Rashish’s group plans to force U.S. consumption cuts
and substitution of expensive synthetics.

“They are working totally from the kind of popula-
tion perspective laid out in the Global 200 Report,” said
a congressional aide who had been briefed on the work
of the group.

“They have written off whole sections of Africa,
Latin America, and Asia,” said another source familiar
with Rashish’s thinking. “The assessment is that these
countries cannot survive and are headed for population
holocausts. There is little that we can do to prevent it; so
we must decouple as much as possible.”

A congressional aide with connections to the Com-
mittee for the Year 2000, the elite group of prominent
citizens and former government officials established to
propagate the Global 2000 policy doctrine, said that
Rashish is operating with the full approval of Secretary
of State Haig.

Within State, the Rashish.group is reportedly coor-
dinating with the Agency for International Develop-
ment, (AID) and its Director, Peter McPherson, an overt
supporter of Global 2000. AID, which coordinates all
non-military assistance programs, is being instructed not
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to channel aid into countries that cannot be saved. In
addition, State Department desk officers will be instruct-
ed to tell potential private investors not to waste their
money on countries that are being written off.

Last spring, EIR reported that former Chairman of
the Joint Chiefs of Staff Maxwell Taylor had drafted a
hit list of developing-sector countries which he stated
would, within the decade, collapse into famine, epidem-
ics, and population-induced wars, both internal and
external. Taylor drafted his report for the Draper Fund,
and it was widely circulated by the Draper Fund’s politi-
cal lobbying arm, the Population Crisis Committee. In
an interview published in EIR, Taylor, himselfa member
of the Draper Fund, went even further. He stated that it
was strategically necessary to write off more than I
billion people and several dozen countries.

At the time, based upon interviews with several
sources internationally, E/R charged that Taylor's plan
was the operative policy of the State Department, and
that Taylor’s triage list was being used to shape policy.
The State Department refused to deny the charges.

Now congressional and other sources report that
Rashish and other *‘realists” in the State Department
concur with Taylor’s assessment and will carry out the
General’s policy recommendation. These sources also
say that the State Department will officially deny the
existence of the Rashish task force. When population
risks force shifts in countries—i.e., when they are added
to the *‘triage list”’—the State Department will claim
whenever possible that Soviet interference has forced the
shift, and will blame them for exacerbating already-exist-
ing population problems in a target country.

Senator Mark Hatfield (D-Ore.) has introduced leg-
islation, S. 1771, that would establish an Interagency
Council on Global Resources, Environment, and Popu-
lation. The Council, said Hatfield in a statement accom-
panying the Oct. 26 introduction of the bill, “would be
mandated to develop a national population policy. This
policy would include a declaration encouraging national
population stabilization in the'long term.” The Council
would review existing laws, regulations, and programs
for the purpose of making recommendations to the
president and the Congress as to the need to modify or

- eliminate programs and activities ‘“which limit the

achievement or implementation of the policies and pur-
poses of this Act.” Hatfield, one of the earliest opponents
of the Vietnam war on self-described moral grounds,
now finds himself keeping close company with the archi-
tects and overseers of that war.

~ As for the White House, only the President and his
closest advisers are to see the results of the policy plan-
ning. They will see the assessment of the risks—without
the genocidal assumptions that are behind them. Accord-
ing to sources, the President is not yet “‘tough enough”
to understand such matters.
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The Weathermen
and Mr. Civiletti

by Donald Baier

The Chairman of the National Democratic Policy Com-

mittee charged Oct. 26 that Carter Attorney General.

Benjamin Civiletti had acted to quash outstanding fed-
eral warrants against Kathy Boudin and other members
of the Weather Underground terrorist group two years
ago, at the same time Civiletti’s Justice Department was
concentrating its firepower on securing the Abscam in-
dictment of Senator Harrison Williams (D-N.J.) and
other congressmen. Warren Hamerman stopped just
short of naming Civiletti as personally responsible for
the deaths of two police officers and a private security
guard in the Oct. 20 bank robbery shootout in suburban
Rockland County, New York, where the notorious Bou-
din and other Weather Underground leaders were finally
arrested. But Hamerman left little doubt that he regarded
the murdered law officers as casualties of the Civiletti
Justice Department’s reorientation away from investi-
gation and prosecution of violent crime in favor of
“white collar” sting operations against labor, business,
and political leaders like Senator Williams.

“In the wake of the Oct. 20, 1981 terrorist acts of
Kathy Boudin,” Hamerman said in a statement, “‘the
U.S. Senate should move to conduct a full investigation
of the actions by the U.S. Department of Justice in the
Weathermen cases. It is not too late to bring those
responsible for these needless deaths to justice.”

Civiletti is currently telling reporters that ““I don’t
have any particular recollection of events’ at the time
that federal charges against Boudin, Jeffrey C. Jones,
and other Weather Underground fugitives growing out
of the 1969 *““Days of Rage” riots in Chicago and the
1970 town-house bombing in New York were dropped.
Yet he and other Carter Justice Department and FBI
spokesmen have previously implied and continue to sug-
gest that the decision was the result of a legal technicality.
One such account was given in the Oct. 21, 1979 New
York Times: *“Otis Cox, an FBI spokesman, said in
Washington that the warrants had been dropped because
the state of Illinois ‘dismissed the case.”

On the same day, the Washington Post reported, ““The
FBI has quietly ended its 10-year pursuit of six Weather
Underground leaders, but arrest warrants remain in
effect in Cook County [Illinois], a top local prosecutor
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said yesterday. State felony warrants charging aggravat-
ed assault and mob action by the six continue, First
Assistant State’s Attorney Barry Gross said.”

The Weather Underground wasnot the only terrorist
group to benefit from Civiletti, Hamerman noted:

“In all, 16 persons, either accused fugitives or con-
victed of crimes stemming from political terrorism were
pardoned or had their charges dropped during the time
that Civiletti was a top official of the Department of
Justice. These individuals include Lolita Lebron,-Irvin
Torres, Rafael Cancel Miranda and Oscar Collazo, all
freed from prison sentences resulting from an armed
attack on the U.S. House of Representatives in 1950;
Imari Obadele, Addis Adabba, and Karim Njabafundi,
all of the Republic of New Africa and imprisoned in 1971
on charges ranging from possession ofstolen weapons to
murder; Carleton Armstrong and David Fine, wanted in
connection with the bombing of the University of Wis-
consin Army Research Building in which one student
died; and Eldridge Cleaver, former leader of the Black
Panther Party faction which worked closely with the
Weather Underground.” '

Police in Mississippi made arrests Oct. 27 in which
the “Republic of New Africa” figured prominently. Law
enforcement officers increasingly act on the hypothesis
that a terrorist command apparatus exists linking a
variety of groups, from the FALN to the Weather Un-
derground to the May 19 Coalition, and that the terror-
ists operate as one network.

A 1974 subcommittee of the Senate Internal Security
Committee held hearings on the Weather Underground.
The record of those hearings showed, among other
things:

e On Dec. 19, 1969, Boudin was indicted by the Cook
County grand jury for mob action stemming from the
October 1969 Days of Rage.

e On March 6, 1970, Kathy Boudin fled from the
Greenwich Village town-house-at 18 W. 11th St. after the
Weatherman bomb factory at that address exploded.

e On April 2, 1970, Boudin was indicted by a federal
grand jury for conspiring to cross state lines to incite
riots.

e On July 23, 1970, Boudin was among 13 Weather-
men charged by a federal grand jury in Detroit with
conspiracy to blow up police stations in New York,
Chicago, Detroit, and Berkeley, California.

Former Attorney General Civiletti responded to a
reporter’s suggestion that it ““had been a mistake” for the
government to drop charges against Boudin et al.: “Why
do you say that? . . . Why would the existence of charges
or a particular charge have anything to do with whether
these particular acts would have occurred?” When the
reporter responded, “They might have been brought to
justice.”” Civiletti objected. I don’t follow what you
said,” he replied. “There are several leaps of faith there.”
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CongreSSional Closeup by Barbara Dreyfuss and Susan Kokinda

I)opulation control

resolution introduced
Representative Sam Gejdenson
(D-Conn.) and Rep. Pat Schroeder
(D-Colo.) introduced a Sense of
the House Resolution Oct. 22
which would encourage the Presi-
dent to pressure world leaders to
make an effort *““in world popula-
tion control and birth control
throughout the world.”

Both Schroeder and Gejdenson
have previously signed a letter to
President Reagan urging him to
implement the Carter administra-
tion’s Global 2000 Report, which
calls for cutting back the world’s
population by 2 billion within 20
years. In fact, it was the Population

Action Council, one of the major ’

population-control groups, that
helped draft this resolution. The
Population Action Council recent-
ly held a conference, attended by
many leading administration fig-
ures including Undersecretary of
State Meyer Rashish, which urged
businessmen to actively promote
population-control in underdevel-
oped nations. The Counpcil is work-
ing closely with corporate execu-
tives in lobbying for passage of
this resolution.
, As Gejdenson’s aide admitted,
the resolution tries to sell popula-
tion-control programs to those
who would not normally back such
programs, on the basis that U.S.
national security is involved. The
resolution warns that as “the pres-
sures for food and other foodstuffs
increase,” nations would become
chaotic and exports of strategic
minerals would cease.
It also tries to compel the Pres-
ident to act, based on his having
heard the concerns of Third World

leaders at the Cancin summit
about underdevelopment. “This is
especially appropriate, with Presi-
dent Reagan today in Cancin at
the North-South conference taking
a look at the disparities in the
world as far as wealth and the
industrial nations, compared to the
underdeveloped nations.”

The population-control lobby
is hopeful that the resolution will
pass this session of Congress, be-
cause there are already 72 co-spon-
sors. Included are the most outspo-
ken backers of population control:
Richard Ottinger (D-N.Y.), who
put forth his own legislation to set
up an office to monitor population
trends; James Scheuer (D-N.Y.),
who previously headed up a special
committee on population trends;
and Robert Garcia (D-N.Y.), who
has held hearings on Global 2000.

SPIS renews

labor probes

The Senate Permanent Investiga-
tions Subcommittee (SPIS) recon-
vened its hearings on labor racket-
eering and- corruption on Oct. 28
with testimony from Labor Secre-
tary Ray Donovan, who an-
nounced that the Labor Depart-
ment now fully endorses the witch-
hunt tactics against labor that have
long been advocated by the Sub-
committee and its ranking minori-
ty member, Sen. Sam Nunn (D-
Ga.). Donovan, whose own confir-
mation hearings were marred by
Ted Kennedy’s unsuccessful but
much-reported attempts to link
him to “corrupt™ labor officials
and practices, now appears to be

bending over backward to prevent

a recurrence of such charges.

Donovan put the administra-
tion on record behind Nunn’s
pending labor-racketeering. legis-
lation (S. 1163), which would re-
move a union official from elected
union office immediately upon
conviction of a crime, rather than
upon final expiration of the appeal
process, as is currently the case.
Donovan went so far as to propose
that S. 1163’s extension to 5 to 10
years of the period barring a con-
victed official from again holding
office be even further extended.
Donovan further delighted Nunn
by revealing that the Labor De-
partment has reversed its long-
standing policy of pursuing pri-
marily civil charges against viola-
tors of such laws as ERISA-—
which governs union pension
funds—and would now actively
seek out and pursue criminal
charges against labor officials.
Nunn interrupted Donovan’s tes-
timony to crow, ““This is by far the
strongest statement of Labor De-
partment intentions in this matter
that I have ever heard. I find this a
profound, significant, and positive
change.”

Donovan also reported that in
early March the Labor Depart-
ment, ‘along with Treasury and
Justice, had established a task
force on labor racketeering which
was already refining its ‘“‘target-
ing” procedures. .

Following Donovan’s testimo-
ny, Nunn carried out a little grand-
standing with taxpayers’ money,
by flying in Anthony Scotto, the
convicted former head of the
Brooklyn local of the Internation-
al Longshoremen’s Association.
Scotto, not surprisingly, exercised

0
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his Fifth Amendment rights, and
refused to answer questions. Sub-
committee member Warren Rud-
man (R-N.H.) suggested that the
Committee explore the possibility
of granting Scotto immunity in
exchange for testimony on corrup-
tion on the waterfront—a proposal
which will be explored by the
Committee.

The hearings continue with
representatives of the Teamsters
Central States Pension Fund, and
the AFL-CIO’s Lane Kirkland.

Skilled labor shortage
facing U.S.
Senator Lloyd Bentson (D-Tex.)
made a series of lengthy floor
statements during the last two
weeks of October expressing con-
cern about the shortage in skilled
labor he says the U.S. faces.
Bentsen in a floor speech Oct.
22 presented a series of statistics
from the Department of Labor on
skilled manpower shortages proj-
ected for the 1980s which he
warned merely indicate the magni-
tude of the problem, and are far
below projections of the Chamber
of Commerce and others. Bentsen
declared in summary that, “Our
nation confronts a shortage, for
example, of 28,000 computer op-
erators, or 21,300 machinists, each
year of this decade. And an accu-
mulative skilled-labor shortage
will exist in excess of 250,000 per-
sons annually, or 2.5 million over
the full decade in just the 13 cited
occupations. .. These are mini-
mum estimates. . . . The actual to-
tal for all skilled occupations is
substantially higher.”

Although Bentsen intends to
make further statements on what
should be done to correct the prob-
lem, he noted in his floor statement
Oct. 22 that either more labor-sav-
ing equipment could be introduced
into workplaces to ‘‘stretch out”
the existing skilled-labor pool, or
that education programs can be
geared more toward meeting the
demands for skilled craftsmen.

Bentsen announced that he will
hold hearings Nov. 3 in the Joint
Economic Committee’s Subcom-
mittee on Economic Growth and
Intergovernmental Relations to re-
view the shortage of skilled labor.
Representatives of the American
Electronics Association, the Na-
tional Machine Tool Builders and
the Materials Research Corpora-
tion are scheduled to testify.

Lifting paraquat ban
gains momentum
Congressional efforts to overturn
the so-called Percy Amendment,
the ban against using U.S. assist-
ance Act in mid-October. The act
quat to eradicate marijuana crops,
achieved a major success when the
Senate passed the Foreign Assist-
ance Act in mid- October. The act
included an amendment which
would repeal the ban; that was
originally put forward by Charles
Percy (R-Ill.). Senator Lawton
Chiles (D-Fla.), who led the fight
to repeal the paraquat ban, had
already gotten Percy’s agreement
to back the repeal before the bill
went to the Senate floor.

Efforts for the House to take
similar action are stymied because

the entire foreign aid bill is stalled.
The House has been unable to pass
a new Foreign Assistance Act for
three years because of controversy
obver various aspects of the bill,
and so has only passed a continu-
ing resolution which maintains
programs and aid at existing fund-
ing.

In an effort to get House action
on the paraquat amendment, four
Congressmen introduced a sepa-
rate bill on Oct. 22, H.R. 4822,
which would lift the ban on U.S.
funds going for paraquat spraying.
The four Congressmen are Andy
Ireland (D-Fla.), E. Clay Shaw (R-
Fla.), Earl Hutto (D-Fla.) and
Billy Lee Evans (D-Ga.). Con-
gressman Ireland declared that *It
is no accident that three of the
members introducing this bill to-
day are from Florida. Our state is
being literally buried under drug
money—an estimated $7 billion
every year. Honest businesses and
businessmen are being driven out.
Banks are flooded with so much
money they must take three days
to count cash from honest busi-
nessmen.”

The Congressmen also detailed
the findings of the House Select
Committee on Narcotics Abuse
which show that, despite claims to
the contrary, paraquat itself is not
dangerous, should some marijuana
sprayed with it be smoked. Ireland
also noted that Mexico, which has
dramatically slashed marijuana
growing by using paraquat, had to
spend only $10 million in 10 years
to do so. Effectively, use of para-
quat in Colombia, which supplies
about 85 percent of U.S. marijuana
according to the Congressman,
would cost far less.
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Donald Regan funded
environmentalist groups

Treasury Secretary Donald Regan may
well rank as the person who has done
more to sabotage nuclear energy than
any other man in America. From his
position as- director of Wall Street’s
Charles Merrill Trust, the Treasury chief
channeled millions of dollars to anti-
nuclear environmentalist groups over the
course of the 1970s.

Robert Zubrin reports in the Nov. 3
issue of New Solidarity that in 1979, when
Donald Regan was President of Merrill
Lynch and Company, the world’s largest
investment -firm, and Director of its
Charles Merril Trust, he signed over
grants ranging in value from $10,000 to
$130,000 each to such groups as the Sier-
ra Club, the Natural Resources Defense
Council, the Environmental Fund, the
World Wildlife Fund, and the Draper
Fund/Population Crisis Committee. The
total value of Charles Merrill Trust
grants to anti-nuclear and population-
reduction organizations over the 1970s
adds up to millions of dollars. The Treas-
ury Secretary’s tenure as President of
Merrill Lynch, Pierce, Fenner and Smith,
Inc. dates from 1968 to 1981.

Mondale backs Volcker
Global 2000

Former Vice-President Walter Mondale
apparently has hopes of taking back the
White House in 1984 by supporting the
very economic collapse policies which
caused the electorate to bounce him in
thefirst place. On national television Oct.
25 Mondale gave full backing to Carter-
appointed Federal Reserve Chairman
Paul Volcker, whose interest-rate policies
have crippled the U.S. economy. The
Federal Reserve, declared Mondale, *“‘is
the only inflation game in town. They are
trying to keep a restraint on inflation.”
Mondale unofficially announced his
campaign for the 1984 Democratic pres-
idential nomination with a major speech
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to the Foreign Policy Association Oct.
20. At the same luncheon, Mondale told
EIR that he was sill behind the Global
2000 Report put out by the Carter admin-
istration. That document called for a re-
duction in the world’s population by 2
billion by the year 2000. ‘I support the
general thrust of it,”” he said. ““The idea
of reviewing the limits of the world’s
resources. | wouldn’t want to be held
accountable for all the figures in the re-
port, but the general thrust yes.”

Due process hearing

in Williams case

In the Long Island courtroom of Abscam
Judge George C. Pratt, final argument
was given Oct. 2l in the judicial frameup
of Sen. Harrison Williams (D-N.J.). Wil-
liams was found guilty on May |l inatrial
in which three major exculpatory docu-
ments had been withheld from the jury
and from Williams by .order of the Pre-
siding Judge Pratt. The documents were
internal Justice Department memoranda
admitting that the Federal Bureau of
Investigation, after 13 months of pursu-
ing Williams, still had no case.

The Oct. 21 re-hearing of the due
process motions arose after these docu-
ments later became public. A full Senate
vote is expected during the week of Nov.
16 on whether to expel Williams.

The focus of the Oct. 21 re-hearing
was whether, in fact, still more exculpa-
toy evidence is being withheld by Ab-
scam Prosecutor Thomas Puccio or the
Department of Justice.

Judge Pratt was obliged to ask, “‘Are
there any more 302s [FBI reports], Mr.
Puccio?”’ A pregnant pause fell over the
courtroom, after which Puccio ambigu-
ously answered, “Nothing that I know
of, Your Honor.” This answer tends to
corroborate what most legal observers
have assumed to be the case, that in all
likelihood additional clearing evidence
remains to be seen on Williams and his
co-defendant Alex Feinberg. With the
probability that such documentation is
outstanding, there is no question that the
U.S. Senate should not entertain holding
a vote on the question of expulsion.

At one point during the due process
hearing, Dean Erwin Griswold, a former
U.S. Solicitor General who represents
Williams, characterized the govern-
ment’s Abscam sting operation as
“shameful, immoral, and shocking in the
extreme.”” Asking the court to consider
the consequences of condoning such ac-
tions on the part of the government, he
asserted it would be sanctioning a *““police
state.”

Griswold asked Pratt whether, if
every time someone played golf with him
or walked into his office to discuss social
business matters he had to worry if that
person were taping his conversation,
would not he find himself uneasy?

To this, Judge Pratt jolted forward in
his seat and replied, ““Are you saying that
this would be a terrible state of affairs?
My parents always taught me I should
speak in private as if | were on stage at
Carnegie Hall.”

New York mayors call

for lower rates

The New York Conference of Mayors
has written a letter, following the speci-
fications of their Sept. 26 conference res-
olution to President Reagan regarding
interest rates. The resolution was intro-
duced by Auburn, New York Mayor
Paul Lattimore, who had personally con-
tacted the President on the problem.

The letter by Conference President
Herbert D. Brewer states: -

*“The Executive Committee of the
[New York] Conference of Mayors, at a
meeting held in the City of New York on
Sept. 26, 1981, adopted a resolution
which relates to the impact of high inter-
est rates upon our economy. . . .

“We know that the goal of your Ad-
ministration is to reduce interest rates.
Since the time of the adoption of our
resolution, the prime rate has dropped
almost two points, and it appears that
such trend is downward. Seemingly, the
goal you seek will be achieved.

“Nevertheless, in order to comply
with the directive of the Executive Com-
mittee, [ set forth herein a portion of the
resolution. . . .
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“Wherefore be it resolved, that this
Executive Committee of the Conference
of Mayors assembled at its fall meeting
in the City of New York, motivated by
the best interests of the people of the
State of New York, respectfully calls
upon President Reagan and officials of
the Federal Reserve System to act to
significantly reduce interest rates with all
due speed.”

A copy of the letter was also sent to
the Federal Reserve Board in Washing-
ton.

Illinois court fight
over NADC status

The drug lobby received a sharp blow
Oct. 23, to its efforts to take over the
state of Illinois when State Attorney
General Tyrone Fahner lost the first
round in his courtroom bid to shut down
the National Anti-Drug Coalition
(NADC). Judge John Hechinger of the

- Cook County circuit court denied the
Attorney General’s request for a tempo-
rary restraining order which would have
immediately halted all Anti-Drug Coali-
tion fundraising in the state and allowed
the government to seize and dissolve the
only statewide organization fighting the
drug epidemic.

A spokesman for the Coalition as-
cribed the Attorney General’s extraordi-
nary legal demand for emergency action
without a full hearing to heavy pressure
from the state’s drug lobby and the ultra-
liberal Chicago Sun-Times. The Sun-
Times and key drug-lobby figures have
admitted they aradetermined to destroy
the National Anti-Drug Coalition, the
spokesman said.

Fahner’s motion was argued by As-
sistant Attorneys General Danita Harth
and Floyd D. Perkins, both of whom
have worked with the Sun-Times to
smear the Anti-Drug Coalition for al-
leged non-compliance with the Illinois
charitable statutes.

The NADC has repeatedly informed
the Attorney General that it is not a
charity but a political organization dedi-
cated to a “‘war on drugs.” The Attorney
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General’s office has admitted that its ap-
plication of the charities statutes to the
activities of the NADC is “novel” and
“‘uncharted” legally.

Legal experts consulted in Chicago
pointed out that the Attorney General
had hoped to gain a press coup for his
beleaguered ‘“‘investigation’ of the Na-
tional Anti-Drug Coalition by the grant
of a temporary restraining order. The
tactic of not properly serving the NADC
in order to prevent adequate legal repre-
sentation was employed for this result.
The Coalition first heard about the law-
suit when the Attorney General issued a
press release reporting that it had been
filed.

Soviets launch new

killer satellite

The latest issue of Aviation Week & S pace
Technology reports that the Soviet Union
has launched a battle-station capable of
destroying U.S. satellites in low-earth
orbit. The satellite is reportedly armed
with clusters of guided missiles, which,
according to Edgar Ulsamer, senior edi-
tor of Air Force magazine, could repre-
sent a serious threat to the more than 100
reconnaissance and communications sat-
ellites that the United States has placed
in low-earth orbit.

However, Ulsamer stressed that the
U.S.S.R.’s battle-station would not be
able to destroy those U.S. satellites which
are in geosynchronous orbit—22,000
miles up—which is the orbit for the criti-
cal early-warning satellites. A “kill”” of
the geosynchronous satellites will only
become possible when the Soviets either
emplace high-energy lasers in their new
battle-station or place it into a higher
orbit using a TT-50 rocket, (similar to a
Saturn V), goals the Soviets hope to at-
tain, according to both Ulsamer and to
former Air Force Intelligence Director
Gen. George Keegan.

The Pentagon had no comment on
the Aviation Week article, but said that
the Defense Intelligence Agency was
looking into the journal’s claim.

Briefly

® DONALD HOVDE, the new
Undersecretary of Housing and
Urban Development called for the
real-estate industry to ‘“‘help bring
about a change of attitude in hous-
ing,” at a meeting in Houston of
the Industrial Development Re-
search Council Oct. 26. “The phi-
losophy of the seventies is not ap-
propriate to the philosophy and
needs of the eighties,” he said. The
new decade dictates a need for
cluster, townhouse, and condo-
type housing, not the split-levels of
the past. The country has been suf-
fering from ““a situation of excess-
es,” Hovde concluded.

® A NATIONAL conference on a
project to bring water from Alaska
to the High Plains and Colorado
River regions and a revival of the
1960s National American Water
and Power Alliance proposal of
the R. M. Parsons Company will
be sponsored by EIR on Jan. 27,
1982 in Denver, Colorado, at the
Airport Hilton Hotel. The High
Plains, which feeds 49 percent of
the nation’s cattle and 22 percent
of agricultural exports, faces near-
term depletion of its water supply

from the Ogallala Aquifer. Re-

gional meetings leading up to the
Jan. 27 conference are planned for
Phoenix, Arizona, Canada, and
Mexico.

® AN APPELLATE courtOct. 28
upheld a 1978 lower court ruling
that the American system of using
local property taxes to finance
public-school education in New
York State is inequitable and un-
constitutional. A final decision on
further appeal by the state is ex-
pected during next summer. The
appellate court ruling bolsters the
free enterprisers’ moves to end the
American system of public, com-
pulsory education.

® THE ENGLISH-SPEAKING
Union announced Oct. 29 that
Secretary of State Alexander Haig
is not a member.

National
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Eye on Washington vy stanley Ezrol

‘John Paul II is
a Marxist’

Operatives of the Society of Jesus
have initiated a one-two-punch
campaign here to discredit Pope
John Paul II’s new encyclical, La-
borem Exercens (On Human Work),
which newly acclaims the principle
of the necessity of man’s increasing
mastery of the universe. The left-
wing attack appeared at a seminar
on the encyclical sponsored by the
radical Institute for Policy Studies
(IPS) and addressed by former Rep.
Father Robert Drinan, S.J.; Father
Phillip Land, S.J. of the Jesuit think
tank ‘““Center for Concern:;” Mar-
cus Raskin, of IPS among others.
Speakers described the Pope’s doc-
ument as a “‘radical statement” for
its defense of the rights of labor to
organize, bargain collectively, and
strike. Monsignor Higgins of the

Dominican Catholic University of

America went so far as to praise the
Pope for addressing the Marxist
issue of “‘altering the workers’ rela-
tions to the means of production.”

‘John Paul Il is a right-
wing libertarian’

Following this, the pseudo-conser-
vative Heritage Foundation spon-
sored a symposium at Catholic
University involving Father Jim
Schall, S.J. of Jesuit Georgetown
University, Jude Dougherty and
Claes Ryn of Catholic University,
and Bruce McColm of Freedom
House, and other New Right activ-
ists. Claes Ryn, the most explicit,
complained that the Pope might be
misinterpreted as expressing a con-
cern for all men. With the enthu-
siasticapproval of Father Schall, he
made the astonishing statement
that Christianity has always op-

posed a concern for the fate 6f the
human species as being too “‘mor-
ally easy.” He insisted that Chris-
tian morality did not extend beyond
the injunction *‘love thy neighbor,”
which he asked to be" interpreted
literally as the only acceptable sense
of responsibility for other humans.
Therefore, he concluded that the
Pope could only only be supporting
freedom for “mediating
structures,” those ‘‘free associa-
tions of individuals™ below the level
of nations, which, according to
him, form the only basis for moral-
ity. Ryn concluded that the Pope
wrote Laborem Exercens in the
Tory tradition of Edmund Burke.

Father Schall next suggested
that the influence of British econo-
mist Barbara Ward on John Paul 11
should be examined, and com-
pained that the encyclical was gen-
erally uninspiring and probably de-
linquent in some respect, because it
did not endorse the role of the **free
marketplace™ in determining wage
levels.

Schall told me privately that he
was horrified at the possibility that
John Paul Il might be moving be
yond his “Thomist and Aristotelian
background™ by ‘“‘confusing” crea-
tive intellectual activity with work.

The next day, I went to what
was billed as a debate between lib-
ertarian conservative Terry Dolan
of the National Conservative Polit-
ical Action Committee (NCPACQC),
trained by the Jesuits at George-
town, and liberal labor consultant
Vic Kamber, who has founded the
Progressive Political Action Com-
mittee. What the two actually an-
nounced is that they had already
begun to work together on the 1982
congressional election campaigns.

Dolan said that if he'is success-
ful in manipulating ‘“‘perception”
of the issues, the New Right will
score ballot victories despite the ef-
fects of their own policies as em-
bodied in David Stockman. Dolan

said, ““I think the standard [Ronald
Reagan] will be held to in 1982 to
1984 will not be a particularly
strong one. . . . In 1934 the depres-
sion was worse than it was in 1932
when Roosevelt said, ‘If you elect
me I'll get you out of it.” ™

Kamber, responded, ‘“Much of
what Terry said, | agree with. We
will copy the New Right.” He then
outlined a campaign for attacking
Senate Labor Committee Chair-
man Orrin Hatch for raising money
from Houston oil interests, con-
cluding “Is it evil to raise money
from oil PACs? Not at all. Is it
wrong? Not at all but
those are the kinds of tactics that
have been used against the liberal
candidates.”

When 1 questioned Dolan, he
realized that 1 was attacking his
left /right partnership with Kam-
ber. He leaped to Kamber's de-
fense; ‘I don’t think it debases the
political process to talk about our
issues, or Vic’s issues.” At which
point, Kamber interrupted, “our is-
sues.” To which Dolan responded,
“Right, our issues. What it boils
down to is you don't like our is-
sues.”

I chatted with Kamber’'s aide
about the role of the Society of
Jesus in leading both left- and right-
wing political movements. He said,
“The order is cohesive. They work
through different movements to
achieve their goals, but they are all
Jesuits.” When I asked him what he
thought about the battle now rag-
ing in the Church between the Jes-
uits and the Augustinian current
that the Pope is allied with, he be-
came quite agitated. “That’s not
true. The Society takes its orders
directly from the Pope. The order is
called ‘the Black Armies of the
Pope’ because it does the Pope’s
dirty work. They always follow the
leadership of the Pope.” .

Methinks he did protest too
much.
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Finally, a magazine that brings the science of progress
to America’s children

The Young Scientist

How does fusion energy work? I want my family to talk about science.

. Enclosed is:
Why are the Saturn results important?
y [J $8 for 1 year of The Young Scientist (5 issues)

What is recombinant DNA? [0 $25 for a 1-year membership in The Young Scientist

The Young Scientist answers questions like this in Club  (includes books, special meetings and trips)

every issue—and has puzzles and experiments, stories J

of scyientists and thei? discoveries, ‘i)nterviews, inven- Charge my purchase to: .

tions, and photographic tours of the nation's leading [J MasterCharge [ Visa

scientific labs, museums, and high-technology in- Card # Exp. date

dustries. R 1
Published bimonthly (monthly beginning fall 1981) Signature

by the Fusion Energy Foundation, The Young Scien-

tist is part of a nationwide campaign toreverse the col- Name

lapse of American education. Address

Parents: Subscribe to the magazine that you’ll wish

you could have read as a chiid. State Zip

Students: Read The Young Scientist and learn what Make checks payable to Fusion Energy Foundation, Suite
you need to help make America’s future. 2404, 888 Seventh Avenue, New York, N.Y. 10019

Endorsed by Leaders in Education, Science, and Industry

‘“lwant to congratulate you for having introduced this magazine....There is.nothing more important these days
than to confront the young mind with the scientific and technical challenges of our time in hope of a better future.”’

Dr. Friedwardt Winterberg, Professor of Physics, University of Nevada, Winner of the Hermann Oberth-Wernher von Braun

aeronautics gold medal, 1979. ¢ Dr. Frederick Tappert, Professor of Physics, University of Florida. ® Dr. Joseph R. Dietrich, Chief

Scientist (retired), Combustion Engineering Company. ® Dr. Charles F. Bonilla, Professor Emeritus of Chemical, and Nuclear

Engineering, Columbia University. ® R. Thomas Sawyer, Founding Member, Gas Turbine Division, American Society of Mechanical

Engineers. ® Dr. Roy Hudson, Scientific Liaison, Manager, The Upjohn Company, Past President, Hampton Institute.
Affiliations are listed for identification purposes only.
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