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A full analysis of Nigeria's economic develop-
ment program from a political standpoint. In-
cludes review of federal-state regulations, analy-
sis of major regional power blocs, and the envi-
ronment for foreign investors. $250.

. The Real Story of Libya’s Muammar Qaddafi

Acomprehensivereview of the forces that placed
Qaddafi in power and continue to control him to
this day. Includes discussion of British intelli-

gence input, stemming from Qaddafi’s training at
Sandhurst and his ties to the Senussi (Muslim)
Brotherhood. Heavy emphasis is placed on con-
trol over Qaddafi exercised by elements of the
Italian “P-2” Masonic Lodge, which coordinates
capital flight, drug-running and terrorism in Italy.
Also explored in depth are “Billygate,” the role of
Armand Hammer, and Qaddafi’s ties to fugitive
financier Robert Vesco. 85 pages. $250.

. What is the Trilateral Commission?

The most complete analysis of the background,
origins, and goals of this much-talked-about
organization. Demonstrates the role of the com-
mission in the Carter administration’s Global
2000 report on mass population reduction; in the
P-2scandal that collapsed the Italian government
this year; and in the Federal Reserve’'s high
interest-rate policy. Includes complete member-
ship list. $100.

. The Global 2000 Report: Blueprint for Extinction

A complete scientific and political refutation of
the Carter Administration’s Global 2000 Report.
Includes areview of the report’'s contents,demon-
strating that upwards of 2 billion people will die if
itsrecommendations are followed; a detailed pre-
sentation of the organizations and individuals
responsible for authorship of the report; analysis
of how the report’s “population control” policies
caused the Vietnam war and the destruction of
Cambodia, El Salvador, and Africa; analysis of en-
vironmentalist effort to “re-interpret” the Bible in
line with the report. 100 pages. $100.
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From the Managing Editor

This week we bring you a LaRouche-Riemann econometric model
study of the West German economy, and a survey of where the Ibero-
American debt-restructuring effort stands in the wake of Mexico’s
banking nationalization.

On the Mexican situation, EIR founder Lyndon H. LaRouche,
Jr. released a Sept. 3 statement, cited in our lead Economics article,
which concludes, ‘“The U.S.A. and President Reagan cannot wait
until after November to make real changes in policy. Volcker must
go now! The administration should follow Mexico’s example and
implement the measures that I have suggested. I warned the bankers
in New York, in Houston, and elsewhere, and I warned people in
Washington. Now it has happened. . . . No ‘safety nets’ are strong
enough to hold off a collapse if my solutions are not implemented,’’
LaRouche asserts. ‘‘President Reagan and Congress must act now.
Do not worry about opinion polls. If the measures I have recom-
mended are taken, things will work out.’’

““What are they going to do next? Who knows what they’re going
to do?”’
the Mexican banking nationalization. ‘‘A white man can’t imagine
to himself just what in their heart of hearts they could possibly want.”’

In this week’s interviews with two Ibero-American leaders, you
will find a passionate determination not merely to survive, but to rid
the world of the IMF/Federal Reserve butchers, and to advance.

To say a few things about our Special Report on West Germany
in this context: we demonstrate how that economy’s ‘‘Third World’’
problem, the underpricing of the exports it depends on, has undercut
its growth. Under the IMF’s monetary system, as Economics Editor
David Goldman puts it, West Germany has been * ‘the captive falcon
of the OECD: the ring around the Germans’ neck stopped them from
swallowing the game they captured.”’
intent to shut down world trade. There is no reason to believe they
will survive unless they show at least as much courage as the Mexican
nation, and enlist their diplomatic efforts on behalf of high-technol-
ogy industrialization of the underdeveloped nations.

As we go to press, a huge fight has broken out over this issue at
the IMF meeting in Toronto. We will have full coverage next week.

S Jobiason
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Mexico: ‘Back toan
industrial society’

by Lyndon H. LaRouche, Jr.

The following statement was released September 5, 1982 .

The most brilliant blow in defense of industrial capitalism
was struck this past week, by aid of the nationalization of the
private banking system of the Republic of Mexico. Mexico’s
President J6se Lopez Portillo executed what some view as a
virtual legal coup d’état, with a strategic brilliance which
would have brought favorable comment from the great Doug-
las MacArthur. President Ronald Reagan and a very small
circle around him were forewarned, but the actions were one
of the best ‘‘conspiracies’’ organized by any government
during the past thirty-five years.

In New York, London, and Ziirich, the gossips of the
international financial community very suddenly ceased their
efforts to ridicule the President of Mexico. So far, in the
U.S.A., these events in Mexico have been President Rea-
gan’s finest hours in office so far. Although the cult-followers
of Professor Milton Friedman and the Buckleyites will now
do everything in their power to turn the President against
Mexico’s actions, President Reagan acted as a true, loyal
friend of his trusted acquaintance Lépez Portillo. Whether
President Reagan fully agrees with all of Mexico’s measures
is not yet determined, one way or the other. What is clear is
that President Reagan acted on the stated basis of his policy
of support for the sovereignty and the stability of the Republic
of Mexico. The U.S. President must be honored and respect-
ed for that.

Overnight, the military forces of Mexico were posi-
tioned, in preparation for the actions they would take at
noontime, the following day, at the hour the presidential
decrees became law.

All the leading public and private circles of Mexico gath-
ered, together with the national legislature, to hear the Pres-

4 Economics

ident’s ‘‘State of the Nation’’ address, the Informe. All but a
few were taken by surprise as the President began his three-
hour address—an address often interrupted by joyous dem-
onstrations of patriotic fervor in the aisles, by parliamentar-
ians and invited guests—most of them—alike.

The first hint which the outgoing president of the Bank of
Mexico, Miguel Mancera, had of the moves was during the
minutes just before the address. He was told he would not be
included in the official photograph of the cabinet.

As the private bankers heard that their banks had been
nationalized, the President dramatically glanced at his watch,
to announce that the decrees had already been published as
laws. It was an accomplished fact: the military were already
occupying the banks’ premises, ensuring that no records were
removed or destroyed. .

Naturally, the nationalization of the private banks is the
measure which enjoys the greatest public attention at the
moment; it is the most dramatic feature of the actions, but
not the most important in the longer term. The important
thing, is that all of Mexico’s resources will now be concen-
trated to build up the levels of productive employment in
agriculture, industry and infrastructure: tourism and other
waste will be throttled down, speculative parasitism crushed,
and a development policy in the footsteps of U.S. Treasury
Secretary Alexander Hamilton and President George Wash-
ington will be energetically pursued. '

True, the majority of the measures taken coincide exactly
with recommendations which this writer has made recently
to every government and other leading circles in Ibero-Amer-
ica. Therefore, this writer does understand these measures
better than any individual outside leading circles of Ibero-
American government themselves. However, this writer was
neither forewamed of Mexico’s actions, nor in any way part
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of a conspiracy with the U.S. and Ibero-American govern-
mental circles directly involved in negotiating preparations
for these actions.

That qualification made, this writer is at the moment, the
world’s leading authority on the practical implementation of
measures being taken in Mexico and other nations. This
writer’s duty in the matter is to advise his own government,
and to inform others generally of the practical consequences
toward which the Mexico actions are now leading.

Governments and financial circles of the world, should
pay very close attention to what this writer now has to report
on those matters—at least, those governmental and financier
circles which are not fanatical dupes of the Von Hayek cult,
or simply too stupid to understand the presently impending
global financial collapse.

First, we shall deal with the somewhat diverting issue of
the nationalization of the private banks of Mexico. Our minds
cleared of that point of distraction, we are better situated to
concentrate upon the more essential points of the matter.

Why the banks were nationalized

Two distinct, but interconnected acts of bank-nationali-
zation were enacted as Mexican law.

The first was the nationalization of the central bank, the
Banco de Mexico. This action this writer had explicitly rec-
ommended, as an indispensable measure for bringing Mexi-
co’s currency, credit and debt urider control.

If the world is to escape the present new depression, we
require a mass of low-interest medium-term and long-term
credit-issuance, but must ensure that this credit-issuance does
not unleash an inflationary explosion. This can not be done
unless British-style national banking is replaced by Ameri-
can-style national banking. It must be national banking mod-
eled on Alexander Hamilton’s First Bank of the United States,
and on the Second Bank of the United States, formerly head-
ed by Philadelphia’s Nicholas Biddle.

In brief, the ‘‘Keynesian multiplier’’ must be shut down
entirely, and the issuance of credit in excess of savings must
be limited to issues of gold-reserve-denominated govern-
mental treasury notes. These notes must be issued as invest-
ment-participating investments in agriculture, industry and
basic economic infrastructure, both in domestic economies
and in world trade.

It is essential that credit-importing nations have highly
disciplined national-banking institutions, to ensure that in-
ternational credit is not misused. Every penny of internation-
al credit and export-earnings must be directed, through dis-
ciplined lending-practices, into only the most essential cate-
gories of investment and related purchases. All must be fo-
cused on increasing per-hectare yields, increasing the scale
of agricultural output, and increasing productivity in agricul-
ture, as well as on basic infrastructure and capital-goods
industries investments. We must increase rapidly the debt-
service-carrying capacity of heavily-indebted nations, which
can be done only by increasing levels of world trade and by
increasing per-capita tangible-goods output of developing
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nations.

We must shut down excessive growth of non-essential
‘‘labor-intensive services,’’ excessive growth in consumer
luxury-goods traffic, and must crush out of existence the
parasitism of capital gains from ground-rent appreciations
and usury.

Only Hamiltonian methods of national banking and cred-
it-policies—the methods used for the successful industriali-
zation of Lazare Camot’s France, the U.S.A., Germany,
Northern Italy, and Japan, can lead the world out of the
present general depression. ‘‘Back to Leibniz, Hamilton, and
List!’’ is the war-cry of nations seeking to escape the worst
depression since the middle of the fourteenth century in
Europe.

The Mexican government’s actions in nationalizing the
Banco de Mexico is the first in a series of planned such
actions, which must occur quickly in numerous other nations,
including an emergency act of the U.S. Congress *‘federal-
izing’’ the Federal Reserve system.

The actions against the private banks of Mexico were
motivated by special considerations. As President Lépez Por-
tillo reported, these banks have been the vehicles for organ-
izing minimally about $54 billion of capital-flight from the
Mexican economy, chiefly in complicity with banks in Hous-
ton, Texas, New York City, Switzerland, and other money-
market centers. About 20 billion on this account was in the
form of imminent cash outflow, chiefly to complete payment
on real-estate and other speculative purchases by Mexican
nationals in the U.S.A. and other locations. Other forms of
previously unreported indebtedness remain to be fully uncov-
ered by government investigations, and could bring this total
substantially higher.

This organization of flight-capital from Mexico is the sole
cause for the recent devaluations of the peso, and represents
the trigger for potential collapse of the entire world’s financial
structure. This running ulcer had to be stopped immediately,
or a collapse of the Mexican foreign debt (totalling, actually,
about $96 billion) would trigger a collapse of the banking
system of the U.S.A., a collapse which would bring down
the financial structure of the entire world.

This act of nationalization was forced upon the govern-
ment of Mexico by, chiefly, two problems. First, the forces
inside Mexico complicit in this treasonous practice have been
brainwashed with the lunatic doctrines of Friedman and Von
Hayek to the point of unshakeable fanaticism. They have
become such irresponsible fanatics that control over Mexi-
co’s finances had to be taken peremptorily from their control.

The second problem is situated easily by asking oneself
the question: whence did private interests of Mexico accu-
mulate a minimum of $54 billion of *‘flight capital’’? How
could approximately $1,000 per-capita of ‘‘flight-capital’’
be assembled from the pockets of the people of Mexico?
Where did this money come from within Mexico?

It came chiefly from real-estate speculation and usury.
The looting of the economy of Mexico through real-estate
speculation and usury, was the principal means for accumu-
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lation of this ‘‘flight-capital,”” and also the chief cause of
domestic inflation of the peso. Every purchase and sale within
Mexico, every act of production, every productive invest-
ment, has been taxed massively—to the tune of some $1,000
for every living Mexican man, woman and child, to assemble
‘‘flight-capital.”’

Conversely, it is impossible to stop domestic inflation in
Mexico without crushing these speculations in ground-rent
and usury. The opening of the books of accounts, with im-
plications of tax-evasion uncovered, will lead to a collapse
of inflation-rates in that nation.

Except as similar problems exist within other nations,
Mexico’s nationalization of private banks is not a ‘‘socialist
precedent.”’ If the Mexican banks had been steering credit
into investments in improvements of agriculture, industry
and infrastructure, no such nationalization need have oc-
curred. The $54 billion of flight-capital could have paid off
the entirety of Mexico’s foreign debt, as President Lopez
Portillo emphasized. It was an amount seven times greater
than the annual capital investment in Mexico’s infrastructure
and production prior to the recent crisis.

Where private banks serve the national interest, by pro-
moting foreign trade and domestic investment in agricultural,
industrial and infrastructural progress, it would be disruptive
and counterproductive to nationalize them. In such cases, it
is sufficient to draw them into a well-regulated national-
banking system, and to encourage them to assist in directing
flows to issues of currency as investment-loans to perform-
ance-worthy farmers and industry, especially capital-goods-
producing industry.

The problem with the private banks of Mexico—not nec-
essarily all of Mexico’s private industry groups, however—
is that U.S.A., Swiss, British and other financier circles had
brainwashed them into the cult-dogmas of monetarism. As a
result of this corruption, they had become self-degraded into
colonial ‘‘compradores’’ of foreign financier interests, as we
used to describe the British system of semi-colonial rule over
and looting of China: the colonialist ‘‘comprador’’ system.
They had looted their own nation, and its people, to the point
of nearly triggering a general collapse of the world’s financial
structure, through their combined Hayek-like fanaticism and
anti-patriotic personal greed.

President Lopez Portillo has asked the government of the
U.S. to assist in repatriating this ‘‘flight capital.’’ The private
holders of ‘‘flight capital’’ have been given thirty days to
cause this repatriation, or else.

This means that the private holdings of Mexican nation-
als abroad may be drawn upon by the government of Mexico
in aid of payment of Mexico’s foreign debts. A Swiss creditor
could receive a draft against ‘‘flight-capital’’ assets in Switz-
erland, which the Swiss creditors of Mexico are instructed to
take in payment of Mexico’s debts to Swiss institutions.
Since there is over $50 billion of such assets in various parts
of the world, Mexico can readily meet its external-debt ob-
ligations by ordering flight-capital of this sort to be applied
against debt-service obligations.
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Additionally, during his three-hour address, President
Lépez Portillo underscored the fact that measures of repatri-
ation of such flight-capital amounts were to be the first meas-
ure to be taken in establishing a ‘“‘New World Economic
Order.”’

More fundamental measures

Governments and others should focustheir attention upon
the twelve categories of priorities for foreign purchases, es-
tablished by Mexican law as part of a comprehensive program
of exchange-controls. This is the feature of the Mexico pro-
gram on which this writer has earlier been most emphatic in
his recommendations.

These 12 categories tell the story. Mexico has acted to
transform itself once again into a goods-producing nation,
the first nation to break free of the lunacy of the ‘‘post-
industrial society’’ cult-dogma now ruining the U.S.A. and
many other nations.

The economic-theoretical basis for this policy is the
American System of political-economy, the economic sci-
ence first established by Gottfried Leibniz and adopted as the
kernel of U.S. monetary, credit and economic policy under
President George Washington. It was for this policy, and
against the ‘‘free
Company’s Adam Smith, that the U.S.A.’s War of Inde-
pendence against the British monarchy was fought.

This writer has recently issued a series of papers on these
matters. In addition to lengthy, comprehensive planning
documents provided to his friends among Ibero-American
governments, bankers, industrialists and others, a number of
public reports have been provided to circles of patriotic econ-
omists, politicians and industrialists in a large number of
developing nations. These papers detail the economic-theor-
etical and practical measures to be taken.

Although these reports are consistent with recommenda-
tions for general monetary reform this writer first announced
at an April 1975 press-conference in Bonn, West Germany,
the reports in question have been prepared and circulated in
the period beginning May of this year, during the Malvinas
crisis. The gist of the point stressed is that with over a quarter-
trillion dollars of external indebtedness, the Ibero-American
nations have the collective means—despite Henry Kissinger
and Harriman protégé General Vernon Walters—to force the
kinds of general monetary reforms needed to prevent the
worst worldwide economic depression in modern history:
back from a ‘‘post-industrial’’ cult-dogma, to a goods-pro-
ducing ordering of society.

Most of what this writer has proposed could be adduced
from the writings of Leibniz (beginning with the 1671 Society
and Economy), or of Hamilton, Claude Chaptal, Charles A.
Dupin, the Careys and Friedrich List. Back to the so-called
‘‘mercantilist’’ policies of ‘‘protectionism’’ and credit-and
infrastructure-building policies, by which the Industrial Rev-
olution was accomplished. Away from the self-discredited
lunacy of ‘‘free market economy,’’ and the related, feudal-
istic rentier-financier nonsense of neo-Malthusian world-fed-
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eralist pagan cults.

This is crucial. The forces behind neo-Malthusian ‘ ‘post-
industrial’’ and ‘‘world-federalist’’ utopian schemes, behind
the ‘‘technetronic’’ insanity, are powerful rentier-financier
family funds committed to the variety of Venetian-Genoese
Lombard doctrines against which European civilization has
fought since the time of Charlemagne’s effort to develop
modern civilization. These ‘‘families,’’ including their jun-
ior branches around the Harriman, Morgan and Moore fam-
ilies of New York City, are what the average citizen would
characterize as pro-feudalistic reactionaries, the enemies of
the institutions of the sovereign nation-state republic and
industrial capitalism.

It is not properly astonishing, if one knows the theosoph-
ical, pagan-Isis cult beliefs widespread among such rentier-
financier ‘‘families,’’ that these ‘‘families’’ are the forces
behind the synthetic ‘‘environmentalist’’ movements artifi-
cally created beginning 1969-1970, and also international
terrorism—largely with aid of offshoots of the ‘‘minorities’’
sections of the Nazi Abwehr’s Abteilung Zwei—the ‘‘syn-
archists.”” These are the forces behind the Buckley-allied
fascist movement of Mexico, the PAN, and allied to the
political front-organization of the U.S. gangster Roy M. Cohn,
the New York East Side Conservative Club.

It is not surprising, therefore, that ‘‘left’’ and *‘neo-con-
servatives’’ of the extreme ‘‘right’’ are so often shown to be
marching toward common goals—such as ‘‘environmental-
ist’’ neo-Malthusianism—and share common puppet-mas-
ters. This is the case in Mexico, where the fascist ‘‘right’’
and the most violence-prone ‘‘tribalist’’ and ‘‘leftist’’ forces
have the same direction.

What must be done?

If any circle of powerful lunatics now attempts to either
destabilize the government of President L6pez Portillo, or to
impose upon Mexico the kind of conditionalities the IMF,
World Bank, and Bank for International Settlements have
proposed, the automatic result of such ‘‘countermeasures’’
will be an immediate collapse of the international financial
institutions. ‘‘Give up your monetarist delusions, ladies and
gentlemen! The day on which you could repeat successfully
the policies of the 1972 Azores or 1975 Rambouillet mone-
tary conferences has passed.

“‘Either you ladies and gentlemen come to your senses,
and do now what I have proposed since my April 1975 Bonn
press conference, or you are doomed to the general financial
collapse your own stubbornly monetarist fanaticism has
brought upon you—as well as the rest of us.”’

I have detailed the situation and the measures to be taken
in a special report being delivered to the Toronto conference
of the International Monetary Fund.

The immediate measures to be taken are these.

1. Comprehensive monetary reorganization.

(a) Effective a specified date, all outstanding debt-con-
tracts respecting the external debt of nations are to be termi-

EIR September 14, 1982

nated. No accruals against such contracts shall occur after
that date.

(b) The old debts are to be purchased with a new series
of gold-reserve-denominated bonds of the debtors. This will
reschedule the existing debt over a long-term period (in ag-
gregate) with debt payments ordered by maturity dates of the
portfolio of bonds issued to purchase old, terminated debt-
contracts.

(c) These new bond series will bear interest rates be-
tween two and four percent per annum.

(d) The new bond series will be discountable, under
specified conditions and terms, within the new monetary
system and national-banking institutions of member-nations
of that new monetary system. They will be discountable for
purposes of issuance of approved categories of medium-term
and long-term credit for technology-vectored investments in
agriculture, industry and basic economic infrastructure in
world-trade-related lending.

(e) The member-nations will enact emergency anti-usury
laws, bringing down interest rates domestically and in inter-
national lending simultaneously. A maximum prime rate of
5 percent shall be established for approved, priority cate-
gories of lending.

() The ‘‘Keynesian multiplier’” will be outlawed within
and among the banking-systems of member-nationns. Na-
tional banking shall be uniformly established by emergency
laws to this effect. Credit-issuance for lending at interest shall
be restricted to regulated financial institutions. Credit will be
limited to (i) credit issued between purchasers and sellers of
commodities, without interest-charges, (ii) loans and invest-
ments made against currency-and bullion-deposits of bank-
ing institutions, and (iii) regulated lending of gold-reserve-
denominated currency-note issues of governments, through
national banks.

(g) Governments will issue adequate volumes of gold-
reserve-denominated currency-notes, to enable banks to is-
sue loans for approved categories of investments to perform-
ance-worthy borrowers—in agricultural development, in-
dustrial development, and development of basic economic
infrastructure. By *‘basic economic infrastructure’’ is meant
mass-transportation of freight and persons, high energy-flux-
density modes of energy production and distribution, large-
scale fresh water management systems and related environ-
mental improvements, and municipal infrastructure neces-
sary to economy and household life. The otherwise idled
goods, idled goods-producing capacity, and idled labor force
must be put to work, chiefly in priority categories of invest-
ments in capital-intensive ventures, with strong preference
for modernized agriculture and capital goods production.

(h) Monetary gold will be priced at a fixed rate which is
a fair market price to miners of gold, taking into account the
amount of annual monetary-gold purchases required and the
degree of resort to marginal mining potentials this implies.

(i) An international bank of national banks must be es-
tablished as a clearing-bank for maintaining a system of fixed
parities of currencies, and for assisting in lending and re-
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serve-transaction activities. Regional development banks with
analogous functions are to be encouraged.

(j) Member-nations’ governments must enact emergen-
cy taxation and other legislation designed to eradicate capital-
gains from appreciations in ground-rent valuations and usu-
rious practices.

(k) A selected short list of major global infrastructural
projects must be adopted as the leading cooperative effort in
energy-production, fresh-water management, and transpor-
tation development needed to provide the environment and
leading stimulus needed to general economic recovery.

We must mobilize around such measures of reform as if
we are mobilized to fight an interplanetary war, a war against
misery and economic depression. Back to the principles of
Leibniz, Hamilton and List!

2. To make such measures successful, the following emer-
gency actions are required from the government of the United
States.

(a) Immediate restoration of a gold-reserve basis for the
U.S. dollar, at not less than $500 per ounce.

(b) Emergency legislation by the U.S. Congress, to
transform the Federal Reserve system into the ‘ ‘Third Bank
of the United States.”’

(c) Emergency anti-usury legislation, forcing a simulta-
neous lowering of interest rates on loans, deposits, mort-
gages, and money-market instruments.

(d) Emergency tax legislation, wiping out capital-gains
accumulations from ground rent and usury.

(e) Emergency anti-drug traffic legislation, making it a
major crime to traffic in ‘‘recreational substances,’’ or to
conduit funds accumulated through traffic in such substances
either domestically or in foreign markets, or to engage in
conduiting ‘‘flight capital’’ from domestic or foreign ‘ ‘black
economy’’ operations.

(f) The authorization of an initial issuance of between
$400 and $500 billion in gold-reserve denominated U.S.
Treasury currency-notes. This is to replace all unconstitu-
tional Federal Reserve printing of currency. It is to provide
loan participation, through the federalized Federal Reserve
system, to private banks for approved categories of medium-
term to long-term lending in agricultural, industrial and bas-
ic-infrastructural investments at prime rates not in excess of
4 percent.

(g) The authorization of $50 billion credit to the U.S.
Ex-Im Bank, for participation in approved categories of ex-
portof U.S. capital-goods production and heavy-engineering
services, for approved categories of productive investments
and infrastructural development.

Such initiatives by the U.S.A. will set into motion the
kinds of reforms otherwise required.

These actions must occur immediately, otherwise a gen-
eral collapse of the international monetary order cannot be
prevented. There is only one category of governmental or
financial official who will oppose such measures: dangerous
fools.
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Mexican measures
ataglance

Banking and exchange controls as announced by the
President Sept. 1:

1. All private banks in Mexico nationalized. In-
demnization to owners over 10 years.

2. Full system of exchange controls. No private
dealings in dollars permitted.

3. Nationalization of the Banco de México, the
central bank, previously under part private ownership.
International

1. Call for an early meeting of U.S. and Mexican
legislators to work out arrangements to encourage re-
turn of flight capital to Mexico.

2. Call for a new chapter of international law to
protect all developing nations from flight capital dev-
astation. New international economic relations must
include a *‘special recycling link’’ to this effect.
Priorities on who may use dollars, from Sept. 1 official
decree: '

1) Obligations of federal government; 2) Obliga-
tions of decentralized government agencies (Pemex,
Federal Electricity Commission, etc.; 3) Payments to
international organizations; 4) Obligations of credit in-
stitutions; 5-7) Payments for import of basic food and
priority categories of capital goods and other imports;
8) Repayment of private sector debt; 9) Certain classes
of border transactions; 10) Royalties and repatriation
of profits by private firms; 11) Travel for business or
health reasons; and 12) Travel for tourism.

New Director of Banco de México:

Carlos Pello Macias replaces Miguel Mancera
Aguayo. Pello, a nationalist economist, served as Min-
ister of Planning and Budget, 1976 to 1977, before
resigning in opposition to IMF interference in the
economy.

Exchange rates, interest rates from package of meas-
ures announced by Pello Sept. 4:

1. Two-tiered fixed exchange rate for peso at S0 to
the dollar for preferential transactions, 70 to the dollar
for others.

2. Reduction of interest rates for private sector
borrowers by 5 percent, with succeeding reductions of
2 percent per week for four weeks.

3. Mortgage costs slashed 67 percent for lower
income housing, 33 percent for middle income housing.

4. Total elimination of dollar from internal credit
system over ‘‘medium term.”’
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'DOCUMENTATION

Lopez Portillo nationalizes the banks:
‘Mexico is ours. They will never loot us again’

The following are excer pts of the State of the Union address
delivered by Mexican President José Lépez Portillo Sept. 1.

The world’s productive capacity has been increasingly
subjected to contraction and unemployment by an unjust and
obsolete financial system that claims those policies are the
only remedy to the growing crisis. . . .

The lack of coherence between industrial progress, whose
technology advances by ever more astonishing leaps, and a
world financial structure that has responded to the technolog-
ical challenge primarily by attempting to stop it, is increas-
ingly evident. The financial plague wreaks more and more
havoc around the globe. As during the medieval era, it plun-
ders country after country. It is transmitted by rats, and in its
wake lie unemployment, misery, industrial bankruptcy, and
speculative enrichment. The remedy of the witchdoctors is
to deprive the patient of food and submit him to forced
rest. . . .

The prevailing levels of interest rates, the highest in civ-
ilized history, apparently do not obey any logic derived from
the functioning of the markets, but rather the logic of delib-
erate policies of monetary restriction, whose anti-inflationary
purpose is belied by the inflationary effect of the high cost of
money. . . .

All of these factors . . . placed our economy in an ex-
tremely vulnerable situation.

But if this alone had been the problem—I repeat—if this
alone had been the problem, with effort we could have solved
it given the country’s capabilities without suffering
deterioration.

What we could not deal with was the loss of confidence
in our peso, aggravated by those—inside and outside the
country—who could manipulate expectations and cause what
they pronounced by the mere pronouncements themselves.
That is how delicate unity is. And that is how subjective the
fundamental cause of this crisis is.

Against this, the vigor of our economy simply could not
hold out.

To illustrate the problem, let us consider a few statistics.
I ask you to make note of these impressive numbers in
dollars. . . .

We have data indicating that recent bank accounts of
Mexicans abroad exceed at least $14 billion. Some say it is
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much more. . . .

In addition, urban and rural real estate owned by Mexi-
cans in the United States of America is estimated to have a
value on the order of $30 billion.

Accounts in Mexican banks denominated in dollars but
originally funded mostly by pesos—they turned in pesos, not
dollars—are on the order of $12 billion. We call them
Mexdollars. . . .

In sum, we are nationalizing the banks because it is not
acceptable for this instrument to dominate or condition our
[national] purpose. . . . We have cut the evil out by the
root. . . .

We have broken the taboos. The Revolution is freed of
fear and can accelerate its pace. . . .

Many decisions can now be made. Those that we have
already made will mean many, many problems, but none so
grave as the speculation that certainly would have engulfed
the country in a ruinous vortex. We are freeing ourselves
from the perverse cycle that regularly consumes our surplus-
es. The state will no .longer be corralled by pressure
groups. . . .

It would be advisable to hold a meeting with legislators
from the United States. For us this problem—dollars there,
real estate there—is a much, much more serious problem
than the drug traffic is for them. In addition, how can we not
export workers if the capital that could give them jobs is up
there?

There is unfortunately little we can do regarding the de-
posits of Mexicans in foreign banks. Of course, it would be
a beautiful gesture if they, as well as those who have invested
in real estate, expressed solidarity with their nation and came
to terms with the Mexican banking system on some means of
recycling into our economy the resources that are so neces-
sary for Mexico. I know it is unlikely that they will unite with
us, and in that case we shall possibly have to resort to fiscal
measures, and in any case appeal to international reason.

And here I stress the urgency for many developing nations
in preventing their economies from becoming even more
crippled by flight capital.

One of the unavoidable decisions that the New World
Economic Order must take before the current system collaps-
es in an untimely and perhaps catastrophic manner, is the
formation of a system of compensation so those nations that
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are victims of flight capital can have access to some form of
credit originating in those [looted] resources, through a spe-
cial recycling mechanism.

I understand that in a world dominated by the doctrine of
free trade, it would be difficult to fulfill such an idea. But it
is necessary that the experts in world finance propose and
resolve this matter.

We would like to discuss this with representatives of the
financial system of the United States, and, I emphasize, to
convince the generous American people that in the solution
to our respective problems we are not trying to harm the
American taxpayer but rather to make accessible to Mexico
the credit represented by extensive Mexican resources that
have left our country in a way that creates economic and trade
problems on both sides of the border. . . .

This is not the time for apocalyptic denunciations; but it
is the time to call on my people to remain calmly alert against
all forms of aggression and foreign meddling, no matter how
subtle. . . .

The decisions taken are a vital expression of our Revo-
lution and its will for change. Let no one see in them any
influences of political extremism. Internal and external cir-
cumstances have once again led the state to seek inspiration
and strength in the genius of the Constitution to progress
along the road of the national Revolution. The Mexican state
has never expropriated for the sake of expropriating, but
rather for the public good. What we now do liberates the free
initiative and the free productive impulse of Mexicans from
free-trade and the straightjacket imposed by a parasitic
system. . . .

As a result, we can conservatively affirm that within the
past two or three years, at least $22 billion have left the
Mexican economy; and an unregistered private debt—to lig-
uidate mortgages, pay maintenance and taxes—of around
$17 billion more has been generated, adding to the country’s
foreign debt. These figures, when added to the $12 billion in
Mexdollars—in other words, a total of $54 billion—are the
equivalent of half of all the deposits in the Mexican banking
system at this moment, or about two-thirds of the entire
recorded public and private debt of the country. I can add at
the same time, quite dramatically, that in the past two years
Mexican rentiers have made more investments in the United
States than all of the foreign investment in Mexico in all of
history. The book value of this foreign investment in Mexico
is approximately $11 billion, 70 percent from the United
States. The net income to our country in 1981 from foreign
investment was $1.7 billion. A ridiculous sum in light of
what flowed out of here. . . .

Betting against the peso became the best of deals . . . not
only licit but even prestigious. . . . We had to put an end to
the abuse, despite all the political risks that this implied:
rumor campaigns, the terrorism of disinformation, slanders
from within and without. . . .

It has been a certain group of Mexicans . . . counseled
and supported by the private banks, that has taken more
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money out of the country than all the empires that have
exploited us since the beginning of our history. . . . They
constitute a minority whose collective actions caused damage
to national security and therefore to everyone. . . .

The fundamental question is determined by the difference
between an economy increasingly dominated by absentee-
ism, by speculation, and rentier finance, versus an economy
vigorously oriented toward production and employment.

Speculation and rentierism translate into a multiplication
of the wealth of a few without producing anything, and is
necessarily derived by the simple plundering of those who
produce. And over the long run it inevitably leads to ruin.

In effect, our country, given its total shortcomings and
its social dynamic, cannot afford to allow the development
of speculative activities. Our nation has the imperative of
dedicating all its resources to production. With production
there are always unavoidable limiting factors at any given
moment, such as availability of financing and funds. The
narrower those constraints become, such as now, the more
necessary it becomes to stop speculation. Mexico cannot
permit financial speculation to dominate its economy without
betraying the very essence of the system established by the
constitution: democracy as the constant economic, social,
and cultural betterment of the people.

We must organize to save our productive capacity and
provide it with the financial resources to move forward. We
must stop the injustice of this perverse process of flight cap-
ital, devaluation, inflation, which hurts us all. . . . These are
our critical priorities.

In response to these priorities, I have expedited two de-
crees: one that nationalizes the country’s private banks, and
another that establishes general exchange controls. . . . Itis
now or never. They have looted us; Mexico is not dead. They
will never loot us again.

The government is thus not only eliminating an interme-
diary, but a tool that has more than sufficiently proved its
lack of solidarity with the interests of the nation and its
productive capacity. Mexico’s private banks have pushed
national interests to one side and have encouraged, promot-
ed, and even automated speculation and capital flight. . . .

To those who have been unpatriotic, we give you one
month, September, the month of the fatherland [Mexican
independence], to think about and resolve your loyalties.
After that it is we who will act.

Let joy and excitement in the battle reign in every Mexi-
can home.

With our institutions, with our intelligence, with our vo-
lition, with our emotion, and with our enthusiasm, we shall
continue jubilantly building our Mexico. We have not failed.
It is they who abused their freedom. We have shut down the
capital flight.

Mexico has lived.

Mexico lives.

Mexico shall live.

Viva Mexico!
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‘Common market’ proposed
for Latin American continent

The following article was released on Aug. 28.

The continent of Central and South America virtually
declared war against Henry A. Kissinger this past week.
Exemplary of the developments is the following Aug. 26
NSIPS dispatch from Bogot4, Colombia:

‘‘Fifty Latin-American congressmen present at the on-
going conference of the Latin American Parliament in Bogota
this week, issued a political declaration resolving to create a
Latin American Community of Nations, to carry out the task
of representing the unified interests of the continent. The
Latin American Community of Nations would be formed at
the December heads-of-state conference, to be held in
Cartagena.

*“The proposed tasks of the December, Cartagena con-
ference, include: 1) Defining common policy-initiatives, and
establishing the mechanisms for carrying them out; 2) Re-
structuring the Organization of American States (OAS), to
better represent Latin American concerns; 3) Reconstructing
a hemispheric security instrument, to replace the recently-
defunct 1947 Treaty of Rio de Janeiro.

‘“The Latin American Parliament’s resolution also pow-
erfully censured the United States, ‘for collaborating morally
and materially in the reimplantation of a colonial regime in
the American Hemisphere,’ through its support for Britain
during the recent Malvinas conflict.””

Behind the scenes at the Bogota conference, the big topics
of discussion were the combined external indebtedness of the
Ibero-American nations, plus hostility against the United
States and Europe for the brutal treatment being administered
to the Republic of Mexico.

Were these nations to create a ‘‘common market,’” as the
resolution proposes, the community of nations below the
U.S. border would become potentially an economic super-
power, potentially of the economic weight of Western Eu-
rope during the 1960s and the 1970s. The Rio de la Plata
region of Argentina, Uruguay, and Brazil alone, is potential-
ly one of the greatest agro-industrial development-centers of
the entire planet. A cluster of up to fifty nations, in acommon
market with such dominant economies as Mexico, Colombia,
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Venezuela, Brazil and Argentina, represents in resources and
in numbers and productive potential population, one of the
three greatest growth-potentials of the world today.

The other two are the Asian sub-continent and South East
Asia.

With a rational solution to the debt-overhang of these
three super-development regions, and mobilization of capi-
tal-goods imports into these three regions, it is proposed that
the greatest economic boom in world history to date would
emerge rapidly. At present, India and Ibero-America are the
zones best suited for immediate, massive exports of capital-
goods fromthe U.S. A, western continental Europe, and Japan.

The opposition

On the surface, the majoropposition to both such a ‘ ‘com-
mon market’’ and rational debt-reorganization, is coming
from the U.S.A. Apparently, the old combination of the
1971-72 international monetary catastrophe, Henry Kissin-
ger, George Shultz, and John Connally, is digging in its
heels, insisting upon some more extreme version of the lu-
nacy resolved at the 1975 Rambouillet conference.

Up front is Henry A. Kissinger, the cat’s-paw for Brit-
ain’s Lord Carrington. Kissinger, suspected former Soviet
KGB asset and avowed, long-standing agent for Britain’s
Chatham House, is currently heading a newly-established,
London-based ‘‘consulting firm,”’ Kissinger Associates, Inc.
(sometimes abbreviated as Kiss. Ass., Inc.). Between work-
ing on his old project for the ‘‘separatist’” dismemberment of
Lebanon, Kissinger is concentrating his malice and meddling
against the nations of Latin America.

Although Kissinger is not officially announced to be part
of the Reagan Administration, the State Department is still
flooded with Kissinger cronies, and Secretary of State Shultz’s
policy-actions are so far visibly convergent on those of his
friend, Kissinger.

Against Mexico, in particular, the U.S. center of mali-
cious intervention is Houston, Texas. It is concentrated among
the close associates of former Treasury Secretary John Con-
nally and Vice-President George Bush for that city. Linked
to this Houston nexus is the peremptorily-fired former head
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of Mexico’s petroleum-entity, Pemex, Diaz Serrano.

Although the pressure upon Ibero-American nations is
radiated chiefly through the United States, U.S. policy in
these matters is presently dictated from London, Scotland
and Switzerland. In an address to his ‘‘mother,”’ Chatham
House, on this past May 10th, Kissinger stated publicly that
- he had been a de facto agent of the British government,
" sometimes working directly against his own President on
London’s behalf, while Secretary of State. Although there
are fractional differences in emphasis between London and
Swiss banking-circles today, the general direction of policy
of the two monetary centers is virtually identical, at least
from an Ibero-American vantage-point.

Kissinger versus LaRouche

The following article, published in two leading Buenos
Airesdailies, Clarin and EIRazén, on Aug. 20, states openly
what is being said in government and related circles of nu-
merous Ibero-American nations:

““The leader of a faction of the U.S. Democratic Party
warned the Latin American nations against what could be
involved in a possible trip to those nations by the former
Secretary of State, Henry Kissinger, on an economic mission.

*“Through a spokesman, Lyndon LaRouche, founder and
leader of the National Democratic Policy Committee—1980
presidential candidate—stressed that Kissinger is prepared to
visit Mexico, Panama and Argentina, to carry the policies of
the International Monetary Fund to these countries.

‘‘LaRouche characterizes the austerity policies which the
IMF attempts to impose as ‘genocidal,” and urges the Latin
American nations to defend themselves, ‘uniting their forces
to force their creditors, in London, Switzerland and New
York to accept a favorable renegotiation of the foreign debt
of the continent.’

‘‘According to the spokesman for LaRouche—who is a
longtime political enemy of Henry Kissinger’s—‘the mone-
tarist forces of the IMF are carrying out a blatant strategy of
‘“/divide and conquer,’”’ giving a few crumbs of credit to
Brazil so that it will not ally with the rest of Ibero-America,
while the IMF assaults it. But if the IMF achieves this de-
struction, Brazil will suffer the same fate in a few months
more.’

‘“The spokesman added that Kissinger’s tour through
various Ibero-American countries is to be placed within this
effort of the IMF, and that Kissinger is preparing to destroy
those government leaders who oppose his policies, as was
seen in the case of former Panamanian President Aristides
Royo. . ..

‘‘LaRouche is promoting the creation of an Ibero-Amer-
ican Common Market, to defend the continent from what he
believes will be the imminent collapse of the world economy.”’

This personal warfare between LaRouche and Kissinger
dates from mid-1975. Following an April 1975 press-confer-
ence which LaRouche hosted in Bonn, West Germany, Kis-
singer, according to released U.S. official documents,
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launched several, massive ‘‘covert operations’’ against
LaRouche and his associates, including a massive operation
conduited into Germany and elsewhere through NATO-in-
telligence channels. The issue, then as now, was LaRouche’s
draft design for a gold-based international monetary system,
to reorganize Third World debts, and launch capital-goods
flow into advanced-technology forms of agricultural, indus-
trial and basic infrastructural projects in the developing sector.

Today, Kissinger’s personal vendetta against the mone-
tary reform proposals of LaRouche and his collaborators are
aided, significantly, by the circles of leading U.S. gangster
Roy M. Cohn. Cohn was reported meeting Kissinger recently
in a New York City restaurant habituated by leading homo-
sexuals, a recent development in a long overlap between
the activities of the two, dating from the Heidi Massing
scandal in West German during the early 1950s.

Were they to create a ‘common
market,’ the community of
nations below the U.S. border
would become potentially

an economic superpowser, of
the economic weight of
Western Europe during the
1960s and 1970s.

Cohn’s political base of operations is a political front-
organization run out of his New York City townhouse, the
so-called East Side Conservative Club. This nest includes the
Buckley family, Cohn’s law-partner, Tom Bolan, and an
array of others, including major names in U.S. organized-
crime circles. Cohn himself is not only a leading attorney for
organized-crime ‘‘families,’’ but has been himself overtly a
partner in organized crime since his partnership with Joseph
‘‘Joe Bananas’’ Bonanno during the early 1960s.

Cohn’s regular bases of operation include Houston, Tex-
as;\Acapulco, Mexico; Paris, France; and Monaco, as well
as visits to the yacht of South African tycoon Schlesinger.
Cohn, Bolan and Buckley have been the principal conduit of
organized crime’s influence into the Reagan Administration
circles since Inauguration Day 1981. Cohn’s efforts against
LaRouche—in the U.S.A., France and Germany—parallel
and complement those of Kissinger. Cohn is also deployed
against one of Kissinger’s current targets for destruction, the
Republic of Mexico.

During 1975-76, when Kissinger launched his wave of
coups and bloodbaths against nations and governments seek-

EIR September 14, 1982



ing a new world economic order, many terrified governments
capitulated to Kissinger’s 1975 Rambouillet decrees. Then,
Kissinger (together with C. Fred Bergsten) offered the Non-
Aligned nations the bait of such schemes as a ‘ ‘raw materials
cartel’’ and the *‘Common Fund.”’

The difference today: there is no plausible bait, except
the profound option of dying immediately or more slowly.
Nations which prefer not to murder their own populations
with IMF or Bank for International Settlements *‘condition-
alities,’’ have no choice but to stand and fight, with better
chance of defeating Kissinger’s masters if they stand together.

The confrontation

During January and February of this year, the British
government polished up its plans for war against Argentina.
U.S. officials lured Argentina into reclaiming the Malvinas
Islands, with promises of U.S. backing for Argentina’s law-
ful claims. Argentina accepted the U.S. commitment, and
then the same United States government backed the prepared
British military aggression against Argentina.

It was supposed to serve as the bloody precedent to fright-
en every Ibero- American nation into submitting to IMF and
Bank for International Settlements *‘conditionalities.’” Now,
Kissinger revives his old Einaudi Plan, for the ‘‘Second War
of the Pacific,”’ to betriggered by Chilean military aggression
against Argentina, hoping that Brazil will not aid Argentina
and might, perhaps, tilt the strategic balance in favor of
Chile.

All South America, as well as Central America, is in-
tended to become a new ‘‘Thirty Years War’® theater for a
long time to come. ‘‘NATO out-of-area deployment’’ forces
areintended to orchestrate the ‘‘population and raw-materials
wars,’’ the military expression of the Trilateral Commis-
sion’s ‘‘Global 2000’ policy.

In many Ibero- American leaders’ eyes, the only alterna-
tives to Kissinger-directed mass-murder of a continent is
LaRouche’s proposals, or something very similar. Create a
‘Common Market,” and exploit the potentials of the ‘debt-
bomb.’

If the Ibero- American states default on approximately a
quarter-trillion dollars of external debt, the entire world mon-
etary system would immediately collapse in a chainreaction,
beginning with the banking-system of the United States. Un-
der present monetary policies, the entirety of that debt will
go into defaultin any case, none later than during early 1983.

So, LaRouche has proposed, let the Ibero- American na-
tions—or, at least some of them—act in concert, to force an
immediate reorganization of the debt. The debt-reorganiza-
tion proposed is, in itself, quite simple: 1) set a cut-off date
for existing debt-obligations; as of that date, interest pay-
ments cease to be accrued on outstanding debts. 2) Create a
new issue of medium-term to long-term bonds, at between
two and four percent interest per annum; these bonds will
total to the amount owed on the accrual of old debt up to the
cut-off date. 3) Exchange the old debts, threatened with de-
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fault, for default-resistant new debts.

Unfortunately, LaRouche adds, debt-reorganization by
itself will not save the international monetary system, or the
rotted-out U.S. domestic banking-sytem. To prevent a gen-
eral world financial collapse, all the lunatic nonsense now
proposed to be adopted at the Toronto IMF conference this
September, must be tossed into the waste-basket. He insists
that the U.S.A. is obliged to reverse the follies of Connally,
Reuss, Kissinger, and Shultz, of 1971-72, and reestablish a
gold-reserve-based U.S. dollar, pegged among central banks
at approximately 500 dollars per troy ounce.

He insists that there must be a general debt-reorganization
within the industrialized sector, as well as the developing
sector. The inflationary, ‘‘Keynesian-multiplier’’ system of
privately-controlled central-banking must be shut down tight
and hard. National banking must be introduced, using gold-
reserve-denominated issues of governmental currency-notes
as the sole generation of credit in excess of lending of depos-
ited currency-savings. This national-banking credit must be
issued, at between two and four percent prime-interest-rate
per annum, but restricted to technologically-progressive forms
of loan-participation in investments in agriculture, industry
and such basic infrastructure as energy-production, transpor-
tation, water-management systems, and basic industrial-ur-
ban infrastructure. Other categories must rely entirely upon
savings of issued currency, to ensure a ruthless shut-down of
the mechanisms of monetary inflation.

If a group of developing nations, such as a group of Ibero-
American nations, forces the OECD governments to reorga-
nize developing-sector debt, LaRouche argues that this will
also force those governments to junk the current policies of
the IMF, World Bank, and BIS, and move immediately to
the more general monetary reforms summarily indicated.

Since the 1975 Rambouillet monetary conference, lunatic
international monetary authorities have been dictating con-
ditionalities to developing nations (and Italy). LaRouche sug-
gests that these self-esteemed geniuses, including Secretary
Shultz, have adequately proven the merits of their past poli-
cies, by leading us to the brink of the worst financial collapse
Europe has known since the middle of the fourteenth century.

Itis time, LaRouche insists, to return to those early nine-
teenth century polices—of Hamilton, the Careys and Fried-
rich List—through which modern industrial economies were
built. We have seen what comes of the ‘‘free market’’ notions
of our Kissingers, Connallys, von Hayeks, and our
‘‘environmentalists.’’

He says, perhaps it is past time that the saner nations of
the world, such as those of Ibero-America, issued some
‘‘conditionalities’’ to the OECD nations.

Will there be an Ibero- American Common Market formed
by December of this present year? It will be the most savage
political fight of the post-war period. If Ibero- America loses,
LaRouche argues, then we all plunge into a depression for
which no recovery is presently in sight during the remainder
of this century.
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Dr. Oscar Camilion, former Argentine Foreign Minister

‘Time for the continent to discuss
joint debt renegotiation, development’

Dr. Oscar Camilion in Buenos Aires, Argentina, was inter-
view by telephone by EIR Ibero-American Editor Dennis
Small in New York on Sept. 3. Camilién was Argentina’s
foreign minister during the nine-month government of Gen-
eral Roberto Viola in 1981. Prior to that he had served as
ambassador to Brazil. His personal role in overcoming con-
flicts and promoting nuclear energy cooperation as the basis
of a new Argentine-Bratzilian friendship resulted in his being
the most appreciated ambassador in Brasilia in recent his-
tory. Excer pts follow:

Small: What do you think of the Mexican government’s
nationalization ofthe private banks and establishmentoftotal
exchange controls? Can you comment on their reverberations
in the rest of the continent? :

Camilion: These measures have had a huge percussion in
Latin America. Mexico has taken a significent step which
naturally evokes memories of those taken in the 1930s in
relation to the oil industry. Of course, the Mexicans should
be the first to give their opinions on the correctness and the
timing of these important measures. But, there is no room
for doubt that Mexico has delivered everybody a strong warn-
ing about the grave state of the international financial system
and has defined the situation of the many countries, including
many in Latin America, which have reached the point that
they can no longer comply with their foreign obligations.

Small: Argentina is obviously one country having such dif-
ficulties. There has been talk of a possible association of Latin
American debtors which would enable them to jointly rene-
gotiate their foreign debts.

Camilién: What you say is correct. Our country is having
severe difficulties in its foreign sector. For a good while, we
have been caught in a snowball process.

Argentina will end 1982 with $6 billion more gross for-
eign debt than at the beginning of the year. And if things
continued this way, next year the same will happen, which
would only mean the postponement of an inevitable insol-
vency. This situation must be remedied. The least that coun-
tries must do at this moment is to analyze the idea of discus-
sions among them, to search for solutions to such a serious
problem.
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Small: You mean that Argentina—like other Latin Ameri-
can nations—needs to postpone its debt service payments, it
needs some kind of debt moratorium?

Camilion: We should analyze the problem in two time
frames. In the short term, time is need to sort things out. And
then we need a genuine refinancing package, because, to my
mind, refinancing cannot be divorced from economic devel-
opment. We are already grownups; we weren’t born yester-
day. We must not take the ‘‘ostrich’’ approach, in which one
refinances or recycles the debt in a way which creates no
repayment capacities. What we need are economies which
recover their capacities for payment.

The interests of both debtors and creditors require that
Argentina function as an efficient goods-producing machine.
We need a mechanism which truly prevents Argentina from
being a threat to the international financial system.

Small: What you are proposing for Argentina, then—indus-
trial development to be able to eventually repay the debt—is
the exact opposite of what the International Monetary Fund
is now asking of Argentina.

Camilién: I would like to know on exactly what terms one
might discuss with the International Monetary Fund. Be-
cause, if they apply hackneyed formulas in a case like that of
the Republic of Argentina today, they might end up with
quite strange results. At this moment, Argentina is in no
shape to comply with the IMF’s classical prescriptions, such
as shrinking economic activity by cutting wages or increasing
unemployment, because we already have the lowest wages
and the highest unemployment in our history.

The structural-recession solution is useless for getting out
of structural bankruptcy. This argument is quite obvious, and
applies to both private firms and to nations.

Argentina has been in a recession for six out of the last
eight years. After having applied for more than enough time
the policies of the so-called ‘‘Chicago School’’—that is, the
misleading and fraudulent theses fixated on the monetary side
of the balance of payments—we have reached a gross indus-
trial product inferior to that of 1964. It is absurd to think that
Argentina could solve this problem through more recession,
even from the monetarist point of view. This monetarist
policy has even led to the virtual disappearance of money
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itself in Argentina.

The Argentine worker cannot reproduce himself on what
he is now earning. If more pressure were put into such a
pressure cooker, you would risk the explosion of the Argen-
tine social system.

Small: Lyndon LaRouche, the founder of EIR, has proposed
the joint renegotiation of Latin America’s foreign debt and
the formation of a Latin American Common Market to facil-
itate—through regional protectionist measures—some in-
dustrial development. What is your opinion of this proposal?
Camilion: On the first part, I think that the time has come
for countries to at least discuss among themselves, because
their situations are substantially similar. We have here coun-
tries which have followed serious policies of measured, long-
term industrial growth, like Brazil; we have countries with
accelerated growth, like Mexico; and we have countries which
have destroyed their industry like Argentina and Chile. Yet
we all suffer from the same problems of external insolvency,
which proves that this is quite related to the underdevelop-
ment of the continent.

Thus, the possibility of at least exchanging ideas would
be fruitful. I have to caution you, however, because on this
question we all have to be somewhat cautious, that my views
are not unanimously shared. Many countries prefer at this
time to distance themselves from the others by saying, for
example, that they have capably managed their debts. So this
initiative faces significant political difficulties.

Despite this, it seems to me that the environment exists
to begin a serious exchange of ideas. The main thing is to get
the Latin American countries to coordinate industrial devel-
opment goals, and understand that the initiation of industrial
activities is the indispensable condition of development.

Small: Dr. Camilién, you are known in Latin America and
internationally as a great friend of Brazil and a great expert
on that subject. It is widely recognized that any Latin Amer-
ican unity effort requires Brazil’s support to succeed. I would
like to know your evaluation of the current Brazilian situa-
tion. What attempts are going on now between Argentina and
Brazil to reach some kind of joint action?
Camilion: On the second aspect of the question, just last
week [at the end of August] there was a meeting in Sao Paulo
between businessmen of the two countries to explore ways
of increasing trade. The big turnout of businessmen from
both countries, and the clear commitment to the idea that ties
would be mutually beneficial, were extremely encouraging.
As for the first part of your question, I don’t think I would
interfere in the internal affairs of Brazil if I were to opine that
the Brazilian situation is exactly the same as that of Argen-
tina, Mexico, or Chile, in structural terms. When all is said
and done, the exact same thing happened to them: they are
not able to take care of their current-account obligations
without having to make additional commitments which bring
about the ‘‘snowball’’ effect.
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Brazil, like the rest of the countries in Latin America, is
simply unable to handle today’s high interest rates in the U.S.
and European capital markets.

Small: What kind of industrial development do you propose
for Argentina?

Camilion: There’s not the slightest doubt that Argentina has
no way to heal its economy and rapidly recover except a
systematic campaign of industrial investment in large-scale
infrastructure, energy, and heavy-industry projects. That is
what Argentina did not do during recent years.

It is absolutely essential that industry be the dynamic
factor of development, and in particular heavy industry. Be-
cause we have also had the experience in which public works,
without a coherent industrial policy, has also failed to pro-
duce takeoff to development. Public works are a necessary,
but not a sufficient, condition.

We would give special incentives to the development of
certain lines of production, such as the full range of energy
sources: oil, natural gas, liquified gas, coal, and, naturally,
nuclear energy. We would also emphasize some activities,
such as petrochemicals, for which Argentina has optimal
conditions.

Small: So you reject the British argument that Argentina has
an exclusively ‘‘agricultural vocation’’?

Camilién: But of course. It would be an insult to anyone’s
intelligence to say that a country like Argentina could in-
crease its agricultural production without having its own in-
dustrial base. Of course, we would never give up being a
strong agro-industrial power; but the only way to-be one is
through the development of internal industrial markets. This
seems so obvious to me that to say more would be an insult
to any educated person.

Small: You have criticized the Milton Friedman ‘Chicago
School’’ monetarist policies and the extremist monetarism of
the International Monetary Fund. What do you think of the
more general theory, promoted by groups like the Club of
Rome, which argues that natural resources are running out
and that the world is overpopulated?
Camilién: In our country, for years if not decades, we have
confronted all those evasions of the obligation for economic
development, which go from the old thesis that development
is only possible through increasing trade, to those who seek
birth control, to those, such as the Club of Rome, which go
so far as to ask developing countries, ‘‘Why bother to have
development at all, since it brings so many problems?’* That
is, all the environmentalist theories, all the theories which
claim that pollution is a result of development and that it is
better to be involuted, underdeveloped, and happy, are
nonsense.

We think that the only really noxious pollution is the
pollution of hunger, of misery, of backwardness, of igno-
rance—that is, the pollution of underdevelopment. We think
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that Club of Rome-type theses, which are nothing but a re-
production of old Malthusianism, are contradicted by sci-
ence, contradicted by experience. They are cover-up ideo-
logies to mask the defenders of the status quo, who during
the last few years have evolved novel forms of financial
dependency, and who have ended up like the snake which bit
its own tail and became unable to move forward.

Small: We in the United States fought a revolution in 1776
againstprecisely such theories, and we established the Amer-
ican System to combat this ideology of the British System of
economics. But many people here are not aware that in Latin
America there were also such schools of thought. Could you
tell us a bit about these tendencies in Argentina, which shared
the thinking of America’s founding fathers like Washington,
Hamilton, and others?

Camilién: Yes, gladly. Speaking of Hamilton, I would like
to tell you a short anecdote. When I was a youth of 18, I so
admired Hamilton that I used his name as my pseudonym on
journalistic articles—rather presumptuously, I admit. Ham-
ilton is a person whom I especially admire.

In the course of the last decade of the 19th Century, there
was a great debate in Argentina which was unfortunately not
won by the Hamiltonians. Carlos Pellegrini, Rafael Herndndez
dez, and Vicente Lopez were the three great figures who
advocated Hamiltonian-style industrial development in Ar-
gentina, and their views are perfectly applicable today.

Carlos Pellegrini had the vision to understand that a coun-
try which did not develop its own manufacturing capabilities
would inexorably be condemned, over the long term, to back-
wardness. Thirty years later, during the great world crisis, it
became evident that those countries which had not adopted a
model of industrial development, which had not established
the basis of their own industrial growth, which had fallen
into the trap of ‘‘the international division of labor’’ and of
the supposed ‘‘natural destiny’’ of nations to be mining or
agricultural countries only, that these nations of course at a
certain point stopped growing and began to collapse.

Small: What do you recommend that Latin America do to-
day to support Mexico?

Camilién: It is absolutely necessary that no one try to make
of Mexico an ‘‘object lesson,’” which is something I would
fear for any country in Latin America. Mexico has made a
decision, it has exercised its rights as a sovereign nation.
Given that decision, I believe it is essential to ensure that
Mexico not be adopted or chosen as a target now for some
kind of mechanism of sanctions. Because, of course, if the
Mexican situation were to break, it would be the death-knell
that would announce ‘‘the hour of heaven or hell,”’ as Mac-
beth said, for the rest of the nations of Latin America.

At this time, what is fundamental is to support the sov-
ereignty of a Latin American nation, in the face of any threat
which might be posed to it by those sectors that might con-
sider themselves adversely affected.
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Gilberto Avila Bottia

A development bank
modern agriculture

The following are excer pts from an interview conducted Sept.
2inBogotd, Colombia by EIR’ s Ibero-America Editor Robyn
Quijano with the outgoing president of the Latin American
Parliament, Gilberto Avila Bottia. Avila Bottia is Minister
without Portfolio and adviser on parliamentary affairs to
newly-elected Colombian President Belisario Betancur.

Quijano: The important presentation you made to the last
session of the Latin American Parliament has stirred tremen-
dous interest in the new role that Colombia intends to play in
the inter-American system. What are the plans of the Betan-
cur government in this regard?

Avila: In terms of its international relations, the country is
going to substantially alter its position in Latin America. . . .
Colombia’s new administration has fully aligned itself with
the Latin American family. We do not think it is useful to
destroy the Organization of American States, because we
need an interlocutor. That interlocutor is the United States,
and the forum through which to speak to it is the OAS.

But we nonetheless also need to organize a purely Latin
American mechanism for conducting international relations,
including the Caribbean, those that speak Portuguese, pos-
sibly those that speak English and those purely Hispano-
American. We need to form a so-called bloc, to have conti-
nent-wide coordination, because we can see that none of our
countries by themselves can defend themselves from the
aggression of the superpowers. We need a Latin American
organization to make common policies, a defensive policy
and a policy to both cooperate with world peace and to stim-
ulate the development of Third World peoples.

This does not signify aggression against the United States,
but there does exist a spiritual rupture; there is no Pan-Amer-
icanism on our continent.

Colombia has summarized its political thoughts on this
on an international level by inviting all the presidents of the
Southern Hemisphere to study, to re-analyze the various
mechanisms—both economic and political—with which it
conducts its international relations. . . .

Quijano: The British invasion of the Malvinas demonstrat-
ed that NATO plans to unleash colonial wars; today in the
Malvinas, tomorrow to guarantee payment of the debt. Yes-
terday, with the nationalization of the Mexican banks, the
question of defending national sovereignty came to the fore-
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Colombian presidential adviser

could promote
and industrialization’

front on a continental level. Under such circumstances, what
shape do you see this continental solidarity taking?

Avila: One of the aspirations of the Latin American nations
is to form a common market. . . . The planned presidential
summit meeting should agree to substitute, or at least to
study, a multilateral treaty which would not only encompass
questions of political and military defense, but also the cre-
ation of mechanisms of economic defense. One of these
mechanisms of economic defense would involve attempting
economic integration—if not regionally, at least
subregionally.

Quijano: The U.S. politician Lyndon LaRouche, founder
of this magazine, has detailed a plan for just such a Latin
American Common Market. . . .

Avila: For a Latin America-wide development plan, we don’t
need private capital but public capital under acceptable eco-
nomic conditions: that is, long-term, low-interest credit. The
first thought of a Latin American politician would be to look
to the United States, but we know that this would be like
attempting to plow the ocean, given what the U.S. achieved
with the Marshall Plan, and the development plans it put into
practice in India and Afghanistan, and who knows where
else, but never holding out a hand to the Latin American
nations.

Of course, there is the other superpower, the U.S.S.R.,
which has sporadically made its presence felt in the Third
World, such as in the case of the Aswan Dam. But the nature
of Latin America, its links . . . to Western civilization, its
conception of man and of certain values will not allow this.
Ours is not a fertile land for Marxism to take hold of the Latin
American soul in place of a development program.

Thus, we maintain more or less cordial relations with the
European Community. We know that the EC does not have
the financial power of the United States, but they nonetheless
at least provide us with technology transfer; they could give
us the knowledge they acquired after World War II for Eu-
rope’s economic recovery, so that we could promote industry
and industrialize agriculture. This technological support would
of course provide us with a foundation.

So now, how do you carry out a development program?
None of our countries have the financial resources to finance
such a program; thus, we need international credit. But one
is speaking here of a world financial oligarchy, and this
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financial oligarchy, or elite, could take the form of OPEC, or
the more active presence of Japan, I don’t know. It could also
emerge through the efforts of each one of our countries to
found an investment bank to replace the Interamerican De-
velopment Bank; our own bank, in which each of our coun-
tries would contribute a quota, proportional to its internal
development, to organize a great mechanism of financial
development for Latin America.

Quijano: President Betancur has recently announced his
proposal that Colombia join the Non-Aligned movement.
Could you briefly explain the reason for this decision and
what results you expect to come of it?

Avila: We don’t know all the fundamental reasoning upon
which this decision is to be made, but we Colombians know
of the dialogue that took place between Vice-President Bush
and the Colombian President on the day of [Betancur’s] in-
auguration Aug. 7, when the Vice-President asked the same
question. Our President said, *‘. . . I will graphically sum-
marize the sentiment of Latin America: before the Malvinas
conflict, the prestige of the U.S. was ground level; after the
conflict, it was in the basement.”” As a result, my country
will leave the political orbit of the United States—nor will it
be part of the Russian orbit—and will join with other coun-
tries in conditions similar to our own, the Non-Aligned
nations.

Quijano: From what I have seen of the national situation,
there is a remoralization of the country with this new govern-
ment. What is going to be done now regarding the drug
problem?
Avila: The current government has said that it will be ruth-
less in persecuting these elements and these crops. We are
aware of the immense damage that will be done to our nation
if we give free passage to the consumption of marijuana and
cocaine. But in a way we feel impotent, not so much in
dealing with our own, but because of the financial organiza-
tion that the United States has along its Florida coasts, be-
cause it is there that the ships and planes piloted by North
Americans arrive; it is they who bring the dollars and who
are feeding this traffic with drugs from the Colombian jungles.
If the U.S. were to do something to reduce consumption,
logically the Colombian drug traffickers would lose a good
part of their market. But at bottom what exists is a unilateral
policy; Colombia is looked at, but the United States doesn’t
look atitself. Thus, when a North American arrives here, the
most intelligent question to ask is ‘“What are you going to do
with marijuana?’’ But we are never told what the North
Americans are going to do with their consumers and their
traffickers. I think that what is lacking is an anti-drug crack-
down by the United States on its citizens, its banks, and its
businesses. That is why, in a certain way, we are unable to
resolve the problem in Colombia—because it is the financial
force of the United States which is fiercely aggravating the
problem inside Colombia.
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Brazil is the swing
factor among debtors

by Mark Sonnenblick

Whichever way Brazil leans, thereleans all of Latin America.
—Richard Nixon, 1972

Nixon’s famous dictum; uttered under prompting from
Henry Kissinger, has never been more believed than today.
People on both sides of the battle over the future of Latin
America’s debt consider Brazil, with its $80 billion in foreign
debt and immense industrial potential, vital to a regional
common market. Henry Kissinger thinks it such an important
swing factor that he sent roving State Department ‘‘ambas-
sador’’ Vernon Walters to Brazil during the last week of
August to organize for a coup against the Figueiredo regime.

The Anglo-American bankers gloat that as long as they
have Brazil under their thumb, no joint Ibero-American ini-
tiatives on debt or trade could be made to work. ‘‘To work,
they’ve got to get the Brazilians to go along,”’ observed a
West Coast bank vice-president. ‘‘Brazil’s inner manage-
ment core would never go along; they are going to get a better
credit rating out of this; they won’t give that up.”’

On the other side, top-level delegations from Mexico,
Argentina, and Venezuela descended on Brazil during late
August and early September to try to pull the continent’s
strongest power into their plans for presenting the bankers
with a united ‘‘OPEC of debtors’’ worth over $200 billion.

Brazil, has become polarized. On the one hand, Planning
Minister Delfim Netto and his monetarist crew are running
the show along a script designed to gratify the foreign bank-
ers. Brazilian Finance Minister Emane Galveas reportedly
promised Wells Fargo’s Latin American chief Augusto
Blacker, ‘‘If it takes three years of no growth to keep our
balance of payments in shape, that’s all right; we’ll do it.”’
As hard currency runs dry, a string of self-delusions is voiced.
Delfim’s boys intone, ‘‘Mexico’s problem is that their debt
was badly managed. Our debt is well managed. We have no
need to renegotiate.’”’ Paul Volcker’s Brazilian counterpart
and friend, central bank president Langoni says, ‘‘Renego-
tiation of the debt would not be a solution; it would be a
tragedy.”’

This shortsightedness is prompted by Delfim’s ‘‘clever’’
assumption that as long as Brazil doesn’t join the rest of the
continent in demanding debt renegotiation or moratoria, it
will somehow be saved from the future of devastation that
the IMF plans for everyone else. Such cleverness, however,
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is rapidly turning Brazil into the laughingstock of the conti-
nent. Unlike Brazil’s pragmatists, other Latin American
leaders understand that if Brazil is getting a few crumbs of
credit now for good behavior, it is in for exactly the same
treatment meted out to Mexico and Argentina a few months
down the road, probably after the Nov. 15 elections.

But not everyone has been manipulated by the bankers’
tricks. Inside the country there is a growing chorus from all
the political parties, and most vocally from the private sector,
insisting that Brazil get out from under the debt burden before
it is too late. This view is ably explained by industrialist José
Mindlin, head of the foreign trade division of the Industrial
Federation of the State of Sao Paulo (see box).

Brazilian businessmen also met with their Argentine
counterparts at the conference of the Argentine-Brazilian
Business Council in Sdo Paulo on Aug. 31-Sept. 1 to map
out strategies for expanding economic and commercial rela-
tions in the face of growing world depression and trade slow-
down. The conference of 500 businessmen agreed to form a
bi-national fund to finance both countries’ exports to other
developing sector countries. The financing will be largely for
exports of capital goods, and products from the metallurgical
and agro-industrial sectors.

President Jodao Figueiredo is caught in the crossfire.

Up until now, Figueiredo has lent his good name to the
‘‘miraculous’’ policies of Planning Minister Delfim Netto,
which have magnified the impact of the international crisis
on Brazil. The growing desperation of the population is re-
flected in a Gallup poll which claimed 29 percent more of
their sample disapproved of Figueiredo’s administration in
June than in April. Sectors of the regime’s PDS party are
calling for Delfim to be fired 20 days before the Nov. 15
elections in order to restore popular confidence in the govern-
ment and improve the electoral performance of the party.
Without such a shift, it is now expected that the moderate
and leftist opposition parties will win control of the gover-
norships of the urbanized states and take control of the federal
Chamber of Deputies.

Despite the daily protests by Figueiredo that the long-
postponed elections will be held Nov. 15 and the winners
will take their seats, there is a real possibility that the elec-
tions will not take place and the political opening to which
Figueiredo is committed will be aborted.

Justice Minister Ibrahim Abi-Ackel sent a shock through
the Brazilian political circuit Aug. 24 by telling reporters,
*“There are sectors inside the government itself which are
opposed to President Figueiredo’s political opening.’’ He
added, in an unmistakable reference to Delfim’s monetarists,
‘‘the technocrat who does not conciliate himself with opening
the process not only harms our party, but harms the very
construction of Brazilian democracy.’’

Vernon Walters threatens (another) coup
Abi-Ackel spoke the day itinerant U.S. ambassador Ver-
non Walters left Brazil after a 16-hour visit to Brasilia. The
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official line was that it was ‘‘a personal visit’’ to attend a
dinner in homage to the Brazilian Expeditionary Force vet-
erans who had served with Walters in the Italy campaign of
World War II. Walters was accompanied on his latest *“silent
mission,’” not only by World War II Italy campaign com-
mander Gen. Mark Clark, but by the current chief of the U.S.
Joint Chiefs of Staff, 3en. John Vessey. In an unmistakable
sign of contempt for Walters’s diplomacy, General Figuei-
redo—himself a veteran of the FEB—boycotted the Walters
dinner.

Brazilian businessmen are disseminating the ‘‘insider’’
line that Walters blandished the Brazilian officers with the
asservation, ‘‘Reagan wants to help you,’’ which they trans-
lated as meaning, *‘the U.S. taxpayer will help refinance part
of your debt if you behave.’’

A congressional source steeped in U.S. intelligence se-
crets told E/R that Walters’s mission was to pressure Brazil
to twist Argentina’s arm to yield to British demands that it
renounce sovereignty over the Malvinas Islands. To the ex-
tent that Brazil could be suckered into taking up Alexander
Haig’s rule as surrogate British agent vis-a-vis Argentina,
hopes for Argentine-Brazilian cooperation on the crucial
questions of debt and trade would be poisoned.

The ultra-conservative Correo do Povo in Porto Alegre,
Brazil, offers the following scuttlebutt from Walters’s dinner
with the generals: ‘“The ex-director of the CIA and military
attaché of the U.S. embassy in Rio during the acute phase of
the 1964 disturbances did not waste time with mundane
amenities. He used it to give his message in relation to pos-
sible Brazilian associations with the Soviets in Southern Af-
rican projects, especially in the Portuguese-speaking coun-
tries.”” Walters threatened that should Brazil join with the
Soviets in more joint ventures like a dam-building project in
Peru, the United States would regard Brazil as a security
threat to the West.

Walters apparently argued that the Brazilian foreign min-
istry and President Figueiredo were leading Brazil down the
primrose path into an alliance with and subjugation to inter-
national communism, as shown by trade deals with the So-
viets, the Brazilian foreign ministry’s dramatic quashing of
Brazilian Air Force attempts to permit Royal Air Force trans-
ports to refuel in Brazil en route to and from the Falklands/
Malvinas, and President Figueiredo’s announced plans to
open the United Nations General Assembly Sept. 26 with a
tough Third Worldist speech.

Walters was seeking to manipulate military hardliners
who feel seriously threatened by growing possibilities of a
breakdown of domestic order amidst economic chaos. He
suggested to them that the Pentagon would reward hardliners
for reining in or even unseating Figueiredo should he persist
in following a policy independent of NATO interests.

Army Minister Gen. Walter Pires may be taking Wal-
ters’s bait. The day after Walters flew off for his next mission,
the Official Daily published a notice that Pires had accepted
an invitation from the U.S. Army to spend Sept. 20-30 vis-
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iting U.S. military bases. This is precisely the same time that
President Figueiredo was going to be meeting with the for-
eign ministers of all the Latin American countries and making
a potentially historic speech at the United Nations about how
to deal with the world economic crisis.

U.S. Ambassador A. Langhormne Motley denied to the
press that he personally was trying to use the Brazilian army
as a ‘‘parallel government’’ to circumvent the official
ecutive authorities, but he admitted to O Estado de Sao Paulo
that there are circles in Washington seeking to do just that.

Army Minister Pires may think that playing the Pentagon
card will give himself—or more likely his forthrightly re-
pressive protégé, Gen. Luis Coelho Neto—the inside track
on succeeding Figueiredo in the presidency. Perhaps he is
forgetting that Gen. Leopoldo Galtieri catapulted himself
into the presidency of Argentina in November 1981 on the
basis of promises of U.S. support from the likes of Walters
and George Bush. Galtieri, he might recall, found his expec-
tations of U.S. aid against Great Britain defrauded and his
career, his army and his nation shattered.

‘A new economic order’

Industrialist leader José Mindlin is one of many busi-
nessmen urging that Brazil switch from opposition to
support for a new international economic order. In O
Estado de Sao Paulo, Aug. 29, Mindlin explained:

I don’t want to seem apocalyptic, but Latin Amer-
ica is on the road to global insolvency which obliges it
to seek a new economic order. . . . The conditionali-
ties of the International Monetary Fund are unaccept-
able, especially in the social aspect, because they re-
quire recession instead of development-oriented poli-
cies. . . . The debt problem cannot be dealt with through
individual negotiations between creditors and debtors
since the risk is of such an order that it requires the
union of governments. I hope that the road taken by
Mexico and Argentina gives a good idea of what must
not be done.

Case-by-case debt renegotiation is unacceptable,
because even were the international banking commu-
nity to accept renegotiating what a country already
owes, it might not keep lending for the pursuit of eco-
nomic growth. . . .

If the developing countries lack resources for con-
tinuing growth, they run the risk of social explosion,
which the creditor countries also do if they don’t get
back what is owed them. But, so long as the creditors
don’t feel that they run that risk, there won’t be
negotiations.
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Argentina economic
policy up in the air
by Cynthia Rush

While Vernon Walters was in Brazil plotting a coup last
week, his and Henry Kissinger’s friends in Buenos Aires
carried out a little coup of their own.

In the three days between Aug. 23 and Aug. 25, control
over Argentina’s economic policy shifted from the hands of
Finance Minister José M. Dagnino Pastore and central bank
president Domingo Cavallo to the pro-British monetarist fac-
tion around former Finance Minister José Martinez de Hoz.
At the same time, the faction within the military that favors
arapid rapprochement with the United States and Great Brit-
ain removed the head of the Seventh Infantry Brigade in
Corrientes, Lt. Gen. Ricardo Flouret, from his command,
because of his outspoken criticism of their policies.

While an effort is being made to portray the new Finance
Minister Jorge Wehbe as a ‘‘moderate,’”” who has even at-
tacked Milton Friedman and the Chicago School from time
to time, the truth is that the hardline monetarists responsible
for dismantling Argentina’s economy over the past 15 years
have attempted a comeback in order to determine the direc-
tion of Argentina’s economic policy. Archmonetarists Ad-
albert Krieger Vasena, Finance Minister from 1967-69, and
David Rockefeller’s friend ‘‘Joe’’ Martinez de Hoz, are both
planning to attend the IMF meeting in Toronto, although
neither currently holds a position in the government.

Why now?

Since the end of the Malvinas conflict, the situation inside
Argentina has grown increasingly volatile. The factional brawl
inside the armed forces, over such issues as how the South
Atlantic war was managed, the direction of economic policy,
and especially over how to deal with the country’s $40 billion
foreign debt, is reaching pitched levels. The pro-British mo-
netarists have demanded that Argentina agree to a freeing of
British assets, frozen since the Malvinas war, and accept the
International Monetary Fund’s austerity recommendations,
so as to appear creditworthy in the eyes of the international
banking community.

While resistance from nationalists has made such a course
impossible, the degree of confusion and disarray among their
ranks is such that they have been unable to force through any
coherent alternative. As one press source in Buenos Aires
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told EIR, the nation remains in a ‘‘state of continual
indefinition.”’

But the international banks, and Washington policymak-
ers are worried about Argentina. They are worried that with
$40 billion in unpayable foreign debt, Argentina could link
up with other Ibero-American nations in a much-feared
‘‘debtors’ cartel.’’ That threat loomed during the last week
in August when press sources in Buenos Aires and Caracas
reported that a high-level Venezuelan mission scheduled to
arrive in Buenos Aires on Aug. 28 would be discussing the
‘‘formation of a common front for the renegotiation of the
foreign debt’’ at the IMF meeting in Toronto. The Venezue-
lan mission was scheduled to continue on to Brazil and Mex-
ico, but after the Aug. 24 cabinet shifts in Argentina, Vene-
zuelan president Herrera Campins ordered it postponed.

Vernon Walters’s presence in Brazil on Aug. 23, together
with a signal of U. S. backing in the form of an Aug. 24 phone
call from national security adviser William Clark to the out-
going Argentine ambassador in Washington, gave the mo-
netarists in Buenos Aires the confidence to make their power
play during this same week. Clark’s phone call, reported by
two Buenos Aires dailies, and confirmed independently by
EIR, was particularly revealing. It reportedly offered U.S:
support for the renegotiation of Argentina’s debt on the same
terms given to Mexico if Argentina would make a deal with
the British banks before the IMF meeting began on Sept. 6.

® Aug. 23: with Walters still in Brazil, the Army high-
command ordered the arrest and *‘retirement’’ of nationalist
Gen. Ricardo Flouret, whose demands that Argentina play a
more active role in the Nonaligned movement and withhold
debt payment from those nations who collaborated with Brit-
ain during the Malvinas conflict, caused embarrassment to
the proponents of mending relations with both the United
States and Britain.

® Aug. 24: Finance Minister Dagnino Pastore, a propo-
nent of making a deal with the IMF, resigned; he was report-
edly forced out by the nationalist military who oppose his
views on the foreign debt. Central bank president and dirigist
economist Domingo Cavallo was mooted as his successor.

® Aug. 24: Cavallo resigned as central bank president,
prevented from taking the Finance Ministry by the advisers
of President Bignone who are close to Martinez de Hoz. This
group simultaneously imposed Jorge Wehbe as the new min-
ister, and monetarist Julio Gonzélez del Solar as the new
president of the Central Bank.

But even if the monetarist crowd temporarily has control
of the Finance Ministry, there is no guarantee they will hold
onto it for long. Argentina is in the midst of a devastating
economic crisis, and Buenos Aires is rife with rumors of a
coup by anti-monetarist forces who would repudiate the for-
eign debt and follow Mexico’s example of nationalizing the
banking system. In this environment no amount of ‘‘preven-
tive’’ cabinet shuffling and removal of troublesome military
officers will keep the lid on the volatile domestic situation
for long. '
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Latin American Parliament

Combating interest
rates, seeking unity

The 50 delegates to the annual meeting of the Latin American
Parliament, representing all major political parties in Latin
America, convened in Bogotd the week of Aug. 23, passing
a number of resolutions, among them the following:

Resolution 1

Whereas, present high interest rates on the international
capital markets are a factor of special concern given the
battered condition of the world economy, which has caused
grave difficulties to the internal economic and financial man-
agement of many countries; Whereas, the high interest rates
have caused massive capital flight and have increased upward
pressures on prices and wages, especially in those countries
in which currency depreciates rapidly, and have cut into the
competitiveness of the products of some nations whose cur-
rency is devalued; Whereas, the high interest rates discourage
investments, since few highly profitable opportunities exist;

Whereas, the high interest rates also have a harmful effect
on the public debt of the developing countries; Whereas, the
U.S. government has the power to manage its economic
policy as it wishes; however, that country should recognize
how much the raising of interest rates has affected all Latin
America, and should therefore make a healthy change in
them; one of the main objectives of the Latin American Par-
liament is to fight to eliminate the obstacles which slow the
development of our peoples; Whereas, interest rates have
been raised, among other reasons, to control inflation in the
U.S. without stopping its arms buildup.

Therefore, it is agreed:

1) Totellthe U.S. government that its high-interest mon-
etary policy is causing a financial crisis of unforeseeable
results which could in some cases lead to genuine collapse.
2) To support all measures to avert such dangers which are
taken by the Latin American governments. 3) To declare
that the present conjuncture as well as other permanent con-
ditions show the need to advance under the protection of a
solid Latin American Community of Nations.

Resolution 4

Whereas, the developing countries are faced with grave
problems which weigh down on their economic and financial
condition; Whereas these countries, among them many Latin
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American nations, are being harmed by large foreign public
debts; Whereas, the foreign public debts are so high that their
debt service eats up 20 or more percent of annual budgets.

Therefore, it is agreed:

1. To request that developed countries offer longer re-
payment terms on the public debt of the Latin American
countries and reduced interest rates, in order to thereby lower
the cost of debt service. 2) To propose that the debts be
renegotiated in such a way as to facilitate the recuperation of
the developing countries, which in turn is a guarantee that
such debts will be paid to the lending countries.

Resolution 7

Whereas, Argentina was the target of measures by the
European Community [EC] and other industrialized coun-
tries which harmed its trade and foreign economic relations;
Whereas, said measures were taken in violation of every
international norm, violating the charter of the United Na-
tions which sets specific norms and procedures on sanctions
questions; Whereas, the economic blockade imposed on Ar-
gentina shows what Latin America can expect from the EC
when, in cases like these, it tries to make its rights respected.

Therefore, it is agreed:

1) To ratify the solidarity which the Latin American
countries repeatedly offered their sister Argentine republic.
2) To alert the Latin American nations about the results of
measures such as those taken by the EC. 3) To urge the Latin
American governments to put into operation the mechanisms
sought by the Latin American Economic System (SELA), in
which specific foreign-trade responses would be taken against
actions such as those taken by the EC.

4) To exhort the Latin American governments to set up
consultation organisms which would take prompt response
measures to economic aggression.

Resolution 9

Having seen the document prepared by the Permanent
Secretariat of the Latin American Economic System, titled,
‘‘Bases for a Latin American Strategy for Security and Eco-
nomic Independence,’’ and considering that said study merits
the support of the Latin American Parliament, it is agreed:

1) To embrace said document as an important basis for
analysis, treatment and planning for short, medium and long
term action in search of Latin American unity and economic
integration; 2) To request the Latin American governments
to make the SELA document known through their education-
al systems, labor unions and business association; 3) To
exhort the presidents of the Latin American countries, in the
event of that they hold a summit meeting, to decide to create
an energetic and effective organism capable of promoting
and reaching the dreamed-of economic integration, as out-
lined in the conclusion of said SELA report, understanding
that said proposed organism would, within a reasonable time,
make viable the highest aspiration of the institutionalization
of the Latin American Economic Community.
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Domestic Credit by Richard Freeman

Just around the corner?

Volcker’s puff-up in bank reserves does not mean a recovery is in
the making. The essential economic signals are red.

The announcement by the Com-
merce Department Aug. 31 that the
index of leading economic indicators
rose by 1.3 percent in July—its fourth
monthly increase—and that new fac-
tory orders for manufactured goods
rose 2 percent in July would normally
be taken as a small but positive sign.

However, even with the recent—
and perhaps temporary—steep fall in
interest rates that saw the three-month
Treasury bill rate come down from
12.81 percent for the week ending July
2 to 7.42 percent for the week ending
Aug. 27, a stupendous fall of 540 ba-
sis points, there is no indication that
the U.S. economy is in a position to
‘‘recover.’’

It is important here to define what
constitutes a ‘‘recovery.’”’ From July
1981 until July 1982, industrial pro-
ductioninthe U.S. fell by a staggering
10.3 percent. The production of busi-
nessequipmenthasfallenby 17.7 per-
cent in that period. Construction-sup-
plies production has fallen by 16.0
percent. Steel, auto, and housing pro-
duction are down by 30 to 40 percent
from the levels of three to four years
ago. In short, the United States is in a
depression.

Therefore, were the industrial out-
put index of the Federal Reserve to
blip upward by 7 or 8 points, that hard-
ly constitutes a ‘‘recovery,’’ because
that would mean that the U.S. hadn’t
even reached the levels of output of
July 1981, which were below the lev-
els of late 1979.

Moreover, consider the following
developments:

® For the week ending Aug. 22,

the number of business failures soared
to 572, the highest level, reports Dun
& Bradstreet, which keeps the figures,
in fifty years.

® U.S. import levels have been
plummeting, to a level of $20.45 bil-
lion in July—down 8.1 percent from
the month before—not because oil im-
ports are falling (they rose 8.4 percent
in July) but because imports of indus-
trial goods, ranging from telecom-
munications equipment and steel to
aerospace and electronics equipment,
have collapsed.

o Sales of single-family homes
fell 4.9 percent in July from June lev-
els, to 353,000 sales, the Commerce
Department announced Aug. 30. This
is the third lowest rate in two decades.

® Orders for machine tools fell
to $107.5 million in July, down 14
percent from the month before and 44
percent from July 1981.

Then there is the question of what
effect Reagan’s tax policy will have.
Maury Harris, economist at Paine
Webber, has pointed out that the Pres-
ident’s 10 percent personal tax cut,
which took effectin July, helped swell
personal after-tax income in July by
2.1 percent, which is more than dou-
ble the normal increases of pre-tax in-
come for that month, and therefore is
a large amount. Yet auto and home
sales did not improve, and these are
the items which would have to in-
crease were there to be a consumer-
led recovery (the idea of an Atari
games-led recovery being unwork-
able). The plunging level of machine-
tool orders and business equipment
output confirm that there sure as hell

is not a capital-goods-led recovery.

Therefore, the Reagan adminis-
tration has to lay particular stress on
the fact that interest rates have come
down. But within the last week of Au-
gust, short-term rates started back up.
With the Consumer Price Index in-
creasing in the second quarter ata 9.3
percent annualized rate, itis possible
that Fed chairman Volcker may once
again begin raising interest rates to
‘‘quell resurgent inflation.”’

It must be recognized that the low-
ering of interest rates since late June,
and the accompanying stupendous in-
creasein bank reserves were not based
on Volcker’s desire to promote a re-
covery—although President Reagan
may have asked Volcker to lower rates
for this reason. Over the month ending
Aug. 11, reserves into the banking
system increased at a torrid 23.6 per-
cent annualized rate, yet precisely at
the point corporate borrowing fell off
flatly to a zero growth rate.

Why precisely did Volcker pump
in the reserves? He pumped in re-
serves as a mechanism to lower inter-
est rates and to bail out a failing bank-
ing system. As a result the banks are
raking in quick profits, needed as a
quick-fix infusion, in the form of the
spread between the cost of federal
funds and the discount rate of roughly
10 percent—the cost at which banks
borrow funds—and the prime lending
rate of 13.5 percent, or the level at
which banks earn on lending this bor-
rowed money. The spread is 3.5 per-
cent, and allows the banks to tempo-
rarily reliquefy their balance sheets.

Once this interval of bank relique-
faction is over, or perhaps because the
condition of the banks and the U.S.
dollar weakens as Third World gov-
ernments default on their dollar-de-
nominated external debt, Volcker may
thrust interest rates back up above their
still murderously high levels.
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Trade Review by Mark Sonnenblick

Cost Principals Project/Nature of Deal Comment
NEW DEALS
$39 mn. U.S.A. from Tadiran Israel Electronic was granted a U.S. Army contract
Israel for radios used in tanks and armored cars.
$2 mn. Argentina from Casio Computer will assemble 150,000 calculators per year Casio starting similar as-
Japan in Argentina from parts made in Japan. Half will be general sembly operations in China
calculators, 20% scientific, and 30% wristwatch calculators. at 400,000/yr. and Mexico
Local electronics firm will do assembly. at 40,000/yr.
$14 mn. Qatar from HVA International is building an 8-acre greenhouse complex
Holland near the Persian Gulf. The dozen greenhouses have comput-
erized irrigation and climate controls. Contract includes
treatment plant to recycle waste water for the project and air
conditioning for the lucky plants.
$75 mn. Paraguay from Spain’s Entrecanales y Tavora won contract for 1.3 km. Bridge is part of road across
Spain bridge across Paraguay River at Concepcién. Banco Exterior flood plain which had re-
de Espana providing financing. cently been rumored to
have been cancelled.
Saudi Arabia A 40 mn gallon/day desalination plant and a power plant to
from U.S.A./ run it will be built to supply water to city of Tabuk, near the
Austria northern end of the Red Sea. Kuljian Corp. of Philadelphia
is designing and supervising plant construction; an Austrian
firm the pumping stations and pipeline, and a Saudi partner
the working housing.
UPDATE
$101 mn. Burma from Japan’s Overseas Economic Cooperation Fund gave conces- Soft loan—not tied to pur-
Japan sionary loan to finance parts of projects in Burma, including chase from Japan—is at
Baluchaung hydroelectric dam, integrated LPG recovery 2.25% (on yen) for 30 yrs.,
project and cement expansion. with 10 yrs.’ grace.
Brazil from Mitsubishi Chemical Industries studying feasibility of 150,000 To be located in Alagoas,
Japan tpy vinyl chloride monomer and 100,000 tpy vinyl chloride an impoverished state in
polymer plant. Brazilian Northeast.
U.S.S.R. from French govt. ordered Dresser-France to ship 3 gas compres- Pipeline is going ahead.
France sors and finish making 18 more for Siberian-Western Euro-
pean gas pipeline. Dresser-France is first European firm or-
dered to break ‘‘Polish”> embargo on U.S. equipment to
pipeline.
$1.7 bn. Spain/Morocco New study for 15-mile tunnel under Strait of Gibraltar com-
missioned from INTECSA of Madrid and Mott, Hay and
Anderson of Britain. Tunnel will run up to 1,200 ft. deep and
will carry 1 or 2 railroad tracks.
EIR September 14, 1982 Economics
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BusinessBriefs

-

Ibero-America

Mexican action changes
continental geometry

The economic geometry of Ibero-America
has been reshaped by Mexico’s dramatic ac-
tions amidst rumors that Argentina would
follow Mexico’s path. The oligarchic fac-
tion around ex-President Rafael Caldera in
Venezuela and the technocrats in the Brazil-
ian government are finding dozens of un-
convincing reasons why Mexico and Argen-
tina are different from their cases.

The panic of these oligarchic circles is
illustrated by Pedro Conde, the Brazilian
bankers’ association head, currently financ-
ing a Lebanese speculator who is buying up
half the stock on the Brazilian stock market.
Conde said of the Mexican move, ‘‘It was
violence against private enterprise, and this
should worry all to the degree that fact could
be reflected in other countries. ™’

Argentina has been swept by rumors that
the government may not only nationalize the
country’s banks, but also repudiate its for-
eigndebt. Sources in Buenos Aires say that
if taken, such actions would not occur until
the IMF has been given time to prove that it
offers no viable solution to Argentina. They
expect Argentina to be offered some kind of
IMF standby credit, but under austerity terms
that no Argentine government could
implement.

The Caribbean

Cuba seeks a debt
moratorium

The government of Cuba has asked its cred-
itors from outside the Soviet bloc that it be
allowed to postpone payments for ten years
on all debts due between now and 1985.
According to Japanese press sources, Cuba
explained at the beginning of September that
it was forced to seek the debt moratorium
because of the collapse in the price of sugar
on the international markets, but more im-
portantly, ‘‘because of the highinterestrates
in the United States,’’ and the consequent
‘‘worldwide recession.”’
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Inordernot to destroy Cuba’s long-term
capacity to repay the estimated $2 billion
that it owes to non-Soviet creditors, Cuba is
asking that these banks continue to extend
short-term loans during the period of the
moratorium.

Also as aresult of high-interest rates and
collapsed sugar prices, the Caribbean nation
of the Dominican Republic declared itself
officially ‘‘bankrupt’” on Aug. 31. Accord-
ing to presidential spokesman Hatuey De
Camps, ‘‘We have absolutely no money left
in the government coffers.”’

International Credit

COR: ‘hock Venezuela’s
oil to pay debts’

Several members of the Venezuelan Asso-
ciation for the Club of Rome, an organiza-
tion founded this past summer, have
launched a campaign to have Venezuela’s
oil revenues seized as payment on the coun-
try’s foreign debt.

The leading spokesman of the proposal
is Energy Minister Calderén Berti, who
claimed at cabinet meetings last week that
this was the only way to preserve Venezue-
la’s foreigncreditrating. According to some
versions of the plan, the Venezuelan gov-
ernment would only be allowed to access
revenues for up to 1.2 million barrels per
day in exports. All earnings above that level
would be automatically placed in a Fund for
the Payment of the Public Debt, which would
belong to international banks.

Caldéron Berti is being backed by Julio
Sosa Rodriguez, a founding member of the
Association of the Club of Rome (COR).

The COR, internationally, is the origi-
nal proponent of plans for extensive reduc-
tion of world population levels as means for
sustaining the political power of rentier fi-
nance interests. It has used its Venezuelan
network to launch this proposal at this time
in an effort to counteract support in that
country for Latin American-wide debt mor-
atoria actions.

Besides giving a massive handout to in-
ternational banks, the plan would place a
ceiling on Venezuelan government expend-
itures, thereby guaranteeing long-term aus-

terity. It would also establish a precedent for
forcing developing countries to link their
commodity-related exports earnings to their
debt.

Banking

London tells New York
to stop lending

London Times columnist Tim Congdon ex-
plained in an Aug. 30 column that the New

. York banks would have to stop lending or

face collapse.
The U.S. banking system ‘‘is passing
through its most traumatic period since the

. 1930s’’ and ‘‘these shocks will force a dras-

tic adjustment in the way U.S. banking is
organized,”’ wrote Congdon. ‘‘Every com-
pany and individual will feel the inhibiting
effects of the banking system’s difficulties.
The message must be that any recovery in
the economy will be modest and gradual.”’

Curtailment of the U.S. banking system
will force developing nations to eliminate
current account deficits, after which, Cong-
don prophesies, ‘‘the ensuing decline in out-
put and employment could be far worse than
anything seen in North America and Eu-
rope. They will occur in areas of known
political instability,’” he notes darkly.

Two months ago, Congdon authored an
eye-catching piece in the British Spectator
magazine, advocating relocation of the world
financial capital from New York to the fi-
nancial oligarchy of Europe.

Asia

Japan and India increase
economic cooperation

Japan and India are now working to expand
economic cooperation and deepen consul-
tations on foreign-policy matters. This is a
development that could have major impli-
cations for East-West and North-South
relations.

In late August, Japanese Foreign Min-
ister Sakurauchi concluded a visit to New
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Delhi, where he met with Prime Minister
Gandhi and other Indian government lead-
ers. Among the agreements reached was Ja-
pan’s granting of a $130 million low-interest
loan to India.

During the visit, Sakurauchi empha-
sized that the two countries must *‘rediscov-
er’’ the cooperation which existed in earlier
periods, and he praised India’s independent
foreign policy. He noted that cooperation
between the two countries could greatly
contribute to stabilization of Asia, and em-
phasized that economic ties must be
expanded.

Sources in New Delhi report that Saku-
rauchi was received very favorably in New
Delhi, and agreement has been reached for
Prime Minister Suzuki of Japan to visit India
in November.

Monetary Policy

Japan debates response to
Lopez Portillo action

Discussing how to respond to the bank na-
tionalization in Mexico, Japanese bankers
describe themselves as caught between the
United States banks and the IMF on the one
side, and the Mexicans and their Ibero-
American allies on the other.

One leading banker in Tokyo told EIR:
‘““We are in a real crisis because we must
decide how to handle the entire Ibero-Amer-
ican situation. We have to decide whether
to support the American bank position, or
whether to support Mexico. Actually, we
anticipated strict foreign-exchange controls
and similar measures to be adopted, because
of the tough time those countries are expe-
riencing. But we did not expect Lopez Por-
tillo’s action. I am aware of the talk in the
region for actions which guarantee common
economic security, such as a common mar-
ket, and sentiments in this direction. Ac-
tually, late last week I was involved in a
meeting here at our bank between our chair-
man and a high-level Brazilian government
official. During the meeting, the Brazilian
bitterly complained about the Anglo-Saxon
dominance of current international mone-
tary arrangements.’’

EIR September 14, 1982

This banker went on to say that a meet-
ing of Japanese banks took place in Tokyo
on Aug. 29 at the headquarters of the Bank
of Tokyo, one of Japan’s leading banks, to
discuss Mexico. It was decided at that meet-
ing that Japan had ‘‘no choice’’ but to follow
the lead of the American banks. ‘‘How-
ever,’’ the banker said, ‘‘I don’t know how
the Lopez Portillo action will affect that
decision.’’

Another Japanese banker expressed sur-
prise at the decision, but said he has sus-
pected for some time thatMexico would not
go along with the IMF policies. ‘I have
been telling people here that the man on the
street in Mexico would not tolerate the level
of austerity being demanded by the IMF.”’

Japanese government officials were re-
luctant to comment on the implications of
the decision.

Almost all of the government and pri-
vate-sector officials spoken to inquired about
the role played by EIR founder Lyndon
LaRouche in the decision.

The Commonwealth

British to lead new
Bretton Woods system?

The British Commonwealth, meeting last
week forthe first time since 1972, proposed
through its Secretary-General, Sridath
Ramphal, to lead the world towards creation
of a world central bank to promote ‘‘global
economic management.’’

Ramphal, considered by many devel-
oping-nation leaders to be one of the best
trained of British Colonial Office represen-
tatives, declared that the world is on the
brink of an ‘‘economic disaster comparable
to that of the 1930s’’ but ‘‘the search for a
world economic recovery so desperately
needed remains stalled and we drift towards
the abyss of economic disaster.’’

Ramphal’s eloquent plea was supported
by Mr. Muldoon, the Prime Minister of New
Zealand, who said he would press fora ‘‘new
Bretton Woods-style global monetary con-
ference.’’ New Zealand is famed for its chief
exports, wool, mutton and other sheep by-
products.

Briefly

@ MORGAN Guaranty is consid-
ering a merger with Chase Manhattan
Bank, claims a leading London stock
brokerage house. A Princeton Uni-
versity-based economist commented
on the rumor with disbelief. ‘‘Why
would the best-run bank on Wall
Street want to get involved with the
worst-run bank on Wall Street?”’

@ SWITZERLAND is offering as-
sistance to U. S. authorities to penal-
ize investors using Swiss banks to en-
gagein ‘‘insider trading’’ onthe U.S.
stock market. ‘‘Insider trading,’’ the
practice through which an investor
makes use of confidential corporate
information to place personal funds,
is illegal in the United States, but le-
gal in Switzerland. New York’s
Journal of Commerce was lukewarm
to the Swiss offer in an editorial Sept.
2. “‘You don’t need Switzerland for
these transactions,”’ the Journal
notes, since they are also conducted
in Caribbean offshore centers. If U.S.
authorities want to crack down, the
paper adds, they ‘‘will have to turn
. . . attention to the islands closest to
[U.S.] shores.”’

@ GEORGE SHULTZ and Mal-
colm Baldrige showed their colors
Aug. 30 when they phoned President
Reagan at his vacation home asking
that the administration notimpose the
same harsh penalties against British
firms violating the American boycott
againstthe Soviet gas pipeline as have
already been imposed on French and
American firms.

@ SOUTH KOREA plans to pro-
vide 80 percent of its energy needs
through nuclear energy, which is why
the World Bank is attacking Seoul’s
strategy as ‘‘overly ambitious.”’

@ DAVID GOLDMAN, EIR’s
Economics Editor, and Kathy Burd-
man areattending the annual meeting
of the International Monetary Fund/
World Bank in Toronto. Exclusive
coverage will follow.
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1T 0SpecialReport

LaRouche-Riemann model
analyzes West Germany'’s
colonialized economy

by David Goldman, Economics Editor

West Germany’s present economic misery, forced up to the sunlight by the bank-
ruptcy in August of one of the nation’s top ten firms, AEG-Telefunken, struck
West Germans like the death of a religious dogma. Germany’s post-war Wunder-
wirtschaft, its ‘‘miracle economy,’’ failed of its magic when international trade

. declined. For the first time, the delayed charge ticking away under Europe’s
strongest economy could be heard. West Germany’s leaders had long feared this;
in his July speech in Houston, Chancellor Helmut Schmidt expressed the astonish-
ment every West German feels when he hears Americans speak of their country as
a paragon of economic strength. West Germany, Schmidt said, is a nation with
the land-mass of Oregon, occupied by seven armies, and more dependent on
international economic trends than Americans think.

Yet the foreboding of West German leaders has not shaken their obsession that
the road back to stability depends upon the re-creation of the ‘‘good old days’* of
the Atlantic Alliance, the days when the strength of the American dollar and the
international strategic presence of the United States made the growth of world
trade an economic path of least resistance. This sort of political-economic roman-
ticism is the dominant theme of Schmidt’s attempt to explain the presént dangers
to the world economy: all was well, he argues, but then came the Vietnam War
and the ensuing weakness of the dollar, the collapse of the dollar and the end of
the Bretton Woods system, and finally the rise in world oil prices in 1973 and
1979. The old stability is gone, he concludes, and it is up to the United States to
re-create that old stability.

The blunders that comprise this analysis define the end of Schmidt’s political
career, as well as the end of the Wunderwirtschaft. We can now demonstrate in
the irrefutable terms provided by LaRouche-Riemann economic analysis that the
meta-stability Germany enjoyed between the 1958 restoration of the deutschemark
to international convertibility, marked by the founding of the Common Market,
and the 1969 recession, complicated by the start of Willy Brandt’s five-year
chancellorship, contained the roots of its own destabilization in the following
decade. To the generation of West German leaders whose careers, whatever their
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Tubines for Bolivia, produced t the Essen factory of West Germany’s AEG-Telefunken in the Ruhr. The recent collapse of AEG, one of t;z

nation’s top ten industrial firms, has confirmed the depths of the economy’s current problem.

individual motivations, consisted of obtaining the best deal
available from the Anglo-Americans, it may not be compre-
hensible that the Bretton Woods system of 1944-1971 was
rigged against the West German economy. The Bretton Woods
system priced West Germany’s exports too cheaply and its
imports too dearly; the profits of West German export indus-
try, which sent abroad 45 percent of the nation’s industrial
output, could not be reinvested in capital formation at home.
These profits, instead, subsidized the failure of the United
States to emerge as the engine of world trade growth after
World War II.

Lest the following analysis become cause for more West
German rancor at the United States—of which there is more
than at any time since the German surrender—it is worth
quoting again the old Bretton Woods jingle: ‘‘Lord Halifax
to Lord Keynes/They’ve got the money-bags but we’ve got
the brains.’” Britain sold the victor of the world war a mon-
etary system which needed only time to resemble the post-
1919 disaster Britain had spawned after World War [, a world
economy dominated by debt service, and managed through
the London international banking center. The burden now
crushing world trade is the debt service emanating from the
$1.7 trillion Eurodollar market, including a clean $100 bil-
lion per year for the developing nations. Its effect on world
trade is ultimately no different than the war reparations im-
posed on Germany in 1919. Now the dollar has taken the
place of the over-valued, bankruptcy-prone pound sterling,
and the developing sector’s (and East bloc’s) debt has taken
the place of Germany’s.

Some of the roles have changed, but Germany isno less
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a colonial nation now than then. There are two sorts of
colonial-model economies; the one exports raw materials to
pay excessive debt service, and the other exports industrial
goods at less-than-parity prices, to use a term drawn from
farm economics. Both subsidize rentier finance, i.e., help
pay the surcharge of international trade imposed by the bank-
ers and their associated institutions, the International Mone-
tary Fund and the Bank for International Settlements.

West Germany paid this surcharge between 1948, the
year of the Ludwig Erhard currency reform, and 1971, the
year of the dollar collapse, through the 25 to 40 percent
undervaluation of the mark. In comparative price terms, the
mark is now worth about $0.48, and trades despite this at
about $0.37. The underpricing of the mark did not, emphat-
ically, apply to the rest of Western Europe and the trade
relations within the European Economic Community, but
instead to the mark’s relationship to the dollar-priced world
trading system.

But if West Germany’s terms of trade momentarily re-
covered after the 1971 and 1972 dollar devaluations, no ben-
efit accrued to the country: at higher prices, West German
exports could not be sold, because dollar credit was not
available to finance them. The quadrupling of oil prices in
1974 ruined West Germany’s terms of trade again, and, to
the extent that these recovered from 1976 to 1979, the ‘‘sec-
ond oil shock’ of doubled prices in June 1979 ruined them
again. Finally, the post-October 1979 rise of American inter-
est rates pushed the German mark down to near where it
began the decade.

The five-year regime of Willy Brandt—which straddled
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the crucial period between the 1969 recession and the 1974
impact of quadrupled oil prices—made matters much worse.
Brandt’s 1971 taxes on industrial investment and related pro-
grams shifted employment and investment toward overhead
(white-collar, government, and so forth), away from indus-
wial growth. Brandt’s taxes had a devastating impact on
Germany’s capital stock; no one has yet assessed the more
far-reaching damage of his educational reforms, which
butchered the surviving classical and scientific curriculum,
the source of its historical strength since the 1809 Humboldt
reforms.

The functioning of West German industry depends upon
its exports. The collapse of world trade, which the OECD
means to be permanent, implies the end of the illusory
Wunderwirtschaft.

What the LaRouche-Riemann model showed
The most obvious question that must be asked of our
present economic results is, in what way do they ensure that
we will be able to produce next year or the year after? Are
we investing our current output in the capital stock, infra-
structure, and other material preconditions of future produc-
tion, let alone the living standards required to produce the
next generation of qualified workers, technicians, and sci-
entists? These questions are what Gross National Product
measurements evade: If video games become a bigger cash-

eamer than machine-tool sales, as in the United States, any
normal person would suspect the nation might be in trouble;
not so an economist trained at any Western university.

Tn first approximation, LaRouche-Riemann analysis pro-
vides answers to these questions; in its next generatidn, it
employs Riemannian geometrical methods to establish the
path between successive technological revolutions. For pres-
ent purposes we are limited to a first approximation; Our
presentation will take the form of answers to these questions,
in which each computer-generated result shown below in
graphic form provides an additional, crucial, piece of
explanation. _ :

Figure 1 shows the economic surplus generated by the
West German economy in 1962-1980, as it rises from 176
billion constant 1970 marks (the unit in which all data are
shown) to 308 billion 1970 marks, not quite a doubling of the
economy in 19 years. With some noticeable recessionary
interruptions, the growth continues up to the present, when
another recession is evident. Figure 2 shows the same cate-
gory, i.e., productin excess of the cost of producing tangible
goods, or value-added of manufacturing, construction, trans-
portation, agriculture, and mining, in the 1969-1981 period.

Economic surplus represents the capacity of the economy
to grow in the future; how it is invested is another question.
Before proceeding to analyze the surplus, we show the con-
sumption of the workforce in the tangibles-producing sector,

Figure 1: Total economic surplus, millions of German marks, 1962-1982.
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Figure 3: Tangible consumption of the goods-producing labor force (millions of 1970
German marks), 1962-1981.
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Figure 2: Total surplus generated, 1969-1981, manufacturing, construction, agriculture
and mining.

Figure 4: Manufacturing sector productivity (surplus per unit of labor force’s tangible
consumption), 1962-1981.

350000+

MIL 70
DM

22300+ I
]

S A VPO P S U SIS




shown in Figure 3. This doubles, roughly speaking from DM
86 billion in 1962 to DM 162 billion in 1981.

The ratio of surplus to consumption of workforce, or
labor productivity, is shown in Figure 4; the post-1969 fall
of productivity is extraordinary, showing that the marginal
product per additional unit of labor consumption fell from a
level of Qbout 2.0 to about 1.5 at present. Figure 4 shows the
result for the manufacturing sector, which accounts for about
two-thirds of total surplus. Before concluding that German
labor is overpaid, consider Figure S, which shows net capital
investment (spending on plant and equipment net of depre-
ciation of old plant and equipment), which shows a collapse
of new capital investment from DM 22 billion in 1969, the
top of the scale, to virtually nothing at present. The produc-
tivity and net capital investment graphs have virtually iden-
tical shapes, which might have expected: the results tells us
that after 1969, additional spending on labor took place with
unchanged capital stock, whereas previously new labor was
employed on new, higher-technology capital stock. It is not
surprising that productivity fell. :

Figure 6 shows a more refined measure of productivity,
‘‘thermodynamic productivity,’” or total surplus divided by
combined labor and capital expenses; it shows how much
incremental output is available for every unit of total labor
and capital input. This measure fell from a 1960 level of
about 1.6 to a present level of only 1.4, a marked decline.

We have learned thus far that West Germany has stopped
renewing its capital stock, indeed during the past 13 years,
and the result has been a sharp decline in productivity. The
productivity measure in LaRouche-Riemann analysis is dif-
ferent from, and superior to, the usual output-per-manhour
measure, which 1) does not account for the cost of a manhour
of employment, and, more importantly, 2) does not take into
account the impact on productivity of the reinvestment of the
surplus product. Economic surplus is divided into the follow-
ing categories of expenditures:

1) Overhead costs, i.e., the cost of government, includ-
ing the military and social services, as well as office build-
ings, office equipment, and so forth. Most of the tangible-
goods-producing sector’s product in excess of its own pro-
duction costs will, as a matter of course, support the non-
productive sector’s requirements.

2) New investment in labor and capital, i.e., reinvestible
surplus; this margin of reinvestment is the amount of surplus
ploughedback intotheeconomy;, its real margin for expansion.

3) Netexports.

Figures 7 and 8 show the distribution of the surplus
product into productive and non-productive investment; the
first is on a regular, the second a logarithmic scale (showing
changes in rate of change, accentuating differences in tend-
ency). Although the top-line graph—showing the same sur-
plus output data displayed in Figure 1—continued to grow,

Figure 5: Manufacturing sector, net capital investment, 1962-1981.
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Figure 7: Surplus vs. non-productive expenditures, 1962-1981. Surplus = *, non-produc-
tive expendi = +, rei ible surplus (S') = @. All figures in millions of 1970
German marks.
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Figure 6: Thermodynamic productivity (S/C + V), 1962-1981.
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Figure 8: Surplus vs. non-productive expenditures (logarithmic scale), 1962-1981. Surplus
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the absolute amount of reinvestible surplus, or S’, fell abso-
lutely (Figure 7) and in terms of rate of change (Figure 8).

Figure 9 shows the crucial ratio in LaRouche-Riemann
analysis, S’ divided by capital and labor expenditures
(C + V), falling from 0.28 to 0.04 between 1969 and the
present; that is, in 1969, 28 percent of the economy’s current
production costs were available for reinvestment, against
only 4 percent now.

Figure 10 shows the breakdown of the reinvestible sur-

plus between increases and capital investment and changes’

in consumption of the labor force (the two components of
reinvested surplus), as well as net exports. The lowest line
on the graph shows changes in consumption of the labor
force; except for a brief period of growth in the late 1960s,
the changes are negligible. Both net capital investment (the

Figure 9: Rate of investment of surplus (S'/C + V), 1969-1981.
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Figure 11: Manufacturing net exports 1962-1981, as proportion of value added (*) and
total net capital investment as proportion of surplus (#).
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same information as in Figure 5 is reproduced) and net ex-
ports fall as a proportion of surplus.

Thus far we have only established that the West German
economy deteriorated rapidly after 1969, and that part of this
deterioration may be attributed to the diversion of surplus
towards non-productive expenditures rather than to net cap-
ital investment, net exports, or increases in the consumption
of the labor force. Still, the West German economy of the
1960s appears relatively strong. But Figure 11 shows a deep-
er side of the story: the relationship between the rate of
exports and the rate of capital investment. Figure 10 showed
that net capital investment and net exports rose roughly in
tandem and fell in tandem, i.e., that there never was a choice
between investing output at home or exporting that output,
but rather, that both categories rose and fell as the economy
grew or deteriorated.

Figure 11 shows that the rate of exports (the proportion
of total value-added available for export) and the rate of
investment (the proportion of value added available for net
capital investment) display a near-perfect inverse relation-
ship, i.e., one rises as the other falls. That is a remarkable
result, not immediately obvious by any means. It says that
both under conditions of growth and decline, the West Ger-
man economy’s ability to make more of its surplus available
for investment fell whenever it had to export a greater pro-
portion of its surplus. Note that the capital-investment curve
falls more steeply than the export curve rises during the late
1970s, as investment declines to almost zero in net terms.

Normally, an exporting economy earns, through foreign
shipments, the surplus required for reinvestment. Not merely
did the domestic policies associated with the Brandt chancel-
lorship distort the allocation of available surplus toward non-
productive investment; exports failed to generate the requi-
site volume of su-plus in the first place. That fact applies
equally to the supposedly halcyon days of the 1960s as to the
troubled 1970s.

This conclusion permits us to argue that the present fall
in West German exports merely brings closer the economic
reckoning for the problems of the past two decades. Should
the present government policy of *‘export-led recovery’’—
exporting more of Germany’s product from a narrower cap-
ital base in order to compensate for a weakening German
mark and exorbitant oil prices—succeed, the same dreadful
results would obtain eventually: the collapse of the old mon-
etary system brings about suddenly what the success of the
old monetary system would accomplish in any event, i.e.,
the decline of West German industry.

It should also serve as a wamning that there is no going
back to a system that was rotten to begin with; the fall of the
old monetary system is an irreversible fact. Either West Ger-
many will aid the birth of a New World Economic Order, or
cease to exist as an industrial nation.
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LaRouche-Riemann analysis of the West German economy was conducted
by a team headed by Uwe Par part, including David Goldman, Sylvia Brew-
da, Peter Rush, and Dr. Steven Bardwell in the United States, and Ralf
Schauerhammer and George Gregory in the Federal Republic of Germany.
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The international economic crisis
catches up with German business

by George Gregory, Bonn Bureau Chief

West German Chancellor Helmut Schmidt customarily lec-
tures his parliament on how much ‘‘better off’’ the West
German economy is, in comparison to most other Western
industrial economies: lower inflation, lower unemployment,
more or less successful management of the 1979-80 oil-price
crisis, booming exports, moderate wage increases, and so
on. Nowadays, economists, including Helmut Schmidt, are
asking themselves how it is possible to be so relatively *‘bet-
ter off,”’” with a lot of icing on the cake like a hefty export
surplus, at least a balanced current account position, even
slightly improved terms of trade, and still have an economy
caught in zero-growth, and sinking rapidly. Memories of the
horrors of the 1930s are reawakening.

The only reason why the West German economy has not
produced worse headlines than those on the AEG electronics
firm bankruptcy is that the West German economic system is
‘‘constipated’’: production has not fallen as rapidly as the
rate of incoming orders would justify, nor has employment
fallen as rapidly as capacity-utilization has declined. There
is therefore a backup of pressure which is going to break in
the coming months as reality catches up.

Given the spreading depression in the economies of West
Germany’s Western industrial trade partners, and financial
strangulation of the country’s export markets in the devel-
oping nations and Eastern Europe, the marginal export com-
pensation for falling domestic consumption (— 2 percent to
1981) and plummeting domestic investment activity (—8
percent to 1981), is evaporating. The result will be truly
1930s conditions by the second quarter of 1983 at the latest.

Over two years, the U.S. Federal Reserve’s high interest
rates have done the lion’s share of damage to the West Ger-
many economy. Domestically, the decline in investments is
accelerating from the real drop of 5 percent last year to — 8
percent this year; the rate of bankruptcies and insolvencies is
continuously breaking post-war records, increasing over 50
percent from 1981 to an annual average now of over 14,000,
predicted to reach 16,000. The AEG firm, ranking among
the top ten West German corporations, whose name has been
virtually synonymous with ‘‘Made in Germany,’’ has filed
for protection from its creditors. This biggest name among
the casualties so far may yet be put through liquidation.

This firm is paradigmatic of the financial perversions
proliferated by the high interest rates regime. Those manu-
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facturing firms which most successfully transformed them-
selves into coupon-clipping insurance companies financially
are the best positioned to survive a few more years. Daimler
Benz, which produces Mercedes cars, eamed more on inter-
est (1.3 billion marks) than on the sale of its cars. AEG, by
contrast, paid out more in interest (700 million marks) than
its total equity of 650 million.

A Brazil-style export boom

The greatest misallocation of financial resources occurred
over 1981, amid an export ‘ ‘boom’’ which halved the current
account deficit to a mere 17 billion marks. After the 1980
deficit, word went out to the exporting economy that ‘‘ad-
Jjustment to world economic realities’” meant that expendi-
tures for raw-materials, oil, and heavy foreign transfer pay-
ments had to be balanced out at any price. Industry exported
its heart out, quite literally. Fully one-third of export con-
tracts were booked, consciously, at below cost, at a point
when customers were quite willing to buy on the back of a
cheap mark. Another third of export contracts broke approx-
imately even, and the remaining third scored moderate eam-
ings. The alibi for this boom—Brazilian style exporting of
everything not nailed down—was the illusory hope for more
profitable follow-up contracts. That hope also justified main-
taining levels of employment and capacity utilization, even
though it was plainly evident, at least by the turn of the year,
that a continuation of the worldwide exorbitant level of inter-
est rates would collapse world trade. For that one year West
Germanindustry paid its bills, and achieved a 24 billion mark
surplus on trade. In the first seven months of 1982, the trade
surplus went to 28 billion, and last year’s deficit to OPEC of
5 billion has turned into a surplus of 4 billion.

The alibis are now gone, the follow-up contracts are not
forthcoming, and new business is scarce. As of the first
quarter, exports were rising in real terms by 12 percent, but
by the second quarter the rate of growth was down to 5
percent, and in volume actually below the first quarter. Ex-
ports in July were 5 percent below July 1981, and 5 percent
below June 1982. Total production had already dropped in
June by 3 percent below May levels. Production in the first
quarter had been maintained, fortunately, at the level of stag-
nation, thanks to accelerated fulfillment of contracted orders.
Total orders on the books dropped from the 1981 peak of 4.8
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months of production in May to 4.6 months, and to 4.4
months in June.

The machinery section is perhaps most graphically illus-
trative. Assuming an average 6 month lead-time on machin-
ery/capital goods investments, the current rate of incoming
orders shows that the West German economy will be in an
investment-depression by the beginning of 1983. Total or-
ders for machinery dropped in the first half of 1982 by 10
percent, but the decline was accelerating to — 14 percent in
the second quarter. Real sales were stagnant at 1 percent, due
solely to fulfillment of foreign contracts at a 6 percent rate,
while the domestic sales dropped by S percent. However, in
the all-important investment-flagship sector of machine-tools,
real sales were down by 9 percent, led by the collapse of
domestic orders for machine-tools by 18 percent. Foreign
orders for machinery dropped by 9 percent.

The rate of short-work in the machinery sector has already
doubled from last year’s level to 80,000 persons, 8 percent
of the workforce, and the association of German machinery
manufacturers has pre-announced that both short-work and
lay-offs will escalate for the rest of this year. Capacity utili-
zation here had dropped from 84 percent at the end of 1981
to 80 percent at the end of the first half of 1982, while overall
industrial capacity utilization has fallen from 78.5 percent to
77 percent from the first to second quarters.

Unemployment on the rise

Combined with Paul Volcker’s interest rates, and the all-
too-great willingness of the German Bundesbank to ape him,
West German industry and trade-unions now bear the brunt
of the costs forced upon them by their domestic ‘‘post-indus-
trial society’’ opponents. The national average unemploy-
mentis now 7.5 percent, but in the industrial heartland of the
Rubhrit is over 10 percent, and in some cities over 18 percent.
As the Chambers of Commerce of Ruhr cities stated flatly in
a recent report, the primary problem of the Ruhr and other
industrial centers of the country is ‘‘the generally character-
istic deindustrialization process in the economy of the Fed-
eral Republic of Germany.’’

That fact is most evident in the amazing phenomenon that
industry in this area of highest industrial concentration in the
world utilizes not one kilowatt-second of electricity produced
in a nuclear reactor.

The flip side of that coin is the deindustrialization of the
workforce. Quite significant increases in unemployment
among skilled layers of the workforce have taken place since
Paul Volcker took office. Compared to 1979, 85.5 percent
more skilled chemical workers were unemployed at the end
of 1981; 143 percent more machinists, 78.9 percent more
electricians, 27.6 percent more construction workers, 58.3
percent more engineers, and 54 percent more technicians in
various professions. Since 1979, the rate of unemployment
has increased by 70.5 percent to the end of 1981, and, as
remarked above, is now 41 percent higher. There are now
15.8 teachers for every job available.
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Several months ago, the Association of German Industry
did a poll of members to determine the volume of investments
blocked by environmentalists, courts, and government offfi-
cials like Interior Minister and Free Democrat Gerhard Baum.
Only one-third of the members were courageous enough to
answer in detail, and the other two-thirds said that they feared
special retaliatory action would be taken by militant environ-
mentalist groups were they to draw attention to their projects.
One third of the membership of the Association was never-
theless able to account for over 30 billion deutschemarks in
incompleted or never-started investments. Multiplying by
three, it is generally agreed, results in the most conservative
estimate of the economic loss involved.

Free Democratic Party Economics Minister Count
Lambsdorff cut that debate short at the time, with the spe-
cious argument that most of these investments had been can-
celled or postponed simply because economic growth had
turned out lower than initially expected, and thus, not as a
result of the investment sabotage that does exist. Since then,
Lambsdorff made himself responsible for growth prognoses
which foresee 3 percent growth in GNP terms for 1983, and
average unemployment of 1.78 million. Lambsdorff handed
that prognosis to his Social Democratic colleague, Finance
Minister Lahnstein, who then proceeded to draw up a budget
for 1983 on that basis. Neither will 3 percent be achieved,
nor the ‘‘conservatively optimistic’’ current consensus
prognosis of most economic institutes in West Germany of
1.5 percent; nor will average unemployment be far below 2.3
million. Each deutschemark less in tax revenues, and each
one more in unemployment support, tears holes in the federal
budget, such as the 10 billion mark hole this year.

Locked in as West Germany is with its export-depend-
ency, the Chancellor’s only chance to save his country as an
industrial economy is to act to save export markets. On the
basis of orders carried over from 1981, West German exports
to the United States were still increasing by the end of the
first half at 20 percent over last year, but orders are now
dropping rapidly in response to the collapse of U.S. capital
investment. West German exports to the post-industrial is-
land of Britain are marginally higher than to the United States,
but even Britain is contracting below its already depressed
level of economic activity. France accounts for 13 percent of
German exports, but as the Mitterrand government proceeds
to crush the ‘‘consumer boom’’ there, orders from France
have begun to drop, too. Imports from East European coun-
tries have increased at a rate of 27 percent as these countries
scramble to earn foreign exchange to service their debt, but
exports have declined at a real rate of 5-6 percent. OPEC
countries account for 8.8 percent of total German exports,
but with declining orders actual growth of export deliveries
has declined from over 50 percent last year to barely 30
percent as of the beginning of the second half of the year.
Trade with Latin America has declined especially since mid-
1981, and exports to the major partners, Argentina and Bra-
zil, are down between 15 and 20 percent.
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Ruhr Chambers of Commerce
accuse central bank of
de-industrializing economy

The chambers of commerce of the Ruhr area cities of
Bochum, Dortmund, Duisberg, Essen and Miinster have
just released a joint report on the state of the Ruhr econo-
my, and the causes for the higher than average rates of
unemployment there. The economic problems of the Rubhr,
the report states, ‘‘during the 1970s have been primarily
the result of a general process of de-industrialization of
the economy of the Federal Republic of Germany.”’

The report analyzes the growth of the service sector of
the economy, which in the state services alone now ac-
counts for 19.2 percent of persons employed, as opposed
to 11.9 percent in 1960. Among other causes, the report
minces no words about the role of the ‘‘non-neutral mon-
etary and exchange-rates policy’’ of the German Bundes-
bank in accelerating the de-industrialization of production
and of the workforce.

Since 1973, the German Bundesbank had maintained
high rates of real interest, which caused an ‘‘artificial
deterioration of the competitive position of the German
economy.’’

The tight monetary policy which accompanied the high
interest rates set the limits to industrial price increases in
the name of fighting inflation and maintaining stability,
but in fact produced ‘‘an increased pressure to lay off
operatives and nationalize production’’ on a lower scale
of capacity utilization.

“*The exchange rate effect affected only those eco-
nomic branches which must compete internationally, i.e.,
West German capital-goods industries, ‘‘while other sec-
tors of the economy were untouched,’” such as the service
sectors and less export-dependent consumer-goods sectors.

*“The mechanism of this monetary policy was strong
enough,’’ the report points out, *‘to enforce the notions of
stability entertained by the central bank, but at the price
of ‘de-industrializing’ the structure of production, contra-
ry to the economic requirements of the country.”’

*“The Ruhr region is more interest-rate sensitive than
other regions of the Federal Republic because of the com-
paratively high capital intensity,’” and ‘‘the de-industrial-
ization process to be observed for the Federal Republic in
general and the industrial regions in particular especially
since 1973, have far more severe effects in the Ruhr.”’
‘“The non-neutrality of monetary policy has exacerbated
the de-industrialization process . . . and destroyed viable
production structures.’’

Up to 1973, 36 percent of Ruhr-area production in the
electrical equipment field was in heavy industry electron-
ics and turbines. Since then 20 percent of the jobs in these
sectors have been destroyed, particularly in the years 1974-
76, when the well-known problems in obtaining permits
for and in construction of coal and nuclear power plants
began to be sharply felt. Those sectors of Ruhr industry,
which had been so successful, were then thrown back to
theirlevel in 1968, as far as its labor force was concerned.’’

In its general recommendations, the Chambers of
Commerce say that ‘‘generally, a forced growth policy is
to be promoted, in the course of an industrial strategy
which encourages private investments, and thus providing
new opportunities for areas of high industrial concen-
tration.”’

With respect to the international economic and mon-
etary aspects of policy, the report is weak. In discussion
with EIR, one of the authors of the report explained that
the intent was to launch a political discussion process that
had died out since the 1960s. ‘‘The way the Bundesbank
thinks, once the U.S. dollar drops, and U.S. interest rates
begin to really drop, the Bundesbank will only follow up
to a point. Then they will appeal to their usual notion of
stability, and maintain their historically high interest rates.
Overnight, German goods will cease to be competitive,
and firms will not be able to realize profits from exports
that they could then re-invest.”’

EIR September 14, 1982
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How the Marshall Plan stunted
West German industrial recovery

by Susan Johnson, Managing Editor

There are two variants of conventional wisdom regarding
West Germany’s post-war economic history. The first is that
through generous U.S. Marshall Plan aid, the Federal Re-
public was built up to the point of a potent competitor. The
second version is that, after a period of punishing the German
population for the Nazis’ crimes, a policy faction in the
United States and Great Britain recognized that to counter
the Soviets, the territory on the front line of East and West
would have to be helped to gain economic recovery, else the
newly born NATO would have no defense base and no cred-
ibility. Therefore the Marshall Plan, or European Recovery
Program (ERP), as it was officially called, generated West
Germany‘s ‘‘economic miracle.”’

There is more truth to the second notion than the first, but
they both evade the facts of the matter. The Anglo-American
occupiers had dictatorial control over their territory, upon
whose coal and steel the rest of Europe very much depended
for its own short- and medium-term industrial needs. There-
fore, if they had insisted on a crash recovery policy, they
could have carried it out. Yet in fact industrial recovery was
deliberately throttled in western Germany under the 1948-52
Marshall Plan.

Because of the post-1955 success in industrial innovation
and manufacturing growth, after the Federal Republic gained
greater sovereignty and the occupation restrictions on high-
technology production were removed, the post hoc ergo
propter hoc myth has been perpetuated that the Marshall Plan,
not bootstrapping by the German population, produced ‘‘the
German miracle.”’

The strategic dimension

The original Anglo-American plan for occupied Ger-
many, the Morgenthau Plan, was to flood the Ruhr coal
mines, dismantle all German heavy industry, and *‘pastor-
alize’’ a drastically shrunken population. What went largely
unsaid is that the rest of Europe would have been utterly
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crippled as well.

The Churchillian strategists in England believed that,
backed by America’s military-strategic muscle, they could
quickly wage what was referred to at the time, in Lord Ber-
trand Russell’s approving words, as ‘‘preventive war’’ against
the U.S.S.R., and thus had no need to rebuild Europe (or
their own economies). As the reality of the Soviet nuclear
armanent and stubborn re-industrialization emerged, along
with the political impossibility of assembling a cold-war
Western NATO bloc while decimating its industrial motor,
western Germany, some way had to be found to cover the
threadbare bottom of NATO for a longer-term military con-
frontation strategy.

Yet as the NATO rearmament push proceeded, there was
no aggressive re-industrialization of West Germany. Output
remained constricted, unemployment very high. Exports
grew, subsidized by subminimal wages and throttled indus-
trial investment. From the point of view of the Anglo-Amer-
icans, what was accomplished was to lock the Federal Re-
public under supranational control, as the Schumann Plan
replaced the International Ruhr Authority in 1951, and the
Bank deutscher Linder (BdL), the Bundesbank’s predeces-
sor, slavishly followed the prescription of the Bank for Inter-
national Settlements in Basel that credit is inherently infla-
tionary and that economic ‘‘booms’” are a danger to be
suppressed.

Occupation policy

In 1945, the industrial capacity of Germany’s western
zones was at least equal to pre-war levels (due to the policy
of terror-bombing the population rather than knocking out
industrial installations.) Plant and equipment, however, had
been worked to the last nut and bolt by the Nazis; the agri-
cultural produce of eastern Germany was cut off; transport
was wrecked; food, fuel, infrastructural repairs and a revving
up of basic coal and steel production were the elemental
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prerequisites for recovery of Germany, and thus of western
continental Europe.

The Marshall Plan’s official goals for Germany set the
following priorities under these circumstances. First, ‘‘bal-
ance of payments equilibrium by 1951-52°" and a large in-
crease in exports. Second, ‘‘regaining the pre-war level of
industrial output.’’ Third, a standard of living * ‘considerably
lower than that in pre-war years’’.

The payments deficit was indeed overcome. The method
was achieving an export level modest compared with the
potential, foregoing international borrowing, and above all
holding down ‘import demand’’ on the part of the scarecrow
population, i.e., keeping living standards ‘‘considerably
lower’’ than under Hitler’s austerity.

What was introduced is the policy the International Mon-
etary Fund imposes on underdeveloped countries today. (The
IMF itself was out of the picture at this point, being mandated
to lend at commercial rates shattered Europe could not af-
ford.) Industrial recovery, much less growth, was subordi-
nated to the watchword of payments equilibrium, in West
German foreign trade and in fiscal matters. Budgets were
balanced, or ran surpluses, at the expense of urgent outlays.
*‘Self-financing’’ was the chief mode of capital formation.
A certain amount of infrastructural expenditure gradually
took place to facilitate the export and defense push, but man-
ufacturing output was kept below the late-1930s level until
the Korean War. As Helmut Schmidt, commenting on the
British occupation of Hamburg, once told Countess Marion
Donhoff of Die Zeit, ‘‘They starved us to the point of
insanity.’’

The Marshall Plan, starting in late 1948, provided $1.4
billion in aid out of a total of some $14 billion in European
funding over four years. (Total U.S., British and French aid
to Germany in 1945-54 was about $4.4 billion, less than the
present and future costs of defraying occupation costs, de-
montage, resumption of debt obligations, and so forth.) The
ERP paid in dollars for imports of food, fuel, and other raw
materials; the Germans were required to set aside a corre-
sponding amount of marks, known as counterpart funds, over
whose use the Economic Cooperation Agency (ECA), the
U.S. administering body for the Marshall Plan, had full
control.

After two years of the ERP, West German coal output
was still below pre-war volume, and coal-mining productiv-
ity remained one-third below the pre-war level, because the
Marshall Plan administrators refused to make real investment
in the mines the Nazis had run, so to speak, into the ground.
What was described as ‘‘recovery’’ was bringing industrial
output from 51 percent of 1936 levels before Marshall aid
(according to highly unreliable figures for both years) to 86
percentin April 1949, roughly the point at which the Anglo-
Americans decided to place a higher priority on industrial
functioning, for NATO purposes. At the beginning of the
Korean War, industrial workers’ real weekly eamings were
still below the 1938 level; in 1952-53, daily caloric intake of
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the population as a whole was officially below the 3,000
calorie estimate for 1935-38.

To the extent a surplus was being produced, it was not
reinvested from the point of view of the overall needs of the
Federal Republic: basic industries received very little of it.
In truth it was a nominal surplus, because it was gouged out
of the productive potential of the present and future work-
force, a nation’s chief resource.

The equilibrium model

Consider briefly what would have occurred after World
War II had the United States issued volumes of long-term,
low-cost dollar credit sufficient for Western Europe to quick-
ly rebuild and expand its industry, and, in partnership with
American business, to create vast new markets in the post-
colonial world for industrial goods, as Franklin Roosevelt
had outlined to an apoplectic Winston Churchill in 1942-43.
What happened instead is that the monetarists who controlled
the commercial banks, the Federal Reserve and the Treasury
enforced the Bank for International Settlements policy do-
mestically as well as internationally. Americans focused on
the expanding consumer sector; exports languished because
dollars were lacking abroad to buy them. The Marshall Plan
took the problem of the *‘dollar shortage’’ and institutional-
ized it as the premise of the post-war monetary system. Eu-
rope did not and would not have enough dollars to buy the
essentials it immediately needed for recovery, much less
capital goods forexpansion. Therefore, the State Department
said, Europeans must be aided with U.S. goods in the short
run, to which certain ‘‘conditionalities’’ were attached: aus-
terity at home, to ‘‘fight inflation,’’ and a drive to reduce
their purchases of dollar-denominated imports in the medium
term, procuring manufactures from each other and raw ma-
terials from the so-called ‘‘dependent territories’” and British
oil companies. A net contraction in U.S. exports to Europe
was an explicit priority of the Marshall Plan. From $6.7
billion in 1947, before the plan began, the target was $2.7
billion for 1952-53 (compared with $3 billionin 1938, a year
of intense Depression trade barriers and low demand). From
the end of 1948 to the end of 1949, total U.S.-Canadian sales
to ERP members, including Marshall-funded sales, dropped
by 14 percent, and another 18 percent drop from that level
was achieved by the third quarter of 1950, when the Korean
War buildup began to reverse the situation.

This policy was sold to Americans under the banner of
creating ‘‘European self-sufficiency.”’

The planners

The architects of the Marshall Plan did not find it odd for
American policy to discourage American exports. They were
the same investment bankers who had imposed the Versailles
debt burden which catalyzed the Great Depression, and spon-
sored Hitler and Hjalmar Schacht in the 1930s against the
German industrialists who wanted to re-launch ‘‘ American
System’’ policies.
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Averell Harriman headed the committee that planned the
ERP, became its European Administrator and represented
the occupied German zones at the OEEC (the Organization
for European Economic Cooperation, forerunner of today’s
OECD, which administered aid requests and economic poli-
cy as the European side of the Marshall Plan). Among Har-
riman’s deputies were Robert Lovett of Brown Brothers Har-
riman, George Ball of Lehman Brothers (to which the Mili-
tary Governor of West Germany, Gen. Lucius Clay, was also
connected), and William Draper, Jr. of Dillon Read. Harri-
man’s executive director was the British intelligence asset
David Bruce of the State Department; his deputy general
counsel was Henry Reuss, who as head of the U.S. congres-
sional Joint Economic Committee later did so much to pro-
motethe ‘‘post-industrial’’ economy. Chief monetary advis-
er was the Belgianroyal family’s Robert Triffin, flanked by
Harlan Cleveland (later of the Aspen Institute). The execu-
tive board of the OEEC, which formulated aid requests and
transmitted supranational policy guidelines, comprised Sir
Eric Roll, later of Warburgs in London, Baron Snoy of Bel-
gium, and Giovanni Malagodi, another British/Warburg asset.

William Draper, Jr., who became Undersecretary of the
Army in charge of the Marshall Plan and oversaw the occu-
pation’s economics division, was a frank advocate of world
population reduction as the criterion of economic and mili-
tary policy; he later founded the Draper Fund/Population
Crisis Committee for this purpose. Draper’s quondam under-
ling George Ball has claimed in a recent interview that the
Marshall Plan had as ‘‘a primary aim’’ curbing population
growth, ‘‘because even after the war the problem was work-
ing like a time bomb. Even with the death and destruction in
the war, modern health and sanitation facilities had decreased
the infant mortality rate. We rebuilt slowly under the Mar-
shall Plan because we did not want people to get the idea that
prosperity was coming back.’’ Or, as the State Department’s
Willard Thorp put it in Foreign Affairs in 1948, the ERP
‘‘does not even attempt to create what has been established
in the past as a European standard of living.”’

For these policy makers permanent austerity was the es-
sence of the Bretton Woods system, established in 1944. Its
monetary correlate was as follows: The planned activation of
internationally convertible gold-backed dollars as the world’s
chief reserve, generating liquidity for technological ad-
vances, had to be averted or postponed. After the Marshall
Planners ensured that there was a post-war dollar shortage,
Robert Triffin gradually introduced, as a condition of Mar-
shall aid, the establishment of the European Payments Union,
which in the name of expanding intra-European trade sought
to minimize the need fordollar setlements. Europe, as a bloc,
was to overcome its trade deficit with the United States by
exporting cheap-labor-subsidized goods there, while for its
part the United States actively strove to reduce its trade sur-
plus in the name of international equilibrium. Europe was
also to export ‘‘unsophisticated’’ goods to the Third World
and build up the extractive industries of the ‘‘dependent ter-

36 Special Report

ritories’” there yet American investors were told by the
State Department not to invest abroad because of the danger
of communist takeovers.

While Great Britain and Belgium were to resume their
colonial ascendancy (Great Britain got the bulk of Marshall
aid, and used it to retire debt while re-establishing its world
financial position, but that is a story in itself), West Germany
was assigned the role of NATO gendarme, under tight su-
pranational control. France and Italy would be allowed the
role of junior partners in this neo-colonial order. As the
Marshall Plan was being worked out, Charles Kindleberger
and Harold van B. Cleveland wrote in a State Department
memo: ‘‘To avoid injuring sensitive feelings of nationalism,

-our appeal should be couched in terms of a European recovery

which stresses the raising of European production and con-
sumption through the economic and ‘functional’ unification

The Marshall Plan’s goal was to
enforce austerity, not overcome
it. The hard work and great
suffering of the German
population went into achieving
‘payments equilibrium.’” Even
under conditions of NATO
rearmament, occupied West
Germany had no recovery
program, inadequate heavy-
industrial investment, and
steep unemployment.

of Europe. In our propaganda and in our diplomacy it will be
necessary to stress (even exaggerate) the immediate econom-
ic benefits that will flow from the joint making of national
economic policies and decisions.’’ -

Implementation in Germany

From 1945 until mid-1948, the Anglo-American occu-
pation let the German economy twist in the wind. The pop-
ulation was starving. Housing had been decimated, and by
1948, 8 million refugees had been carted into the Bizone (the
joint U.S.-British occupation zone). Fertilizer and other im-
puts were not available to gear up food production. As for
trade, nothing could be exported but coal (forced reparations
at drastically reduced prices), wood, and steel scrap. The
ceilings imposed on steel production could not even be
reached. Barter was the dominant mode of economic inter-
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course. Hoarding naturally prevailed. Untold numbers died.

The Marshall Plan was inaugurated in Germany in 1948,
not by an influx of aid, which began to trickle in late in the
year, but by the sudden imposition in June of a currency
reform which had been on the drawing board for at least two
years. Apart from its political declaration that the Anglo-
Americans intended to permanently divide Germany, the
reform is conventionally described as the great trigger for
West German recovery. It was indeed a turning point.

All currency and bank deposits of individuals, firms, and
government bodies were converted at an effective rate of 100
to 6.5. The mark’s foreign parities were de facto devalued at
the same time. The rationale was that since goods were short,
the money supply should be cut to fit that scarcity, rather than
issuing targeted credit so that industrial output and worker
productivity could be expanded. On the contrary, there was
no overall recovery plan. One immediate result of the reform
was that hoarded goods were released at profiteering prices,
causing inflation; inflation then became the occasion for the
occupation authorities to further tighten credit. Wholesale
prices rose to 60 percentabove 1936 levels, and 100 percent
retail price increases were common, while wages were well
below 1936 levels. Afterabout six months, theeconomy was
in sclerosis, while the United States itself, the Federal Re-
serve having tightened credit to combat business loan de-
mand, began to slide into a recession that struck at the world
economy as a whole.

The West German situation was universally recognized
as disastrous by the end of 1949. The mark had been devalued
again, by 21 percent, as part of the European devaluations
forced by the Marshall Plan, raising dollar goods’ prices for
Europe an average of 44 percent. What supervened in 1950
was the Korean War and the momentum for European rear-
mament. After further credit tightening, justified in the name
of combatting rising prices for imported raw materials, West
German managed to double its exports and increase overall
production to a level 11 percent above 1936. In 1951-52 the
economy retreated again, but the occupation-controlled cen-
tral bank, the BdL, continued its practice of braking any sign
of an upsurge while refusing to counter downturns. Official
unemployment stood at 10 percent at the end of 1952, and
was still over 7 percent at the end of 1954.

Henry Wallich, now Paul Volcker’s number-two man on
the Federal Reserve Board, looked at this picture in his 1955
book Mainsprings of the German Revival, and concluded
that the impressive thing about western Germany’s post-war
evolution was not a high level of exports per se. Exports were
‘‘modest,’’ he concedes. ‘‘The low level of imports and the
consequent balance-of-payments surplus are really the most
miraculous phase of the German miracle.”’ The key to the
low level of imports, in turn, he concludes, was ‘ ‘the German
diet,”’ noting that Hitler’s Reich, even at the height of autar-
ky, imported more food than West Germany in 1952-53,
though the Reich possessed the eastern *‘breadbasket.’” Ca-
loric intake at that point in the 1950s was still below pre-
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World War II levels, and meat consumption was four-fifths
of the wretched pre-war level. Thus ‘‘German income and
production do notrank particularly high. . . . Today, never-
theless, Germany can look back upon four years of balance-
of-payments surpluses.’’

The investment clamp

It is simply not the case that Marshall Plan funds provided
an important proportion of post-war West German invest-
ment. Commodity aid, on the contrary, lubricated the impo-
sition of an economic structure which discouraged crucial
industrial investment. The counterpart funds at most aver-
aged 3.5 percent of gross investment in the 1949-53 period,
peaking during 1950 at 9 percent. At first they were frozen
as a ‘‘counter-inflation’’ measure. They began to be released
in the spring of 1949, when the NATO push got under way.
Only 10 percent had been unfrozen as of the first quarter of
1950; then the Korean War situation impelled their use to try
to open the coal and steel bottlenecks, about which very little
had previously been done. Finally, as the ERP was trans-
formed into the Mutual Security Agency in 1951-52, the
counterpart funds were used for military-related purchases.

Most important regarding investment potential was the
credit structure imposed by the currency reform and by the
monetarist habits of the BdL. The occupation was supposedly
committed to private-enterprise funneling of capital by thrifty
and prudent savers into productive outlets. Yet, the 1948
currency reform defined savings deposits as cash, and thus
wiped them out at the same 100 to 6.5 ratio.

No corporate stock market existed in occupied Germany,
and private banks lent chiefly at short term. The main source
of capital formation was plowed-back company profits; but
steel and coal were not profitable. Much available capital
flowed into luxury housing, nonessential consumer goods,
and so forth; export-intensive producers were favored at the
expense of restoring and modemizing the industrial base
itself. Those who were able to invest their profits and receive
huge tax write-offs were, as Wallich puts it, individually
redeploying ‘‘the forced saving that business imposed on the
consumer.’’ The 12 to 14 percent rate of net investment as a
proportion of GNP during 1948-49, for example, does not
reflect a high absolute level of investment, but the wretched
level of variable-capital outlays.

As a result of insufficient modernization and the effect of
low living standards on skills and output, official productivity
figures lagged, below pre-war levels until 1952, despite the
Germans’ hard work. In 1950, 25 percent of German families
had no homes of their own (they were still living in bombed-
out cellars, relatives’ houses and so forth) and there were still
half a million dwelling in camps as of 1954, the year when
per capita income finally reached the level of guns-not-butter
1938 under Hitler. As the Bank for International Settlements
had written after the first year of the Marshall Plan, ‘‘lack of
capital will presumably continue to characterise the German
economy for a long time to come.’’
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Kissinger cooks up a new
Mideast plan for Reagan

by Nancy Coker

RonaldReagan’s Sept. 1 Middle East policy speech may have
marked the President’s debut in the Arab-Israeli arena, but it
was no first-time-around for the real author of the speech,
Henry A. Kissinger.

Kissinger, the éminence grise behind Secretary of State
George Shultz, has been pulled into the inner circle of policy-
making in the White House, and is doing his utmost to ensure
that U.S. diplomacy in the Middle East in the wake of the
Beirut crisis leads not to a comprehensive resolution of the
Arab-Israeli conflict based on the economic development of
the region, but results instead in a never-ending series of
crises and—Kissinger’s specialty—overseeing  crisis
management.

What President Reagan thinks his initiative is, it is not.
Reagan is under the illusion that what he has proposed—the
confederation of some kind of autonomous Palestinian entity
with Jordan—will break the Camp David deadlock and pave
the way for Jordan and Saudi Arabia to join the much-cele-
brated Camp David ‘‘peace process.’’ What Reagan fails to
see is that Camp David, for all intents and purposes, is dead,
killed by Israeli intransigence on the Palestinian autonomy
issue, and that Egypt is dangerously isolated. Under Kissin-
ger’s guidance, Reagan has chosen to ignore. this reality and
instead has embraced the former Secretary of State’s modus
operandi: creating the illusion of initiatives and progress on
the peace front, while the region disintegrates into chaos
under the twin pressures of economic collapse and terrorism.

Kissinger’s gameplan is not his own. It is a product, just
as he is, of a longstanding British intelligence strategy to
maintain the Middle East in a perpetual state of tension and
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irresolution aimed at undermining the region’s nation-states,
including Israel. This will not only facilitate continued oli-
garchical control over and manipulation of the area, but en-
hances British efforts to skew entire national economies away
from their commitments to industrial and agricultural devel-
opment and to transform them into dirty-money, dope-traf-
ficking ventures.

The Bernard Lewis Plan

The U.S.-based case officer for this operation is one
Bernard Lewis, a British Secret Intelligence Service opera-
tive since 1940 and a professor at Princeton University. Kis-
singer’s role in all of this is to make sure that the United
States carries out its end of the operation to carve up the
Middle East, an operation dubbed by insiders as the Bernard
Lewis Plan.

Since the mid-1970s, when the Bernard Lewis Plan was
put into high gear, the nation-states of the Middle East, one
after the other, have been chopped to bits. Lebanon has been
decimated; Iran has been reduced to a seething sea of Islamic
fundamentalism; and Egypt is reeling under the weight of
accumulated financial woes. Jordan, Saudi Arabia, and the
Gulf states are next on the list for destabilization.

Like many of its recent predecessors, the Reagan admin-
istration, in pushing for Camp David II, has not addressed
the basic issues at hand. With Kissinger now running the
show in this post-Beirut ‘‘new era,’’ these issues are likely
not to be taken up with any degree of seriousness. Under
Kissinger’s influence, the urgent necessity for, destroying
Khomeinism and related terrorist capabilities, or the urgent
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necessity of promoting a U.S.-sponsored development plan
for the region centering around Egypt and utilizing Israeli
technology, will be ignored.

‘Kissinger’s baby’

‘‘Reagan’s speech,”” commented one Georgetown Uni-
versity source, ‘‘was Kissinger’s baby.”’

*‘Kissinger was heavily, heavily involved in what came
out of Reagan’s mouth that night,’’ said another source close
to official Israeli circles. ‘‘Don’t let anyone tell you other-
wise. If you don’t believe me, read the speech for yourself.
His footprints are all over the place.’’ So far, the Reagan-
Kissinger proposal has met with outright rejection by Israel
and the Arab radicals, and silence by the Arab moderates.
According to insiders, the people who are picking up on the
Reagan plan behind the scenes are Jordan and Saudi Arabia,
and, in Israel, Shimon Peres’s Labour Party. Washington has
also bought, through the good offices of Prince Abdullah in
Saudi Arabia, the cooperation of Syria, sources report.

What this means is the following: At the upcoming Arab
League summit in Fez, Morocco, pressure will be placed on
the participants to discard the 1974 Rabat summit agreement
making the Palestine Liberation Organization, not Jordan,
the sole representative of the Palestinian people. This done,
Jordan will then be free to enter into the ‘‘peace process’” on
behalf of the PLO and to take up Reagan’s nebulous confed-
eration plan, a plan that Reagan has categorically stated pre-
cludes the establishment of a Palestinian state. Kissinger’s
long-term sidekick Philip Habib, fresh from winning his
Middle East crisis-management credentials as the U.S. spe-
cial envoy to Lebanon and Israel during the Beirut seige, has
already been named to carry out what is expected to be years
of sterile shuttle diplomacy to negotiate Phase II of Camp
David around the President’s Jordan confederation scheme.

The immediate danger of the current situation is the pos-
sibility thatthe Begin-Sharon government might use the Rea-
gan proposal, which Jerusalem has out-of-hand rejected, as
apretext for breaking with the Camp David accord altogether
(as advocated by Defense Minister Sharon’s crony Yuval
Ne’eman, the newly appointed Minister of Science and De-
velopment) and annexing the West Bank and Gaza (also
called for by Ne’eman). Despite reports that Reagan’s initi-
ative had actually preempted Sharon from carrying out what
was perceived as imminent annexation, Washington sources
close to Israel predicted that Sharon *‘could still go haywire.’’

Administration officials are unusually sanguine about Is-
rael’s total rejection of the Reagan proposal. When asked
about this, one Israeli intelligence-connected source re-
sponded, ‘‘It’s not surprising; Washington is getting ready to
play the Peres card.”’

By all accounts, the installation of Peres is seen by Kis-
singer and Co. as the best come-on to King Hussein to join
the Camp David process. The administration fully expected
to provoke a fight inside Israel between the ruling Likud Party
and the opposition Labourites, and is said to be throwing its
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weight to Peres. In mid-August, while on a trip to Washing-
ton, Reagan unexpectedly summoned Peres for a meeting at
the White House, presumably to discuss this now-active
scenario.

*‘If Begin dies, things are going to be a lot easier for
everyone concerned,’’ one source said, ‘‘I know this is the
way some people in the administration are thinking, and even
a lot of Jews. Begin just isn’t any good for this next period
that we are going into.”’

It is significant, in this light, that less than 48 hours after
the Reagan speech, the Israeli supreme court declared the
Begin government’s ban on El Al flights on the Sabbath to
be illegal. This is a severe blow to the religious fundamen-
talist government of Begin and could further weaken him.

A well-informed Israeli source reports that Peres was
recently bought by the notorious Chinese-allied Israeli mafio-
so Shaul Eisenberg, who the sources called ‘‘the most dan-
gerous man in Israel.”’ Eisenberg, in combination with a
network of old Jewish Sephardic banking families led by the
Recanati, is a top figure in the Golden Crescent drug trade. It
is known that among the secret clauses worked out by Kissin-
ger inthe Camp David accords is the establishment of a strong
Chinese-Middle East axis, which, in effect, will mirror the
old British-East India Company domination of Asia through
which illegal drug trade flourished in the last century.

Egypt out on a limb

Since the start of the Lebanon crisis in June, Egypt has
maintained a firm position that until Israel gets out of Leba-
non, there can be no autonomy talks, and hence no Camp
David. In addition, Egypt has prevailed on Washington to
put forth a comprehensive solution to the crisis and not en-
gage in mere crisis management exercises. These implicit
attacks on Kissinger have recently become explicit. The
Egyptian press has begun attacking Kissinger, proclaiming
that Egypt will reject any attempt by the former Secretary of
State to involve himself in the Middle East and to intérfere in
Egypt’s policies.

Egypt’s firmness reflects a certain inside knowledge gained
as a result of that country’s intimate experience with the
Camp David process. The economic benefits promised to
Egypt at the time of the Camp David accords have not been
forthcoming. Cairo is now in the throes of a severe economic
crisis as a result of the Open Door policies pursued by Anwar
Sadat under the aegis of Camp David.

President Mubarak is highly vulnerable as a result, par-
ticularly in light of the growing threat of terrorism by Pales-
tinian and Arab radicals, whose extremism has been fueled
by the Beirut crisis and now by Reagan’s non-initiative,
Camp David II. The radical Popular Front for the Liberation
of Palestine has pledged to ‘‘undermine any alternative which
imperialism is trying to impose.’”’ From Tripoli, Libya’s
Muammar Qaddafi is threatening to launch a terror wave
around the world aimed at destroying moderate Arab
governments.
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An appreciation of
Nahum Goldmann

by Mark Burdman, European Correspondent

At atime when the human race is passing through its greatest
general crisis in centuries, the death of Nahum Goldmann
must be mourned for the loss to humanity of one of its most
vital living connections to those profound historical truths
which alone can ensure the survival of civilization.

In his more than 70 years of political activity, primarily
in Jewish and Zionist affairs, Goldmann represented and
expressed the continuity of Jewish achievements through the
centuries in culture and the spirit, and the coherence of these
achievements with the great tradition of the Weimar German
classical period. He understood, as only a minuscule few
alive today do, the inner, immortal and necessary unity of
the best expressions of German and Jewish culture. He be-
came a living counterpole to, an organizing center against,
the irrationality that earlier in this century produced the Nazis
and which has more recently been spreading like a plague
throughout the Middle East, a region with which Goldmann
was for decades so lovingly concerned.

Goldmann’s own immortality is especially ensured by
the heightened intensity and pace of intervention that he made
particularly into Jewish and Israeli life in the last weeks, even
days, of his life. Goldmann’s last years coincided with the
plunge of civilization toward hell, and while most world
leaders seemed to show that they had learned nothing from
the tragedies of history, Goldmann’s ideas were a constant
reminder that statescraft must embody a moral vision pos-
sessed of an understanding of the long sweep of generations
past and the necessities for the future to come. To the prag-
matists of today, especially the short-sighted ‘‘provincials’’
ruling Israel whom he so regularly took to task, Goldmann
counterposed the idea that the only legitimate and enduring
‘“‘realism’’ is that based on nurturing the best and most en-
during potentials in the human being.

This defined his approach to the emotion-racked question
of relations between Israelis and Arabs today, and established
him as a conscience for the state of Israel and world Jewry.

Goldmann’s passion was to bring modern Jewish and
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Israeli life into atonement with the moral exigencies to be
drawn from the rich history and ‘‘special character’’ of the
Jewish people.

The special character
of Jewish history

As he wrote in the second volume of his autobiography
(Mein Leben: U.S.A.-Europa-Israel), ‘‘the distinguishing
basis for [the Jewish peoples’] unique existence was the re-
ligious idea. . . . The distinguishing idea, that Judaism has
created, the concept of one God for the entire world, perhaps
the greatest and most revolutionary idea of humanity, is still
today in its character not fully appreciated. . . . The thought,
that one God has created all of humanity, and is the same
God for the multitude of all peoples, nations, and races, is
the boldest, most revolutionary, loftiest idea, that a people
or its religious leaders has ever formulated.”’

This notion of one God is necessarily linked in Gold-
mann’s view with the conception of the Messiah, of potential
perfection on earth, and with the otherwise unique notion of
the Jews’ ‘‘chosenness’’ (Auserwidltheit). Together, these
elements create the notion that the Jew has a special mission
to seek the good on earth. It is the endurance of this combi-
nation, in Goldmann’s view, that has made for the ‘‘excep-
tional’’ achievements of the Jews through the centuries, and
which explains the Jews as a ‘‘non-conformist’’ and, half-
ironically stated, a ‘ ‘troublemaker’’ (Storenfried) through the
ages.

*“The Jewish people has survived thanks to the Prophets,
to Moses and the Bible, thanks to Einstein and Heine, and
not thanks to the generals or to Begin’s demagogues,’’ he
stated in an interview days before his death, with the West
German magazine Der Spiegel.

Animated by a sweeping appreciation of the breadth of
the Jews’ historical experience and by the crisis of Jewish
life in the twentieth century, Goldmann was deeply involved
in Jewish and Zionist affairs for over 70 years. Following a
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1914-18 position in the Jewish department of the German
Foreign Ministry, Goldmann in the early 1920s was elected
to the Zionist General Council, the parliamentary body for
the World Zionist Organization (WZO). In 1935, he was
chosen as the WZO representative to the League of Nations,
and was voted onto the Zionist executive, on which he served
for 33 years, including twelve (1956-68) as president of the
WZO. In 1936, he helped found the World Jewish Congress,
and was its president from 1951 to 1978. He also served eight
years as head of the New York-based Conference of Presi-
dents of Major American Jewish Organizations; edited the
seminal reference work, the Encyclopedia Judaica; and served
as chairman of the Memorial Foundation for Jewish Culture.

The founding of the World Jewish Congress points to
Goldmann’s central concern for Jewish life in its universal
and global sense, not only in its national-Zionist sense, es-
pecially as the great majority of the world’s Jews in fact do
not live in Israel (nor, in 1936, were they committed Zion-
ists). From this standpoint, Goldmann, differing from more
provincial Zionist leaders and much of the Israeli establish-
ment, has seenthe creation and survival of Israel as important
in universal Jewish terms, as distinct from the various shades
of Israeli-Zionist thinking which view the entire history of
the Jews between the destruction of the Second Temple by
the Romans and the creation of the State of Israel as irrele-
vant, and which think of Israel as a linear descendant of the
Hebrew-Israelite-Judean people of ancient times. As he iden-
tified on many occasions, Goldmann thought of Zionism as
a ‘“‘synthesis of East and West,”” combining the different
branches of Jewish life into one new culture.

Speaking from the depths of his lifelong experience and
knowledge, and probably from his reading of the German
poet, historian, and playwright Friedrich Schiller, Goldman
came to view the Israeli situation in the past years as ‘‘trag-
ic.”’ Instead of embodying and expressing the cultural, intel-
lectual, and spiritual visions of great Jews of history, Israel,
in Goldman’s eyes, lived on the basis of short-sighted, chau-
vinistic, narrow-minded considerations on the one hand and
on a simultaneous, if paradoxical, impulse toward ‘‘normal-
cy’’ on the other—with ‘‘normal’’ organized crime, ‘‘nor-
mal’’ pettiness, and so forth. *‘This conception of ‘normali-
zation’ I have for years rejected,”” Goldmann wrote in vol-
ume two of his autobiography, ‘‘for I see it as a disavowal of
the entire Jewish history. The suffering of the Jewish people
of centuries would become senseless, if the summit of Jewish
life were to be a small ‘normal’ state, with all the negative
manifestations, as they appear today in all other states.’’

Especially aghast at the Israeli situation under the Begin
regime beginning in 1977, Goldmann warned, in a famous
July 1980 article entitled ‘‘Out of concern for Israel,”” that
the country, if it proceeded on its current path, ‘‘will be
shoved ever closer toward the edge of the precipice on which
it now finds itself, and which must lead to the abyss.’* Of all
the problems that he perceived at the time, Goldmann wrote,
“‘worst of all [is] the persistent weakening of morality, which
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was always Israel’s greatest source of strength.’’

In the same article, Goldmann expressed the psychology
of the Israeli population with a humorous Jewish story (Gold-
mann regarded his sense of humor as one of his strongest
attributes:) ‘‘A Jew is traveling on a train. At every station,
he sticks his head out the window, reads the name of the
station, and moans. After four or five stations, another pas-
senger asks him why he is wailing so. The Jew answers him:
‘I keep travelling in the wrong direction.’ ’’ ‘‘Many Israelis
have this feeling,”’ Goldman noted, ‘‘but do not dare to
switch over to another train.”’

The *‘original sin’’ of the Zionist movement and Israeli
state policy, in Goldmann’s eyes, has been the abject refusal
to pursue an effective approach toward peace with the Arab
countries. One of the most intense pursuits of Goldmann’s
life, to the very end, was to preempt a process of radicaliza-
tion of the Arab world that could result in Israel being sur-
rounded with the plague of ‘‘Khomeinism’” and which would
pit 120 million Arabs in confrontation with four million Is-
raeli Jews. In this pursuit, Goldmann came into the most
direct clash with the short-sighted Israeli leaderships who
have perceived Arab radicalization as ‘‘useful’’ to Israel.

Goldmann’s life was punctuated with important interven-
tions for an Arab-Israeli settlement. In the mid-1950s, he
enlisted the great Indian leader Jawaharlal Nehru in a mission
to intercede with Egyptian President Nasser to arrange direct
Egyptian-Israeli peace talks—an effort that failed in large
part because of the British-guided imperialist Suez adven-
ture. Following the 1967 Arab-Israeli war, he tried to head
off the ‘‘greater Israel’” chauvinism spreading over Israel by
arguing that the war victory compelled Israel more than ever
to seek compromise with the Arabs. Up to the last days of his
life, as he witnessed with great anguish Israeli Defense Min-
ister Sharon’s rampage into Lebanon, he tried to make direct
contact with Palestine Liberation Organization Chairman
Yasser Arafat, to help shore up Arafat against the Sharon-
allied Palestinian extremist factions, and to lobby for a Pal-
estinian government-in-exile that would expedite the mutual
recognition of Israelis and Palestinians. ‘‘Reasons of Jewish
history,”” Goldmann stated, compelled him to make this in-
tervention in the eighty-seventh year of his life.

For years, Goldmann advocated the creation of a *“Mid-
dle East Confederation’’ that would bring about ‘‘Jewish-
Arab cooperation [that] would hasten in completely unprec-
edented fashion the already begun Renaissance of the
Mideast.”’

When this idea came to seem for the present unfeasible,
Goldmann came to advocate more and more the idea of the
neutralization of the state of Israel, and the guaranteeing of
that neutralized state by the major powers—including, with
wonderful poetical-historical importance, West Germany.

A neutral state, he wrote in 1980, would be *‘appropriate
for the singular character of the Jewish past. It would permit
the Jewish people a new intellectual and moral center, a
source of new inspiration for the Diaspora, thereby creating
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security for the Jewish future. . . . Seen world-historically,
a neutralized Jewish state could give the Jewish people a
concrete chance to stand again at the center of intellectual
history. It would thus allow this people once again to continue
its centuries-old contributions to human culture, and thereby
to secure itself a future which in its meaning and its content
would correspond to the unique character of its past.’’

In his autobiography, he adds that such a state would
allow for the flourishing of the *‘religious, intellectual, and
cultural’” pursuits that have characterized Jewish history, and
that would be in atonement with the works of ‘‘the Prophets,
the Jewish philosophers and ideologues of the Middle Ages
and of modem times, Spinoza, Heine, Freud, and Einstein.’’

Germans and Jews
The deeper reservoir of his understanding from which
Goldmann drew to put forth such world-historical proposals

LaRouche mourns
Nahum Goldmann’s death

The following open telegram was issued by EIR founder
Lyndon H. LaRouche, Jr. on Aug. 30.

Hang out the flag at half-mast around the world. Let Pres-
ident Ronald Reagan decree a national day of mourning,
and let the Congress, wherever the members may be, stand
for a solemn ten minutes of thoughtful silence at sunset
today. A great world leader, Nahum Goldmann, the grand
old man of world Jewry, died last night.

We all have suffered a great loss. In a time when the
leading circles of most nations are chiefly composed of
little, bungling, petty careerists, this 87-year-old giant
from the better-age past was one of the few voices of true
grandeur of intellect and lovingness to rally something
better from within us.

My wife, Helga, and I were privileged to meet pri-
vately with Nahum Goldmann only once, during late 1979
athis home in Paris. We both fell in love with this man at
once. Since then, it has been a source of joy to both of us
to witness his interventions into critical moments of cur-
rent history, and to support his efforts in these matters.

This man was a true Jew, as he himself described the
function of Jewish culture most recently. I know some-
thing of the work in which he was most recently engaged,
not as intimately as those closest to him, but enough to
say that the level and quality of his actively leading role
would astonish most persons if the full facts of this matter
could be made public. This man has been a giant among
us.

Helga and I shall miss him very, very much.
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lay in his knowledge of the inter-relatedness of the German
and Jewish historical experiences, and his direct access to the
processes whereby the state of Prussia was created in the
eighteenth and nineteenth centuries with the assistance of
Jews granted legal status by the great Prussian elector.

In the first volume of his autobiography (‘‘Mein Leben
als Deutsche Jude’’), Goldmann made the following obser-
vation: ‘‘Despite all criticism, no doubt can exist that Ger-
mans as well as Jews were and are very great people. Their
great ambitions, their creative qualities rank them unques-
tionably among the greatest peoples of world-history. Per-
haps both are inevitably connected to each other. . . . I have
in my youth in my diary written: ‘The Jews are a people, that
one must admire, but cannot love.” That goes also for Ger-
mans. Both are unloved. Especially the greatness of both
peoples—the Germans unique in their metaphysics, musi-
cally in manifestations like Bach, Beethoven, Mozart, the
Jews unsurpassable in their prophets and their religious ge-
niuses, among which one can count Jesus and Paul, in their
stubborn loyalty to their beliefs—explain in large measure
the attitude of non-Jews and non-Germans to both peoples.’’

Goldmann elsewhere expands on his love for German
classical music. ‘“‘No people and no culture, not even the
Jewish, have influenced me so strongly as the German. . . .
The strongest emotional experience I had and I have have
been by listening to the music of Bach, Beethoven, and
Mozart.”’ In volume two of his autobiography, he writes:
‘‘None of the spheres of culture has so deeply made an
impression on me as music. My musical taste is considerably
conservative, from the standpoint of the younger generation
it would seem old-fashioned. My deep interest is for the
classics, before all Bach, Beethoven, and Mozart. . . . my
great love in the world of opera is Verdi and Mozart. . . .
For Wagner I have never had a deep understanding.’’

In the same vein, his writings are liberally sprinkled with
references to the works of Schiller, Heine, and Lessing, and
empbhasis on the power that they had on the minds of Jews
throughout the nineteenth century.

In 1915, while in the German Foreign Ministry, Gold-
mann authored a document, with the somewhat misleading
title, “‘The Spirit of Militarism,”” which clearly identifies a
direct connection in his ideas and experiences with the Jew-
ish-aided building of the humanist Prussian Cameralist state
of the century past. Although Goldmann never in the future
explicitly further developed the concepts contained in the
piece, it stands on its own as a fascinating historical docu-
ment, and as a ‘‘mind-print’’ to the deeper recesses of Gold-
mann’s own udnerstanding.

The piece is a defense of a conception of Prussian system
economics (in which, inclusively, he calls the Prussian gen-
eral the *‘personification of the Kantian categorical impera-
tive’’), and the ecumenical nature of life in Germany, as
against the corrupt life of the ‘‘French salons’’ and the
‘‘Houses of the British Lords.”’

‘It would be an interesting task,’’ Goldmann wrote, ‘‘to

EIR September 14, 1982



examine the error from which the incomprehensible misjudg-
ment has come about which is dominating the opinion of the
continent about England since 150 years; the idea that the
Island Kingdom is democratic. The main fault of this mis-
conception is the confusion of liberalism and democracy.’’
Goldmann explained that liberalism is the contrary of de-
mocracy, since the former signifies ‘‘random freedom’’ and
converges on ‘‘animal’’ behavior, whereas the latter signifies
“‘equality, which is a product of culture and which can only
be established by conscious human creation and effort.””

He then attacked Britain for being *‘at the spearhead of
the campaign against the German spirit,”” and British ideol-
ogy as ‘‘pure individualism’’ characterized by ‘‘empiricist
andinductive’” habits leading to ‘‘atomizing thinking.’’ Brit-
ish ideology, he asserted, cannot understand ‘‘concepts and
ideas,’’ and ‘‘one can see the same in British jurispurdence,
which lies in common law (Gewohnheitsrecht).”’ ‘‘Great
principled norms are unknown to this system. . . . Adam
Smith and John Stuart Mill are based on the dogma of the
most extreme individualism.”’

While Goldmann did not in later years elaborate in detail
on these conceptions, and did in fact later maintain ties with
leading British policymaking circles and their counterparts
in France, he maintained an obvious reticence about the Brit-
ish and never fell victim to the scurrilous British-organized
‘‘German collective guilt’’ campaign, despite his deep hatred
for the Nazi leadership.

In the first volume of his autobiography, he said bluntly,
‘I do not belong to those who consider Hitler to be a typical
German. The theoretical foundations of modem anti-Semi-
tism were formulated by Frenchmen like Gobineau, Dru-
mont, Maurras, or by British thinkers like Houston Stewart
Chamberlain, who, as everybody knows, was a son-in-law
of Wagner.”’

The same volume contains the assertion that ‘it was the
unholy policy of Chamberlain and Daladier, supported by
the capitalist circles in the City of London and France, sup-
ported by the British and French press, that coolly accepted
Hitler’s policy, hoping that he would destroy communism.’’

Following the Second World War, Goldmann saw as one
of his most important missions the accomplishment of an
historical reconciliation between Israel, or Jews more broad-
ly, and Germany. To this end, he regarded as one of his
central life achievements the arrangement worked out with
West German Chancellor Adenauer for the payment of re-
parations (‘‘Wiedergutmachung’’) to the State of Israel. Not
only did he take pride in how this built up the Israeli economy,
but he also viewed this as the means for outflanking the
*“collective guilt’” hysteria and for creating the preconditions
whereby the greatness of Jewish-German relations of a for-
mer era could again become an efficient and motivating con-
ceptin men’s minds.

Were this knowledge to be restored in contemporary times,
Goldmann was aware, the chances of the human race surviv-
ing in the next years would be greatly enhanced.
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WEST GERMANY

Schmidt must fight
to win Hesse election

by Susan Welsh

Under the current conditions of economic crisis in the Federal
Republic of Germany, detailed this week in EIR’s Special
Report, the Sept. 26 state election in Hesse assumes the
utmost importance. The coalition government of Chancellor
Helmut Schmidt is on the verge of collapse, and a bad show-
ing for his Social Democratic Party in Hesse could push it
over the brink.

Helga Zepp-LaRouche, the chairman of the European
Labor Party (EAP) who heads the party’s election slate in
Hesse, warned in a radio interview Aug. 28 that the current
crisis could lead to fascism once again in Germany. ‘‘ Anyone
who sees himself as a patriot,’’ she said, ‘‘—and I consider
myself a German patriot—sees how our country is falling
apart; one fears the repetition of what could be called the
German tragedy—Weimar, and the threat of a new fascism.
And I do not see that the leading institutions, the leading
parties have any conception of how to prevent this from
happening.’’ Zepp-LaRouche called on the population to
mobilize for a ‘‘new world economic order’’ to prevent a
1930s-style depression, and to outlaw the facist Green Party,
as the first essential steps to preventing a national disaster.

Since the EAP first launched its call for banning the
Greens as unconstitutional several months ago, the potential
fora fascist revival has become increasingly apparent. Chan-
cellor Schmidt, in a speech opening his party’s election cam-
paign in Hesse Aug. 28, was pelted with eggs by the radical-
environmentalist Greens. For the first time he abandoned his
customary politeness toward the disruptors, shouting back:
““You are just like the SA’’—Hitler’s Sturmabteilung, the
Brownshirts.

In other recent speeches, Schmidt has warned of the dan-
ger of a return to conditions resembling those of the 1930s.
In an Aug. 20 address he compared the constant threats of
the Free Democratic Party (FDP), his coalition partner, to
bring down his government, to the role of the FDP’s prede-
cessor 52 years ago in toppling the last Social Democratic-
led government of the 1930s, that of Hermann Miiller. After
Miiller came a quick succession of Chancellors followed in
1933 by Adolf Hitler.

The Hesse election fight pits Holger Bomer, the Social
Democratic (SPD) governor and a close factional ally of
Schmidt against the SPD leftists, against Alfred Dregger of
the Christian Democratic Union (CDU). The Free Democrats
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announced in June that they would abandon their coalition
with Bomer and ally with Dregger after the election, so
Bomer must now either win an absolute majority for his
party, or consider a new coalition partner. Leftists inthe SPD
are calling for an electoral alliance with the Greens—a pos-
sibility which Bomer has ruled out (leading in turn to leftist
calls for his ouster). The latest public opinion poll released
by the Emnid polling institute at the end of August gives the
CDU 50 percent of the vote, the SPD 34 percent, the Greens
11 percent, and the FDP 4 percent. If these figures can be
believed, the FDP would disappear from the state parliament
(since a 5 percent minimum is required by law) and would be
in big trouble on the national level as well. But the figures
also show what an uphill battle Borner faces.

The fragmenting and discrediting of institutions in West
Germany is proceeding rapidly, just as in the United States
and other countries, raising the danger of a fascist revival.
But the oligarchic families of Europe and their allies in Lon-
don and New York banks, the people who financed Hitler’s
riseto power, are once again singling out Germany for special
treatment. Not only is Germany located on the seam between
East and West, but in the past, under Schmidt’s leadership,
it has shown signs of asserting its national interests, against
the policies of the Anglo-Swiss oligarchists.

Now the Bonn government is almost exclusively preoc-
cupied with its own internal squabbling, since this time last
year, when the Free Democratic Party’s *‘will-they-or-won’t-
they-split’’ maneuvers earned the epithet ‘ ‘summer theater.”’
Now the FDP leadership is openly discussing a break with
Schmidt, portraying their campaign in Hesse as a trial run to
see whether the voters would prefer an FDP alliance with the
CDU. The FDP is so universally despised for its opportun-
ism, however, that even Christian Social Union head Franz-
Josef Strauss declared in an interview Aug. 30 that he had
had it with the FDP’s Genscher, who has ‘‘missed the bus’’
by not breaking with Schmidt earlier, and who should be
viewed as a ‘‘tragic figure’’ rather than a possible coalition
partner. The CDU/CSU partners should go for an absolute
majority and forget about the Free Democrats, Strauss said.

The chief wrecking operation against the constitutional
order and particularly against the SDP is the Green Party,
which declares itself the ‘‘anti-party party,’’ abhors the par-
liamentary system, leads violent demonstrations against nu-
clear power plants (which it claims were merely the work of
‘‘fringe elements’’) and meets with Libyan dictator Muam-
mar Qaddafi to discuss the formation of a ‘‘Green Interna-
tional’’ to destroy the industrialized world. Political life in
West Germany is now polarized around the Greens, and each
major party contains powerful pro-Green factions.

SPD chairman Willy Brandt, who has presided over an
enormous influx of Green-tinted leftists into his party, out-
raged traditional Social Democrats when he announced in
Munich July 4 that he would not rule out a federal coalition
with the Greens after 1984. Alfred Dregger, the Hesse CDU
head, has rejected the charge by his opponent, Holger Bor-
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ner, that the Greens are ‘‘close to fascism,’’ going so far as
to say in a late-August article in the Hesse CDU magazine:
‘it is we who were originally the true Greens.”’

Chancellor Schmidt, when he announced June 30 that he
had reached a compromise with the FDP that would allow
the federal coalition to survive its crisis over the 1983 budget,
added that a deterioration in the world economic situation
could quickly ‘‘turn everything upside down again.’’ Indeed,
as the near-bankruptcy of the electrical and electronics giant
AEG makes clear, the economic situation has gotten much
worse (see Special Report).

Apart from the European Labor Party with its program
for a new world monetary system, no party or politician
claims to have any solution. Schmidt, who has fought pub-
licly for two years to convince the United States to lower
interest rates before the Federal Reserve strangled world trade
and triggered a global depression, could only say in his Hesse
election speech that his government offers ‘‘less austerity
and more equitable austerity’’ than the Christian Union par-
ties. The FDP is demanding new budget cuts and austerity
measures, and Genscher declared Aug. 31 that if Schmidt
will not agree to this the SPD will have to look for another
coalition partner. The CDU is calling for a German version
of ‘“Thatcherism,’’ the smashing of the trade unions and the
‘‘rationalization’’ (shutdown) of industry. The trade unions
are mobilizing for a ‘‘*hot autumn’’ of anti-austerity strikes
and demonstrations, starting Sept. 7, but have no solutions
to offer except the fraud of ‘‘more fair distribution’’ of
shrinking wealth.

The European Labor Party is fielding 35 candidates in
Hesse, in a campaign intended to force a dramatic policy shift
in the SPD while building the EAP itself as a party large
enough to replace the Free Democrats in a coalition govern-
ment. Faced with a blackout in the ma jor news media against
her campaign, Zepp-LaRouche and her party have neverthe-
less created such a stir in the base of the SPD and the trade
unions through hundreds of rallies and meetings that Borner
and Schmidt have been forced to attack the Green fascists,
against the wishes of Willy Brandt. But it will take a dramatic
move by the SPD to regain the trust of the population and
mobilize it effectively to avert national disaster.

In four “‘open letters’’ to the SPD and the unions, Zepp-
LaRouche has elaborated the solution that is required, in-
cluding urgent steps to peg the deutschemark to gold, to
establish government control over the central bank, and to
set up international mechanisms to provide low-interest cred-
its to develop the Third World.

In the latest open letter, released Aug. 30, the EAP leader
wamned the unions against repeating their mistakes of the
1930s. When fascism threatened, she said, the trade unions
formed paramilitary formations called the Reichsbanner to
fight the Nazis. But the troops were never deployed because
the unions waited in vain for their leaders to give the march-
ing orders. This time, local officials must have the courage
to force the requisite action, she said.
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PEKING'’S 12TH PARTY CONGRESS

Deng Xiaoping likely to ensure succession:
but how long will his dynasty last?

by Gregory F. Buhyoff

China will know a very stable political situation until the end

of the century. I am not 100 percent sure of it, but at least 90
percent sure. . . . o

—CCP Chairman Hu Yaobang to Agence

France Presse, Aug. 25, 1982

Sooner than the turn of the century, observers of Chinese
affairs may be recalling these words in the same light as the
ill-fated predictions of Marshal Ye Jianying when he blessed
the ascension of Chairman Mao’s chosen successor, Hua
Guofeng, to the post of party chairman at the 1977 Plenum
of the Chinese Communist Party (CCP). Hua was eventually
to be ousted, along with many other opponents of the then
emerging faction of CCP Vice-Chairman Deng Xiaoping,
which has since attained preeminence in the party and gov-
ernment apparatus.

Sept. 1 saw the opening of the long-delayed 12th Party
Congress, where Deng Xiaoping hopes to cap a five-year
campaign to consolidate his faction’s hold on power. The
congress could be one of the most important in the history of
the Chinese Party. It could very well be the last Congress for
many of the most revered leaders of the generartion that
founded the PRC in 1949. The congress will feature the most
extensive purge of the party membership in history, and
effect sweeping organizational and constitutional changes—
all designed by Deng to try to ensure that his policies succeed
him.

The prospects of Deng finally finishing off the opposition
is titillating news for China Card advocates in the United
States and elsewhere, who have long looked forward to a
‘‘stable China’’ under Dengist policies. Deng, true to the
mantle he inherited from Chou En-lai, has sought strategic
cooperation with the United States in exchange for Washing-
ton’s imprimatur on Peking’s imperial designs for Asia.
*“‘Open Door’” economic policies favoring intimate ties with
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the overseas Chinese community have opened the country to
exploitation of cheap labor and resource extraction. At the
same time, Deng’s assault on heavy industry, and his depo-
pulation program, have ensured that China under Deng will
not make use of its natural resources to urbanize and
industrialize.

The Dengists’ ambitions have not gone unchallenged.
Stiff resistance to Deng’s de-Maoization, economic policies,
and U.S. links have exacted concessions which will hamper
Deng. The very fact that the congress was delayed for so
long, and announced on such short notice, shows that many
deals were delayed by party infighting until the last moment.
The U.S. State Department, conscious of the need to shore
up Deng’s position, bowed to Peking on the *‘Shanghai Com-
muniqué’’ just in time for the preparatory 7th Party plenum
mid-August. Deng used the uproar created by Japanese
textbook revisions concerning World War Il as a *‘windfall’’
to rally the country on the theme of unity.

Deng has thus far carried out his purge with consummate
skill. However, the degree to which success has relied on his
own prestige and political savvy, and not on those he has
chosen to succeed him, hintsatthe potential for Deng’s house
of cards to crumble when the 78-year old leader expires.

Eliminating resistance

The agenda of the congress has been set up.by Deng to
put his people in undisputed control over the Central Com-
mittee, the administrative and policy-making bodies of the
party, and the armed forces. The role of the Politburo, a
bastion of conservative resistance to Deng, will effectively
be eliminated when its responsibilities are transferred to the
party secretariat, a body staffed entirely by Deng appointees.
Though Deng protégé Hu Yaobang will lose ‘the post of
chairman when that post is abolished, along with vice-chair-
manships, Hu’s concurrent post as head of the secretariat will

International 45



allow him to retain the top post in the party. This process will
deprive two of Deng’s staunchest opponents, vice-chairmen
Li Xiannian and Ye Jianying from their only official posts in
the party. Li especially has been one of the strongest critics
of Dengist foreign policy, and both have been under Dengist
pressure to ‘‘retire’’ for some time. Ye and Li will be rele-
gated to an ‘‘advisory council,”’ with some ostensible say in
policy decisions. Deng and his economic guru Chen Yun
however have had to concede to join the other two as ‘‘advi-
sors,’’ though Deng will remain the power behind the scenes.

The fate of vice-chairman Hua Guofeng, whom Deng has
relieved of his most important posts, including the chairman-
ship, since 1980, remains in limbo. Whether or not Hua is
kept on in at least a ceremonial post or is let go altogether
will be a good indicator of Deng’s stength.

The fact that a majority of the CCP’s 39 million members
entered the party during the Cultural Revolution has been a
problem. Unable to control the selection of delegates to the
congress, and therefore the election of a new Central Com-
mittee, Deng has bypassed the usual selecting of delegates
by provincial party congresses and carried this out instead by
“‘secret ballot’” under Dengist scrutiny. The 1,600 delegates
to the 12th Party Congress chosen this way are sure to elect a
central committee loyal to Deng and his faction.

The legitimacy of such a process and ultimately the con-
gress itself will likely be questioned by the millions of party
members disenfranchised by Deng’s tactics. Deng plans to
deal with such malcontents by carrying out a purge following
the congress that could dwarf, in sheer number terms, any
purge in the history of the CCP. Deng will do this by man-
dating a new registration for party members following the
congress and simply denying new cards to undesirable
elements.

The core of the new Central Committee and the ‘‘stream-
lined’’ party is to come from the 4.6 million ‘ ‘young profes-
sional’’ cadres who entered the party under Deng’s tutelage
over the past four years. These are the people with education
and culture, as are many of those who entered in the pre-
Cultural Revolution period. However, more than half of the
party members entered during the Cultural Revolution—many
of whom built their reputation as solid ‘‘reds’’ by turning in
blank answerbooks during school exams.

Capturing the army

Deng also hopes to use the congress to switch the insti-
tutional control of the Army from the Communist Party to
the Chinese state. This is a task of the utmost importance,
since the Army remains a hotbed of opposition to Deng. In
fact, it is believed that the decision to purchase Mirage jets
from France may be Deng’s attempt to placate sections of the
armed forces he had alienated by his earlier budget cuts. As
part of this transfer, Deng arranged for himself to be named
chairman of the Military Commission under the State Council.

Even this move, however, indicates Deng’s remaining
inability to simply run roughshod over opponents. Normally
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the Chairman of the Communist Party is concurrently Chair-
man of the Military Commission. However, Deng’s choice
as party chairman, Hu Yaobang, did not have the clout to be
accepted by the army leaders. Therefore, Deng himself had
to take the post. It remains to be seen what happens to the
post when Deng dies.

Preliminary reports indicate that Deng’s opening speech
to the Congress reflected concessions on foreign policy as
well. In recent months Peking as a whole, including the Deng
faction, has switched from outright alignment with the United
States to a ‘‘Third Worldist’’ orientation which condemns
both the United States and the Soviet Union as hegemonist.
Deng has had to be very careful to avoid the charge that he
was selling out China’s interests, including those in regard to
Taiwan, for the sake of his ties to the Americans. Washing-
ton’s just-announced agreement to gradually end arms ship-
ments to Taiwan has helped Deng defuse such charges.

‘Self-reliance’

Nonetheless, Deng was careful to assure the delegates
that China would steer an independent course. *‘Independ-
ence and self-reliance have always been and will forever be
our basic stand,”” Deng declared. ‘‘We will unswervingly
follow a policy of opening to the outside world and actively
increase exchanges with foreign countries. . . . While we
value our friendship with other countries and peoples, we
value even more our hard-won independence and sovereign
rights. No foreign country can expect China to be its vassal.”’

Deng told the congress that China’s priorities were: 1)
intensifying the pace of ‘‘modernization’’; 2) striving for
“‘reunification’” with Taiwan; and 3) safeguarding peace and
defeating ‘‘hegemonism,’’ a term which used to be reserved
for the Soviet Union but which now encompasses the United
States as well. Indeed, just prior to the opening of the con-
gress, Foreign Minister Huang Hua had told visiting United
Nations General Secretary Perez de Cuellar that China would
oppose ‘‘hegemonism’’ ‘‘no matter what direction it comes
from.’’ He added that China would never play the ‘‘ American
card’’ against Moscow nor the ‘‘Soviet card’’ against

- Washington.

Deng has skillfully used the policy concessions he couldn’t
avoid in order to get the organizational clout he really wanted.
How long this victory lasts, however, remains to be seen.

One keen observer of Chinese affairs has already noted
that the deified Chairman Mao Tse-tung was able to choose
‘‘from the grave’’ the virtual unknown Hua Guofeng to be
his successor as Chairman of the Community Party of China.
At the 1977 Party Congress which installed Hua, venerable
Marshal Ye Jianying predicted Hua ‘ ‘would certainly contin-
ue to carry forward China’s proletarian revolutionary cause
triumphantly into the 21st century.’’ In fact, Hua’s real power
lasted not more than a year.

EIR will present afull report on the conference following
its conclusion.
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The Islamicist, the Nazi, and the
Trotskyist: Ben Bella and his friends

by Thierry Lalevee, Middle East Editor

Sometime during the summer, a conspiratorial meeting of
the Muslim Brotherhood was held in Paris on the pretext of
discussing the upcoming mass pilgrimage to Mecca. Chaired
by former Algerian President Ahmed Ben Bella, and a Swiss
convert by the name of “Ahmed’’ Huber, the gathering met
under photos of Iran’s Ayatollah Khomeini and Jerusalem’s
late Grand Mufti, al Husseini, and among other things,
planned celebrations of next year’s 50th anniversary of Adolf
Hitler’s rise to power! In preparation, numerous books on
Hitler and on al Husseini, Hitler’s closest friend in the Middle
East, will now be translated into Arabic and Swahili!

Ben Bella is right in the center of a Nazi International
project aimed at a re-emergence of Nazi-type dictatorships in
Europe; in the Middle East, the remaining network of old
Nazis, and a new generation of the Abwehr’s Abteilung Zwei
creation, the ‘‘Brandenburg Division’’ and its ‘‘Arab Le-
gion’’ subdivision, are being mobilized toward purposes dis-
cussed at the secret Paris Brotherhood gathering.

As a participant at that meeting old the French economic
weekly La Vie Frangaise, the Brotherhood, in alliance with
the Nazis, has a precise plan for the coming period. First, the
Brotherhood intends to use the aftermath of the Lebanon
crisis to impose a new leadership on the Palestine Liberation
Organization, eliminating Yasser Arafat’s moderates in favor
of ‘‘real Muslims’” who revere the likes of al Husseini. Then
will come deployment of terrorist capabilities, aided by Iran‘s
Khomeini regime, part of Brotherhood efforts to *“deal with
Saddam Hussein, the Gulf states, and Jordan.’’ Last but not
least will be the Brotherhood’s plan to eliminate Israel. ‘‘But
that will come later through our use of nuclear capabilities,’’
concluded a participant who praised the ‘‘Islamic scientists’’
who attended the Paris gathering.

In sum, the conference outlined the Brotherhood’s grand
design for the region, prepared over years of underground
work through a wide network in many countries, with clear
support from the Nazi International—but basically work for
British intelligence (SIS ‘‘Arab Bureau’’), which founded
and remains ‘‘mother’’ of the Brotherhood. The connection
to the old and new Nazis, in fact, emerged in its present form
through the deal which preserved the Nazi Gehlen Organi-
zation and other intelligence networks, a deal struck between
the defeated forefathers of today’s Nazi International and
Allen Dulles and British intelligence, based in Bern, Switz-
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erland as World War II neared its end.

What has former Algerian President Ben Bella to do with
all that? He is certainly not a mastermind of any plot; he is a
pawn, a useful one, created and controlled by old Nazis
during the 1950s. First, they made him an ‘‘Algerian inde-
pendence leader,’” and then what he is trying to be today, the
Khomeini of Northern Africa.

The key to understanding Ben Bella and the current he
represented in the Algerian independence movement of the
1950s and early ’60s, is to be found in Cairo in the years
1952-53. It was there that Ahmed Ben Bella was repeatedly
visited and tutored in politics and philosophy by unreprentent
Nazis, the most famous of whom were Hjalmar Schacht,
Hitler’s pre-1936 finance minister; SS Captain Reichenberg;
General Ramcke; and most important, the Swiss Nazi leader
and banker, Frangois Genoud.

The Nazi

Genoud, for example, visited Ben Bella faithfully each
week when the ‘‘independence leader’’ was in French jails
after 1956. It was Genoud again who, in 1959, created the
‘‘Banque Commerciale Arabe’’ in Lausanne to ‘‘help the
FLN,”’ Algeria’s National Liberation Front, by safehousing
FLN monies then held by Ben Bella’s friend, Mohammed
Khider. Partners in the bank included the Syrian Khalil Mar-
dam; they also included Genoud and the SS’s Reichenberg.

When Ben Bella became Algerian President, Genoud
became his economic adviser through the ‘‘Banque Populaire
Algerienne’’; the FLN’s war-chest still sat in Lausanne. When
Ben Bella was overthrown and replaced by Louari Boume-
dienne, Genoud kept the money and made a deal with the
new president, who appointed Reichenberg an economic ad-
viser. Genoud, according to Spanish writer Gonsales Mata,
then organized the assassination of Ben Bella’s friend, Mo-
hammed Khider, who opposed the deal.

When Ben Bella was released from jail in 1980, his first
visit was to Frangois Genoud. In an interview in the Tribune
de Lausanne June 19 of this year, Ben Bella shocked even
his left-wing supporters by characterizing Genoud as his ‘‘best
friend.”’ This recent trip to Switzerland had as its main aim
to defend his ‘‘best friend’’ against articles published prin-
cipally in Le Monde revealing many of Genoud’s secret ac-
tivities—including his having introduced Ben Bella to the
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Grand Mufti of Jerusalem in the mid-1950s.

The government of Ben Bella in the first years of inde-
pendence exemplifies how ‘‘right’’ meets ‘‘left,”’ usually at
the extremes. That is one reason why Ben Bella, located in
Paris at present, is an important international connecting
point between European and Middle Eastern terrorism of
both *‘left’” and ‘‘right.”’

The Trotskyist

On the “‘left,”” Ben Bella has a long-standing friendship
with Michel Raptis, a.k.a. ‘‘Michel Pablo,’’ renowned lead-
er of a Trotskyist splinter-group of the Fourth International.
As a matter of fact, after meeting with Genoud in Switzerland
recently, Ben Bella went on to meet Pablo. Michel Pablo, as
well as Genoud, was an adviser to Ben Bella’s government.

An unholy alliance? Not really. Pablo the Trotskyist
played a substantial role in collaboration with the Nazis dur-
ing World War II in Belgium. And just as Genoud had intro-
duced the young ‘“independence’” leader to the Grand Mufti
and British intelligence‘s Muslim Brotherhood networks, so
Raptis-Pablo had introduced him to British Fabian Society
circles, including the Bertrand Russell Peace Foundationand
the so-called Amnesty International, organizations which
played an important role in pressuring the Algerian govern-
ment to release Ben Bella from prison.

The Islamicist

With such godfathers, Ben Bella today has become se-
curity problem number one for French authorities—at least,
those not members of the Socialist Party. Those authorities
know, however, that Ben Bella enjoys high-level protection
from inside France’s Socialist government. The sources of
that protection are most interesting. The most cited name is
President Mitterrand’s special adviser, and a former guerrilla
in the swamps of Bolivia alongside Che Guevara, Regis
Debray. Although Paris’s official policy is one of friendship
with Algeria’s Chadli government, Debray has prevented
French law enforcement from putting a halt to the free move-
ment of Ben Bella and his six body-guards. This may have
to do with the French Socialists’ efforts to impose a ‘‘New
Islam’’ ideology on France’s large immigrant Arab commu-
nity. However, the Debray connection to Ben Bella involves
something more fundamental. When Debray was playing
*‘leftist guerrilla’* in the Bolivian jungle, his band’s weapons
were supplied by one Klaus Barbie. Barbie was of the Nazis
Gestapo, escaping from trial at Nuremberg with monies and
underground networks provided by . . . Frangois Genoud.

Last year, Ben Bella was elected President of the ‘‘Islam-
ic Human Rights Commission,’” a pro forma body created
by the London-based Muslim Brotherhood center, the *‘Is-
lamic Council of Europe’’ under Salem Azzam. The ‘‘Hu-
man Rights Commission’’ is merely public cover for a Mus-
lim Brotherhood triumvirate—Ben Bella, Salem Azzam, and
the leader of the Brotherhood’s Egyptian branch, Said Ra-
madhan. Azzam and the Geneva-based Ramadhan are also
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*“‘close friends’’ of Frangois Genoud.

The ‘‘human rights’’ activities of Ben Bella’s commis-
sion came to light last October at a gathering at the Schlum-
berger-de Menil family’s Rothko Chapel in Houston, Texas,
including Ben Bella, Azzam, Saudi Prince Mohammed al
Faisal and others. At that meeting, the speakers rejoiced in
the assassination of Egypt’s Anwar al-Sadat.

Ben Bella used that American trip to establish personal
contact with the American Indian Movement (AIM), for whom
he hosted a press conference in December in Paris. Ben Bella
declared that *‘200 years of American history has been built
on the graves of the real Americans, the Indians!”’

These antics reflect not only his outlook, but the leading
edge of the Nazi International conspiracy headed by Frangois
Genoud: to promote an insurgency of ‘‘ethnics’” and *‘tribes’’
of separatists against republican nation-states, to discredit
and dismember nations to bring fascist forces into dictatorial
power in Europe and elsewhere once again.

Of direct interest in this regard is that Ben Bella will soon
announce his full reconciliation with a former member of the
FLN, Ait Ahmed. Ait Ahmed is based in Lausanne, and is
yet another ‘‘close friend’’ of Frangois Genoud. Ahmed is
the leader of the Kabylian minority in Algeria, where they
staged riots two years ago. Although while President, Ben
Bella opposed Ahmed’s Kabylian separatists, now that he is
a Genoud-run ‘ ‘Islamist,’” he will embrace them—inasmuch
as Frangois Genoud has promised a very large sum of money
to celebrate this ‘‘marriage.’’

Genoud’s financing is key to other Ben Bella activities.
He may be found engaged in arms smuggling between Bel-
gium and France, on behalf of European-based Iranian ter-
rorists, or on behalf of France’s own Action Directe terrorist
ganglet. Perhaps it is Regis Debray who prevents French law
enforcement from raiding certain spots in the border city of
Douai, where Ben Bella’s weapons shipments first touch
down in France. In any case, Ben Bella may be implicated in
the recent massacre of the Rue des Rosiers, since the logis-
tical network used by those terrorists was the same as the
route usually adopted by the Action Directe networks. Late-
ly, Ben Bella has also been said to be involved in a ring
smuggling arms to Latin America—probably Regis Debray
knows something about this, too.

Ben Bella recently expressed the hope that, as an ‘‘Islam-
ic’* leader, he might become either the new secretary-general -
of the Arab League, or even—why not?—of the Islamic
Conference in Jeddah, Saudi Arabia. For both posts, he re-
ceived the enthusiastic support of Tunisian leader Bourgui-
ba, whom he met for lengthy discussions last July in Mon-
astir. His election, which would have given Genoud’s Nazi
International control of one or both of the most important
Islamic and Arab organizations, was blocked when Saudi
Arabia along with Algeria intervened strongly against him.
However, the Muslim Brotherhood’s secret gathering in Par-
is a few weeks later indicates that the backers of Ahmed Ben
Bella have not given up hope.
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Dateline Mexico by Josefina Menéndez

Kennedy does it again

Mexico’s “‘best friend’” has been spearheading economic and
immigration warfare, through the Simpson-Mazzoli bill.

The press here has prominently re-
ported on a speech on the Senate floor
by Edward Kennedy on Aug. 20, in
which he lashed out at President Rea-
gan’s Mexico policy. Reagan had
turned his back on economic cooper-
ation with the United States’ belea-
guered southern neighbor, the Mas-
sachusetts Senator charged; it was time
to return to policies of support and
concern.

Once again Kennedy had made the
headlines as a *‘friend of Mexico.”’

The Mexican press, however,
failed to report one very crucial part
of the Kennedy speech. I only found
out about it by looking into the
Congressional Record. Kennedy
called for the International Monetary
Fund to intervene and run Mexico’s
economic affairs.

“‘First, I support the short-term
economic measures taken by our gov-
emments to deal with this crisis. . .
and I trust that they will resolve [Mex-
ico’s] urgent need for liquidity and
credit,”’ he stated. ‘‘Second, I urge
the International Monetary Fund to re-
spond rapidly and effectively in aid of
Mexico, to put its economy once again
onasureroad. . .”’

) Given the conditionalities on IMF
lending, which the Senator is not un-
aware of, the statement was akin to a
call to dispatch the fox to the chicken
€oop.

This case is minor, however, in
comparison to Kennedy’s two-faced
dealings on the immigration issue.
Hardly a day went by in late July and

August that a Kennedy release or
statement did not highlight the Sena-
tor’s opposition to aspects of the
Simpson-Mazzoli immigration bill on
the (correct) grounds that the bill would
not adequately protect the rights of
Hispanics. Kennedy went so far as to
cast the lone dissenting vote in the
Senate Judiciary Committee against
reporting out the bill without addition-
al changes.

However, contrary to press re-
ports and his own public utterances,
Kennedy is probably the single most
important sponsor of this racist piece
of legislation, designed to scapegoat
Mexican labor for America’s econom-
ic ills, and set the framework for shut-
ting the border entirely with genocidal
consequences.

A Kennedy bill in Congress estab-
lished the Select Commission on Im-
migration and Refugee Policy in the
fall of 1978, which became known as
the Hessburgh Commission. Through
over two years of hearings, commis-
sion-member Kennedy backed the
commission’s framework, later writ-
ten up in legislative form by fellow
commissioners Alan “Simpson (R-
Wyo.) and Roman Mazzoli (D-Ky.):
sharp cuts in legal immigration, sanc-
tions against employers who hire un-
documented labor, and a special I.D.
system to police the entire American
labor force.

Kennedy’s well-publicized at-
tacks on the bill when it came to the
Senate floor in early August were all
for show, assert sources in the House

Judiciary Committee of the U.S. Con-
gress. ‘‘Kennedy had the power as
ranking minority leader on the Senate
Judiciary Committee to stop this bill
from going through with one phone
call and he didn’t,’’ said one commit-
tee source. ‘“He knew that if he didn’t
use his powers to stop it, it would pass,
and that is what he wanted to happen.”’

The anti-Mexico bill is now before
the House; Kennedy ally Peter Rodino
is scheduled to move it through with
only minor changes in the course of
September.

The indictment of Kennedy’s
Mexico policy does not stop here,
however. Some Mexicans did their
homework on who controls ABC-TV
in the United States, after the airing of
the panic-mongering ABC documen-
tary, ‘‘Mexico: Times of Crisis’’ in
late July. It turned out that the Ken-
nedy family played the middleman role
in setting up ABC in its current form
in the early 1950s, and Kennedy-in-
stalled executives run the network to
this day.

It is also well-remembered here
that the last time Kennedy got inter-
ested in Mexico, in 1978-79, it was to
stop Mexico’s industrialization and
convert its oil into a strategic reserve
for the United States. Then-Kennedy
aide Jerry Brady was dispatched to
Mexico in the fall of 1978 with the
message that Mexico must stick with
backward technologies which ‘‘create
more jobs’’ than modern ones. In mid-
1979, Kennedy’s office ghost-wrote a
call in New Republic magazine for us-
ing Mexican oil as a U.S. weapon in
global economic warfare against
OPEC. And in early 1980, as he hit
the presidential campaign trail, Ken-
nedy insisted the best way to get Mex-
ico to subordinate its oil plans to U.S.
diktat was to create what he called a
‘“‘North American Common Market.”’
Mexico totally rejected the concept.
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International Intelligence

Cyprus to flare up
over ‘Armenian’ terror?

Cyprus may again become an international
crisis-point.

Turkish government sources have ex-
pressed fears that the Armenian Liberation
Army terrorists, responsible for the murder
of a Turkish military attache in Canada, may
relocate their training camps (formerly in
Beirut) to the Greek part of Cyprus, arriving
there disguised as Palestinian refugees.

At the center of suspicion in the Cana-
dian assassination and other ‘‘Armenian’’
terrorist attacks is Nicos Sampson, the Par-
is-based head of the nominally Greek EOKA-
B terrorist gang. Israeli investigative jour-
nalist Yigal Laviv has pointed out connec-
tions between Sampson, British intelli-
gence, and a faction of the Israeli Mossad.
Turkish diplomatic sources suspect that the
“‘Armenian’’ terrorist attack on the Ankara
airport earlier in August was set up by Israeli
intelligence elements seeking to foster clos-
er Israel-Turkey intelligence cooperation
against Arab nations.

Hence Cyprus could become the focus
of a manipulated crisis with international
implications. The Kyprianou govemment on
Cyprus has denied the existence of the Ar-
menian bases.

Meanwhile the French government has
given Sampson free rein, and is on record
supporting the Armenian ‘‘liberationist’’
terrorists, who have now set up training bas-
es on the island of Corsica.

Socialist vultures
eye Spanish elections

The most enthusiastic response to the an-
nouncement that early general elections
would be held in Spain on Oct. 28 came
from the Socialist Party of Felipe Gonzalez.
Gonzilez is the man whom Socialist Inter-
national head Willy Brandt recently intro-
duced at a Social Democratic rally in Wies-
baden, West Germany, as ‘‘the next Presi-
dent of Spain.”’

The elections had not been due to occur
until the spring of 1983. The call for early
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electigns by Prime Minister Calvo Sotelo
and his almost defunct Center Democratic
Union (UCD) Party is ensuring that Henry
Kissinger’s plan for a replay of the civil war
of the 1930s, through a left-right polariza-
tion of the political scene, will be unleashed
sooner than expected. Socialist Gonzélez has
already rejected any alliances with other
parties.

Gonzilez’s strongest competition at the
moment is the Falangist Popular Alliance
party (AP) led by Manuel Fraga. With the
rapid disintegration of the ruling centrist
UCD, and the lack of time for other moder-
ate groups to consolidate—e. g. the recently
created party of former Prime Minister
Adolfo Suarez—the center is heading for a
poor showing at the polls.

It is in this context that Pope John Paul
II’s visit to Spain is planned for Oct. 14-22,
a few days before election day. Following
speculation that the Pope would postpone
his trip—a demand most vociferously made
by the Socialists and Communists—the Vat-
ican announced Aug. 31 that the visit would
occur on schedule. The Pope’s presence in
Spain could become an important element
favoring indirectly the more republican-
minded conservative groups.

The Mitterrand
‘anti-terrorist’ caper

The nature of the Mitterrand government’s
newly found resolve to combat terrorism was
illuminated by a series of events that made
headlines at the end of August in France.

The presidential Elysée Palace on Aug.
28 announced that the just-created State
Secretariat for Public Security had success-
fully coordinated the arrest of three ‘‘very
dangerous international terrorists’’ in the
Paris suburb of Vincennes. For 48 hours a
blackout was maintained on the identity and
connections of the arrestees, while the state-
run radio and TV networks crowed over
Mitterrand’s triumph.

Then it came out that the two men and
one woman arrested were members of the
Irish National Liberation Army, whom
French security forces had known about for
months, and whom Scotland Yard had no
files on whatsoever. Sources at the French

criminal police say that the whole thing was
a “‘bluff’’ on the part of Mitterrand, who is
said to have withheld permission to move
against the Irish terrorists until he needed
the publicity. Meanwhile the law-enforce-
ment professionals of the French criminal
police were acting on information provided
by Magistrate Fernandino Imposimato, who
has been leading the anti-terrorist drive in
Italy. They arrested Oreste Scalzone, a key
theoretician for Italian terrorists and leader
of Autonomia Operaia, the ‘‘above-ground”’
leftist recruiting pool for the Red Brigades.

Scalzone’s arrest was the result of co-
operation between Italian investigators and
elements of the French police whom Mitter-
rand and his Justice Minister, Robert Bad-
inter, have attempted to undercut. The issue
of the Socialist Mitterrand government’s
protection of terrorists will now be forced,
because Italian authorities will be demand-
ing Scalzone’s extradition.

Will Mubarak follow
Lopez Portillo’s lead?

An ongoing study of the economy of Egypt
by International Caucus of Labor Commit-
tees Mideast intelligence reveals that it is
plagued by the same capital-flight phenom-
enon which afflicted Mexico. As of late 1981
it was estimated that Egypt’s freewheeling
private business and banking sector held at
least four times the liquidity of the founder-
ing public-sector enterprises.

Since the advent of Henry Kissinger’s
and David Rockefeller’s Open Door policy
forEgyptin 1974, theEgyptianeconomy has
been turned intd a hot-money playground,
with hotel construction and tourism now two
of the fastest-growing sectors of the econo-
my. The aging heavy-industrial and agricul-
tural sectors have been starved for credits,
and virtually no new plant and equipment
has been built. Since 1974 the service-ren-
tier sectors of the economy (including oil
exports) has climbed from 33 percent of the
total foreign exchange earned to 85 percent.
In the last 24 months there have been almost
100 hotel starts in Egypt, while there is a
housing shortage of up to 750,000 units.
Thousands of the urban poor live in the mu-
nicipal cemetery.
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Since the food riots in 1977, which were
triggered by IMF conditionalities, both the
IMF and the London and New York banks
have been pressuring Egypt to cut food sub-
sidies as an ‘‘internal economic adjust-
ment.”’ Since Mubarak took power in Oc-
tober 1981, he has maintained that the econ-
omy is his number-one priority and has
staunchly resisted pressure to cut the subsi-
dies. On Sept. 1 Mubarak removed seven
ministers from his cabinet following a fight
over this very sensitive issue. Mubarak then
announced that he would take advice neither
from inside or outside the country, on end-
ing food subsidies.

In 1956 Gamal Abdul Nasser national-
ized Egyptian banks just after the Suez crisis.

Italians crack major
mafia-terrorist ring

Italian judge Carlo Palermo, from the north-
ern city of Trento, culminated an extraordi-
nary two-year anti-drug operation at the end
of August with the arrest of 63 people in the
Trento-Verona-Trieste area, a center of drug
distribution for the entire European conti-
nent. The operation unmasked a very effi-
cient international organization involved in
drug-pushing and weapons smuggling,
which was connected to both red (‘‘left’’)
and black (‘‘reactionary’’ fascist) terrorist
organizations.

These interlinked organizations were all
working under the umbrella of the Sicilian
mafia and the Camorra and n’Drangheta
(Naples and Calabrian mafias), with the co-
operation of important politicians. ‘‘There
is no difference between political and nor-
mal organized crime,”’ said Judge Palermo
at a Milan press conference following the
arrests.

Judge Palermo ordered the arrests on the
day following the explosive interview given
to a Rome newspaper by Rome Judge Im-
posimato, where the latter declared that
‘‘proof exists of definite links between the
Red Brigades and the Camorra (Neapolitan
mafia) through which, albeit indirectly, the
terrorists are linked with some sectors of the
public (political) powers. . . . We can un-
mask them. . . . The Camorra and the Cal-
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abrian Mafia are very useful to the Red Bri-
gades, both because they share the aim of
destroying the State, and because they (the
mafias) provide great assistance in organiz-
ing jail breaks.”’

The operation began with the arrest in
1980 of Karl Koffler and Herbert Oberhofer,
two associates of the Hapsburg-controlled
West German opposition leader Franz-Josef
Strauss. Both were found with huge caches
of narcotics believed to have been smuggled
in from Turkey via the networks of the Grey
Wolves, the organization of Pope John Paul
II’s would-be assassin. Oberdorfer was also
involved in an oil-smuggling operation run
by P-2 Freemasonic circles in Italy’s treas-
ury police.

Koffler was later assassinated in prison,
while Oberdorfer was shifted to a mental
hospital to ‘‘protect’” him.

Philippines president puts
army on alert.

Philippines President Ferdinand Marcos has
put his army on alert in the wake of poten-
tially large-scale destabilization efforts ex-
posed by Philippine military intelligence in
mid-August. The plot to overthrow the Mar-
cos government was supposedly hatched by
aleft wing-connected laborleader, Felix Al-
alia. The plan was allegedly to cripple the
country’s economy by a nationwide labor
strike, to create chaos by exploding bombs
in urban areas and to assassinate govern-
ment officials during President Marcos’
scheduled visit to the United States in mid-
September.

The Philippines army confiscated alarge
amount of firearms, with the arrest in June
of a top-level leader of the underground
Maoist organization. It is alleged that the
Maoist leader had cooperated with a Filip-
pino businessman in the purchase and ship-
ment of AK47 and Makharov firearms from
Syria and Lebanon.

In this context the Philippines Labor
Ministry is investigating reports that Austra-
lian and Japanese trade unions are involved
in meddling in labor strikes aimed at dis-
couraging establishment of production plants
in the Philippines by Japanese and Austra-
lian investors.

Briefly

@ ELISABETH KUBLER-ROSS
has been bamstorming through West
Germany to propagandize for her
‘‘death with dignity’’ movement, to
the accompaniment of a loud media
fanfare especially from the Springer
press. She appears in the Ruhr indus-
trial city of Duisberg Aug. 28, where
5000 gullibles and death-cultists are
expected. On Sept. 12 she heads for
Scandinavia. Meanwhile the Euro-
pean Labor Party is publicizing the
fact that Kiibler-Ross’s 1979 “‘se-
ances with the dead’’ in California
were orgies which involved children.

@® TIMOTHY LEARY is also tour-
ing the ‘‘respectable’’ cult-circuit in
West Germany. The Sept. 4 appear-
ance in Hamburg of the guru of the
“‘turn on, tune in, drop out’’ genera-
tion is sponsored by the city’s minis-
try of culture.

@ UMBERTO II of the House of
Savoy, the 1,000-year-old oligarchi-
cal family of Italy, is attempting to
return to the nation whichkicked him
out by national plebiscite in 1946.
His attempt to circumvent the Italian
constitution is being aided by Social-
ist Party leader Bettino Craxi, who
would like a replay of the Savoy-fas-
icst collaboration of 60 years ago. A
forthcoming EIR will report on these
developments in detail.

@ PRINCE CHARLES of Great
Britain, in an interview with the
Washington Post Sept. 1 says that he
has lately taken to studying the writ-
ings of Nazi psychologist C. G. Jung
for inspiration on ‘the psychology of
humanity,’’ adding that his only real
belief is that ‘‘small is beautiful.”” *I
feel that we have concentrated too
much in the last 10 years on the econ-
omy of scale and things being enor-
mous and therefore successful. I think
that all that happens is that the indi-
vidual becomes submerged and you
defeat the original purpose of the ex-
ercise. . . . So much sophistication,
so much technology, so much waste
has made us blasé and complacent.’’

International
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How George Shultz became
a Tavistock brainwasher

by Richard Cohen, Washington Bureau Chief

By birth and training, Secretary of State George Shultz is the
perfect representative of the European oligarchy within the
government of the United States, as that oligarchy imple-
ments its plans for the transition into the post-industrial so-
ciety. Particularly useful to the oligarchy is Shultz’s educa-
tion in the techniques of social control, profiling, and brain-
washing developed at the London Tavistock Institute. These
are also the very elements of Shultz’s portfolio which have
come in handiest in his role as a director of and collaborator
with the political career of Henry A. Kissinger.

The Shultzs of New York

The political activities of the New York metropolitan
area-based Shultz family began around 1912, when George’s
father, Birl Shultz, entered into collaboration with the Brit-
ish-run revisionist historian Charles A. Beard, then a profes-
sor at Columbia University. Young George’s worldview was
shaped by the influence of Beard and his circle, the promoters
of British liberalism and the subversion of historiography in
the United States at the time.

Birl Shultz, like his father, followed the tradition in his
Episcopalian Dutch family by attending Princeton Universi-
ty. In 1923, he founded the New York Stock Exchange Insti-
tute to train Wall Street brokers. More than four decades
later, George would confide that those influential U.S. gov-
ernment individuals he has trusted most were Truman’s Sec-
retary of State Dean Acheson, and JFK’s Treasury Secretary
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and partner in the Wall Street investment house of Dillon
Read, C. Douglas Dillon, who did his utmost to prepare for
cutting the U. S. dollar off gold and turning the world mone-
tary system into a Eurodollar swamp.

Arthur Burns (who got George his first Washington job
in 1955-56), and Henry Kissinger—both are assets of the
pro-British New York investment and commercial banking
group in which his father was immersed.

A good British education

After attending the anglophile Loomis School in Con-
necticut, George obtained a B.A. in economics at Princeton.
Following three years of service in the Marine Corps during
World War II, Shultz stationed himself at the Massachusetts
Institute of Technology seeking a Ph.D. in the field of indus-
trial relations. He had entered into an environment suited to
complete his training.

In 1945, the year Shultz arrived at MIT, the Tavistock
Institute’s Kurt Lewin set up the notorious Research Center
for Group Dynamics on the MIT campus. The Research
Center, which set up shop permanently at the University of
Michigan in the following year, was and still is a direct U.S.
affiliate of the London Tavistock Institute brainwashing cen-
ter. Included in Lewin’s original MIT grouping were top
graduates of the World War II Strategic Bombing Survey
(later to be reorganized as the Rand Corporation), and the
wartime Office of Manpower and Development. During the
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The perfect technocrat, Shultz presiding as Secretary of State at an
August press conference.

war, these “‘best and brightest’* psychological warriors con-
ducted dozens of studies of human behavior, particularly
under conditions of stress. These studies, which included
evaluations of populaticns’ response to war-time industrial
speed-up, economic depression, terror-bombing, as well as
close-up studies of the soldier on the battlefield and the re-
sponse of the German population to Nazi institutions, serve
as the fundamental guideposts to the brainwashers’ art up to
the present day.

Following World War 1I. Lewin’s crew was deployed
into the newly created and burgeoning field of *‘industrial
relations,”” with a mandate to ‘‘lower the cost of labor’’ in
the economies of the developed sector. Lewin’s MIT Re-
search Center collaborated with the Rockefeller-funded Elton
Mayo Institute of the University of Chicago and the infamous
Hawthorne Experiments conducted at Harvard University’s
School of Industrial Relations from 1939-40. Using tech-
niques previously tested by the Nazi Labor Front, these brain-
washers sought to create *‘artificial small-group’’ commu-
nities at the factory or department level which could be used
to psychologically pressure the industrial worker into inten-
sifying his own conditions of speedup and accepting wage
cuts.

The ‘human side’ of labor bashing

By 1948, George Shultz had become a fellow on the
Lewinite Social Science Research Council, a group which
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pulled together the research trends of other institutions of its
ilk and published policy perspectives for managers and gov-
ernment. In Shultz’s writings for the council, he consistently
stresses the importance of the ‘‘human side’’ of lowering
labor costs within the bounds of ‘‘collective bargaining.’’

In two works of the early 1950s, Shultz reflects the influ-
ences of another MIT mentor, Prof. V. Douglas Brown, and
of Shultz’s collaborator Charles A. Myers. Myers and Brown,
in conjunction with others at MIT, in the 1930s had heavily
promoted the so-called Labor Market Model for reducing
labor costs. Assisted by John T. Dunlop (later to become
Secretary of Labor, and an intimate friend of Shultz’s), these
MITers conducted extensive studies, at government expense,
of wage rates in several U.S. industries. The chief and not
very startling hypothesis that resulted from their work was
that speedup and wage-gouging could be accomplished not
only by Tavistockian brainwashing (Shultz’s *‘human-side’’
approach), but with external threats and pressure as well: for
example, through such factors in the economy and labor
market as depression and unemployment. In 1951, Shultz
collaborated with Charles Myers to write The Dynamics of
the Labor Market, which put forward the corollary that rising
unemployment is most efficient in prompting industrial
workers to accept speed-up, unless managementis artificially
restrained from anti-labor measures by government programs
or by trade unions. This theory was applied with a vengeance
against America’s workforce during Shultz’s 18-month reign
as Secretary of Labor under President Nixon.

By the early 1950s, Shultz’s expertise as a ‘‘labor han-
dler’” had been well established, and he began to move rap-
idly up that aspect of the career ladder he had chosen. In
1954, he was appointed chairman of the Industrial Relations
Division of MIT, where he developed an intimate relation-
ship with several labor leaders, including visiting lecturer Joe
Scanlon, a negotiator from the United Steelworkers of Amer-
ica (USWA). Scanlon, who remained the key adviser to
USWA President I. W. Abel until his retirement, Shultz
praised as having ‘‘an unparalleled sense of the human side
of enterprise.”” This referred to Scanlon’s appreciation of
Tavistock’s ‘‘fascism with a human face’ version of Nazi
corporativism.

Shultz served as a consultant to the Department of Labor
from 1959 to 1960, and in 1961 became chairman of the
experimental corporativist Automation Fund, on the board
of which sat representatives of government, labor, and busi-
ness. About this time he also became a consultant to President
John Kennedy’s Advisory Committee on Labor-Manage-
ment Policy.

The influence of W. Allen Wallis

No account of how the earlier period in Shultz’s career
development signifies what may be expected from him as
Secretary of State could be complete without reference to his
friendship with W. Allen Wallis, who was serving as the
Dean of the University of Chicago’s Graduate School of
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Business when Shultz moved his based of operations to that
institution in 1957. Wallis is all the more important, as he
has recently been named by Shultz as the Assistant Secretary
for Economic Affairs at the State Department.

Wallis launched his public career at the 1932 Conference
on Eugenics at the New York Museum of Natural History,
where he delivered a paper attempting to prove the racial
superiority of the Nordic race by statistical means. From
there, Wallis completed his education at the University of
Chicago, where, according to Wallis’s own account, he be-
gan-close collaboration with his fellow-student Milton Fried-
man and others to launch a war against the system of govern-
ment-directed economic development known as dirigism. In
1942, Wallis and Friedman co-authored Studies in Mathe-
matical Economics and Econometrics as part of this effort.

Not long thereafter, Wallis became the first Treasurer of
the Swiss-based Mont Pelerin Society, a secret clique of
British-liberal-leaning free enterprise economists which has
deployed since its founding against the economic policy-
making institutions of the United States.

Wallis had something to teach Shultz about the theory
and practice of brainwashing as well. In 1953-54, as director
of the Ford Foundation program of university surveys on
behavioral science, Wallis provided the initial funding of the
Center for the Advanced Study of Behavioral Sciences at
Palo Alto, California. From this nest was to spring the pro-
gram of British intelligence agent Aldous Huxley and Gre-
gory Bateson, the husband of Museum of Natural History
race scientist Margaret Mead.

Huxley, Bateson, and others took the Tavistock Institute
techniques to their conclusion with the Palo Alto-spawned
and CIA-funded MK-Ultra drug proliferation experiment of
the mid-1960s. The Palo Alto center has also reportedly been
involved in the artificial creation of counterculture commu-
nities, and cults such as the Jonestown atrocity. Wallis him-
self was a fellow at the center in 1956-57, and he recom-
mended Shultz for the same position in 1968 and again in
1974.

In 1960, Shultz’s friend Wallis described his circle’s
major protagonist as ‘ ‘neo-mercantilism,’’ the common ap-
pellation for the 18th-century school of political economy
descended from Gottfried Wilhelm Leibniz and headed in the
United States by Alexander Hamilton. ‘‘Now it seems to me
worth recalling that the present debate is one which we have
gone through before,”” Wallis wrote during this period. ‘It
is the old debate of the 18th century between liberalism and
mercantilism. Mercantilism has never disappeared,’” Wallis
lamented, ‘‘it simply diminished.”’

Then, plagiarizing from Birl Shultz’s associate, the re-
visionist historian Charles A. Beard, Wallis also asserts that
the founding of the United States was provoked by a reaction
against neo-mercantilist policies such as nationally-central-
ized control of credit, in favor of British liberalism.

There is little doubt that Shultz’s recent appointment as
U.S. Secretary of State was engineered by the European-
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centered Malthusians and their Swiss-based Bank for Inter-
national Settlements (BIS), to position Shultz and his good
friend Henry Kissinger to complete the job Shultz initiated
during the course of the Nixon and Ford administrations. As
I reported in the first part of this series (see EIR, Sept. 7),
Shultz played a key role in the creation of the Office of
Management and Budget, and served as director of this new
division under President Nixon. The OMB, perhaps the most
important executive-branch reform of the post-war period,
was aimed at stifling the influence of constituency groupsand
their elected representatives in congressional and executive-
branch budget-allocation decisions.

Shultz’s recent deployment

Shultz proceeded to serve 18 months as Secretary of
Labor, during which time he revealed the depth and breadth
of his talent to serve the oligarchy and its economic policy,
engineering a number of dramatic innovations aimed at cut-
ting the national wage bill. In July 1969, Shultz announced
his ‘‘Philadelphia Plan,’’ which required Philadelphia con-
struction cornpanies with federal contracts to hire a specified
quota of minority workers at non-union wage scales, in open
defiance by the Department of Labor of the federal Davis-
Bacon Act legislation. Reportedly, Shultz considered the
plan an appropriate antidote to new industry wage increases.
In September 1969, at Shultz’s urging, Attorney General
John Mitchell upheld the constitutionality of the Philadelphia
Plan, and despite a series of ‘‘hard-hat’’ demonstrations,
Shultz forced its acceptance in Philadelphia by threatening to
spread it to other cities if the unions did not submit. The
unions assented in February 1970, and Shultz championed
an administration decision to suspend relevant provisions of
the Davis-Bacon Act.

In March 1970, Shultz, after intervening to break the East
Coast longshoremen’s strike and the three-month-long strike
against General Electric, entered into the middle of the na-
tional postal strike. This he dealt with by calling out the
National Guard to sort the mail in New York City.

Shultz’s operations against the nation’s trade unions also
included a foray against the United Mine Workers. In early
1970, he opened a federal investigation of the December
1969 UMW presidential elections. These elections were
voided by the Labor Department, and, in government-direct-
ed 1972 elections reform candidate Amold Miller was elected.

In the span of a year and a half, Shultz had successfully
deployed the National Guard against an American labor union,
used unemployed minorities to break the construction trade
unions through a breach of Davis-Bacon, completely broken
the personally corrupt but effective leadership of the UMW,
undermined the national minimum-wage standard, and pushed
forward national labor-brainwashing research. As Shultz put

" it in a 1975 speech to the graduating class of New York

University, the post-war era of national prosperity had been
left behind for a new ‘‘Age of Ambiguity.’’ One of its god-
fathers was Shultz himself.
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Interview: Melvin Klenetsky

‘New York State is a great national resource ...
if we got Moynihan out of the way’

U.S. Senators from New York State have been powerful na-
tional political figures throughout the history of the nation.
The state now ranks second in population in the country, at
17.6 million; 10 percent of Americans live in the Greater
New York metropolitan area.

New York is politically divided into ‘‘upstate’’ and
“‘downstate’’ regions; downstate is New York City and its
environs. If the city’s economy were considered indepen-
dently of the rest of the nation, it would be one of the 10
largest in the world. While the Wall Street financial district,
since before the American Revolution, has been the center
for British-controlled financial policy in the United States,
upstate New York is both an industrial area, primarily steel
in Buffalo and Syracuse, and an agricultural economy. New
Yorkranks third in dairy production in the nation and second
in apples and grapes.

In the Democratic primary on Sept. 23, backed by the
National Democratic Policy Committee, Melvin Klenetsky,
38, is running against the senior Senator from New York,
Daniel Patrick Moynihan. In 1981, Klenetsky ran for Mayor
of New York City against incumbent Edward Koch and left-
wing Democrat Frank Barbaro.

Klenetsky won 4 percent of the vote in that race; more
importantly he established through a series of televised de-
bates with his opponents, that the destruction of the city
through the Municipal Assistance Corporation of Felix Ro-
hatayn was a deliberate policy, and could be reversed. Kle-
netsky’s program is based on maximizing long-term, low-
interest credit for development of industry and infrastruc-
ture, such as the port of New York, restoring an American
foreign policy, and the elimination of the drug-based ‘‘econ-
omy'’ being forced on New York City in particular by Lon-
don-centered, Wall Street interests.

EIR’s Mary McCourt interviewed Klenetsky on Sept. 2.

EIR: Youhave just been certified as on the ballot in the New
York State Democratic primary for U.S. Senator. What is
the significance of this achievement?

Klenetsky: It is unheard of in the history of the Democratic
primary for a statewide campaign to make it on the ballot by
petitioning. The normal procedure is for a candidate to be
nominated by the state convention; if you are not nominated,
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you have to petition, a process made almost impossible by
the New York state election laws. In addition, this was done
in a redistricting year, when half the election boards still do
not know what election districts their voters are in, making it
even harder to validate the petitions.

The New York State Democratic machine thought that
they could knock me off the ballot. My opponent, Pat Moy-
nihan, was convinced that that was all he would have to do
in this campaign. Now, because I withstood the challenge to
my petitions and got on the ballot, he is going to have to face
my challenge on the political issues.

EIR: What is Moynihan’s political pedigree?

Klenetsky: He is part of the Harriman wing of the party. Its
principal backers are people like Cyrus Vance. Averell Har-
riman had a whole clique around him when he was New York
governor in the 1954-58 period, including Pat Moynihan,
who mapped out the strategy for a deindustrialization and
depopulation policy for the Kennedy and Johnson adminis-
trations. That policy became the basis for the Global 2000
depopulation policy under Jimmy Carter.

EIR: How was this policy carried out in New York State?
Klenetsky: The entire New York City garment/textile in-
dustry, for example, was run into the ground, and used as a
cash-flow conduit for laundered drug and gambling money.

People were brought in from Puerto Rico to take very
low-technology jobs, and with the collapse of services in the
city, particularly in education, there was no basis for these
people, or their children, to get higher-skilled jobs. As the
garment industry collapsed, with the 1958 recession, large
portions of the population were forced onto welfare.

Lyndon Johnson’s War on Poverty attempted to rebuild
party institutions around the poverty-welfare-service appa-
ratus. Mayor Lindsay accelerated that process, opening the
way for the Roy Cohn-East Side Conservative Club to run
New York politics without opposition from forces wanting
to rebuild an industrial center.

Outside New York City, take Buffalo, which has gone
through a series of collapse cycles since the war. The latest
round has hit Buffalo with incredible force. There are plants
in upstate New York that look like they are not going to

National 55



Candidate Klenetsky blasts Paul Volcker at a recent
Wall Street rally.

reopen at all. Exxon has just announced that it is going to
close 180 dealerships in upstate New York.

The Buffalo steel industry is now producing only 5,000
tons a week. As recently as the past few years, in a good
week the steel industry would produce 115,000 tons a week.
That is affecting the entire area. In the Buffalo area, the
petrochemical industry and the oil companies are actually
moving out. There is every indication that the region is being
abandoned.

In Syracuse, I made a plant-gate campaign appearance at
Crucible Steel, which is one of the largest specialty-steel
producers in the entire United States. There were only 100
people at the shift change. In downtown Syracuse, you can
see readily that the area industry, vital industry such as spe-
cialty steel and machine-tools are devastated.

They were extremely excited that a candidate for office
was telling the truth, and offering an economic alternative,
in ending Volcker’s high interest rates and extending long-
term low-interest credit to industry.

EIR: What has happened to the state’s farm sector?
Klenetsky: InJefferson County, where Watertown is locat-
ed, the farmers tell me that the biggest business these days in
the farm sector is auctions of land and farm equipment.

The New York state farm sector is not quite as bankrupt
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as the national average, but it is collapsing. From 1977-78
until now, you had a ratio of cash earnings to owed debt of
25 percent—out of every $4 eamed, $1 would have to go to
debt service.

Now, that has become a 50 percent ratio. Half of the
farmers’ earnings go to interest payments. Those figures do
not include principal; when you include principal, in some
areas as much as 95 percent is owed.

Even last year, as a farm went bankrupt, the FHA would
take it over, and then rent it out to another farmer, who would
lease the land. At least a good portion of farmland remained
productive. What has begun to happen this year, is that as
farmers went out of business, no one has leased the land.
Thousands of acres are going out of production altogether.

The biggest thing on farmers’ minds is getting credit.
They know what Volcker’s high interest rates have done to
them, probably more clearly than any other sector of the
economy.

But there has been a problem with farm organizations.
The Grange, National Farmers Union, National Farmers Or-
ganization, are taking a non-political attitude. They fought
for the Omnibus Farm Bill, the one that dealt with the ques-
tion of parity, on a single-issue basis: the dairy sector lobbied
fordairy ‘‘interests’’ and so forth. As a result, the farm sector
was destroyed. The farm organizations have not learned from
the experience of the last year; they are not really mobilized.

Moynihan is extremely unpopular among farmers. Al-
though most of them are so overwhelmed by their individual
financial situations that they have little time to devote to
politics, I intend to take my campaign much more into the
farm sector in the coming three weeks. I have issued a state-
ment that explains how Volcker is taking food from people’s
tables by destroying production. About25 percent of farmers
are Democrats, and none have anything in common with Mr.
Moynihan. He was opposed to parity and a supporter of
Volcker’s policies. Moynihan is also opposed to water-de-
velopment projects, and he is an environmentalist, something
farmers are particularly wary of, because of the major role
played by environmentalists in banning the use of DDT.

EIR: What has been the response to your program?
Klenetsky: My ‘‘Great Enterprises’’ proposal would force
the rebuilding of every sector of the economy—industry,
infrastructure, transportation—by mobilizing around such
national and international projects as space exploration and
building the Third World. Roosevelt mobilized the United
States for World War II in a matter of a few years.

People in Syracuse, for example, were very excited about
the ICONN-Erie Project to modernize the Erie Canal and
build a deep water port on the East Coast.

The project would create 100,000 jobs in upstate New
York, but would also be an important part of my export
program, which is to export $200-$400 billion per year to the
developing sector. I have done a series of town-hall meetings
in the upstate area on this subject.
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Election Closeup: Nevada

A new breed of Democrats challenges
Sen. Cannon in a battle for the West

by Freyda Greenberg and Susan Kokinda

When Congressman James Santini faces incumbent Sen.
Howard Cannon in Nevada’s Democratic primary on Sept.
14, there is more at stake than Santini’s self-proclaimed effort
to defeat the last of the ‘‘Class of ’58,""i.e., those 17 Senators
elected in 1958, of whom only Cannon remains. The Nevada
primary, as well as the Senate re-election bids of John Melch-
er (D-Mont.) and Quentin Burdick (D-N.D.) this year, focus
around a challenge to established Democratic incumbents
from a ‘‘new breed’’ of Western politician.

This ‘‘new breed’’ includes both Democratic and Repub-
lican challengers of varying ideological bents—ranging from
‘‘new right’’ Republican to ‘‘neo-liberal’’ Democrat. What
makes them all part of the ‘‘new breed’’ is that they all share
the same policy for the Western and Plains states, a policy
formulated by Colorado’s Aspen Institute.

Aspen’s ‘strategic minerals’

The western portion of the United States was once the
heart of astrong lobby foradvanced military and non-military
research and development, nuclear energy development, water
development, and high technology applications for the area’s
abundant natural resources. But today, itis being deliberately
~ transformed into a haven for real estate speculation, resource
speculation, and tourism. Using the slogan of ‘‘energy scarc-
ity,”’ the Aspen Institute, Institute chairman Robert O. An-
derson, Anderson’s Atlantic-Richfield Oil Co., and a group-
ing of major oil and mineral firms, many based in Texas,
have embarked on a ‘‘strategic minerals’’ policy ostensibly
designed to make the U.S. self-sufficient in energy and re-
sources. In fact, the policy is designed to secure control of
resources, and promote speculation in rather than develop-
ment of them. Put simply, Robert O. Anderson and his friends
in London, in particular, want the mineral wealth of the West
tostay in the ground.

Toward this end, these same players have poured increas-
ing amounts of capital into candidates like James Santini.
Another player in the campaign is the National Conservative
Political Action Committee (NCPAC) which has targeted
Cannon and Melcher for defeat. While Santini, as well as
Melcher’s Republican opponent, Larry Williams, insist they
are not affiliated with NCPAC, NCPAC director Terry Dolan
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reports that he has caucused with Santini on the campaign.
In any event, NCPAC continues to channel sizable sums of
money into these states to shift favor toward the challengers.

In 1976, this crowd, including the predecessors of
NCPAC, defeated the outspokenly pro-development Demo-
cratic incumbent from Utah, Frank Moss, replacing him with
current Senator Orrin Hatch, to the loss of Utah and the U.S.
Senate. They used the same tactics employed in today’s
races—i.e., they created rump scandals, spent lots of money,
and obfuscated the policy issues critical for the region.

Energy and development

Now, Howard Cannon faces scandal mongering and bo-
gus issues manufactured by Santini’s backers, one of the most
prominent being the fact that Cannon is 70 years old, and
Santini is 45. Aspen would have voters believe that the Ne-
vada Democratic primary involves a contest between a battle-
weary Senator and a young, energetic Congressman.

While Howard Cannon has come far short of exposing
and taking the needed measures to reverse the Aspen Insti-
tute’s British colonial strategy for the West, he has posed a
formidable obstacle to the scheme. Speaking on the floor of
the Senate on Dec. 1, 1981, Cannon scored the speculative
and non-productive ventures of especially the oil companies
for contributing to the ‘‘inflation and the resulting high inter-
est rates’’ that ‘‘threaten to destroy not only the traditional
dreams and hopes of individual Americans and their families,
but also our way of life, our economy, and our security and
position in the world at large.”’

“‘It is not into new oil discoveries and new wells,’’ Can-
non told the Senate, ‘‘that the major oil companies are putting
their money. It is into mergers and new acquisitions. Of the
204 such mergers and acquisitions by major oil companies
since 1968, 116 of them were in non-energy fields.’’” Cannon
has also supported the efforts of Senator Melcher to remove
Federal Reserve Board Chairman Paul A. Volcker to bring
down interest rates.

Santini, consistent with his support for the energy indus-
try’s speculative ventures, is a leading proponent of ineffi-
cient energy sources such as tar sands and geo-thermal ener-

National 57



gy, as well as the standard environmentalist *‘soft’’ energies
such as solar and wind power. While he voted for the Clinch
Riverbreederreactor program, Santini has opposed measures
for the disposal of nuclear waste and has made Cannon’s
refusal to oppose waste-disposal in Nevada a campaign issue.

On the crucial issue of water development, Cannon has
voted almost consistently for water projects, including the
Tennessee-Tombigbee River project that is essential to en-
sure water supplies to the south central regions of the United
States. Santini, on the other hand, voted against Tenn-Tom
in 1981 and voted to sustain Jimmy Carter’s water-projects
veto—both votes playing into the hands of the Aspen-con-
nected interests who depend on resource scarcity for specu-
lative gains.

Deregulation and labor

It has been around the question of labor and the regulation
of the trucking industry, that Santini’s backers have sought
to most weaken Cannon. Cannon, in sharp contrast to many
of his colleagues from that region, especially Senate Labor
Committee chairman and right-to-work advocate Orrin Hatch,
has voted consistently pro-labor. For this record, Cannon’s
detractors have repeatedly attempted to create scandals around
the Senator’s relationship to the International Brotherhood of
Teamsters.

Cannon, who had initially been a staunch opponent of the
Carter-Kennedy 1980 deregulation of the trucking industry
in 1980, which has so predictably gutted that industry, backed
down from this stance after a concerted campaign which
sought to cast aspersions on his union ties. While he was
cowed into abandoning this critical vote, the next phase of

deregulation, which would eliminate the collective rate-mak-
ing process, expected to occur in the next two years, is sure
to meet with resistance from the Senator. If collective rate-
making is eliminated, numerous firms that have survived
deregulation to date would go out of business, making a bad
situation much worse.

Of no small importance is the fact that senators allied to
the British-Aspen policy hold positions in the Senate which
are key to the pressure operations against Cannon. Orrin
Hatch heads the Senate Labor Committee, which has repeat-
edly ‘‘exposed’’ the connection of the Teamsters to elected
officials; and Sen. Malcolm Wallop (R-Wyo.) has led the
Senate Ethics Committee witchhunts—the most recent re-
sulting in the resignation of the only other surviving member
of the ‘‘Class of ’58’—the pro-labor, anti-Volcker Sen.
Harrison Williams of New Jersey. As for Malcolm Wallop,
who did much personally to remove Williams, it should be
remembered that he is a member of the Royal House of
Portsmouth and a cousin of the Queen of England.

Santini has smeared Cannon on the basis of old charges
conceming his ties to the Teamsters and to ‘‘organized crime,”’
charges of which the Senator was fully cleared in 1980.
Santini, on the other hand, in addition to contributions from
Texas and the oil companies, has received listed campaign
contributions from the notorious Del Webb Hotels, Inc.,
which has been investigated for organized crime activity
several times by Senate committees. Santini also has adopted
the profile of being one of the Senate’s most vociferous ‘*Zi-
onists,”” with a base of support among the Meyer Lansky
types collectively called the ‘‘Las Vegas business
community.’”
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Reviving Hitler’s favorite music

In Seattle, the Weyerhaeuser family is promoting Wagner'’s Ring cycle as
a wedge for the ‘““new dark age’’ within the U.S., writes Mark Calney

If you want to see true Wagner you must go to Seattle.
—Winifred Wagner

It was precisely 106 years ago in the ancient Bavarian forest
on the outskirts of the German village of Bayreuth, that the
first complete cycle of Richard Wagner’s The Ring of the
Nibelungs was performed. It was a most regal affair. This
was to be the unveiling of mankind’s greatest artistic achieve-
ment, a four-day epic opera concerning the mythical birth
and destiny of Man, depicting his various struggles amidst a
flotsam of dragons, dwarfs, and gods. Who was to attend this
festival heralding the ‘‘New Age’’ in Wagner’s ‘‘democratic
theater?”’

The premier day of Das Rheingold found the Bayreuth
theater stuffed to the rafters with every imaginable repre-
sentative of the European oligarchy from Genoa to St. Pe-
tersburg. There was the manipulative Malwida von Meysen-
burg, who had her own Bayreuth villa. Her friends included
Giuseppe Mazzini (sponsor of the Mafia and the proto-fascist
Young Europe Movement), radical Anglo-Swiss agent Alex-
ander Herzen, and French racist Count Joseph de Gobineau.
Limping slowly behind her, next to his sister and her fiancé,
we see the vile Zarathustra, Friedrich Nietzsche, looking sick
to his stomach, as usual. And over there in the grand entou-
rage beside Emperor Wilhelm I was that sly old Venetian,
Prince Max von Thurn and Taxis, aide-de-camp to King
Ludwig II of Bavaria from whose golden hoard the Bayreuth
complex had been built.

Was there not one republican to be found in the lot?
Where were Germany’s great military generals, scientists,
and statesmen who had built that nation? Where was Verdi?
Where was Brahms?

The evening of Aug. 1, 1982 was the opening night for
the beginning of the English Ring cycle, The Rheingold, and
as I entered the lobby of the Seattle Opera House, 1 was

EIR September 14, 1982

greeted not by the presence of our local Northwest patricians
in black tie, which one would expect during the German
cycle, but rather the flannel shirt and denim set. There were
cowboys from Colorado, gays from San Francisco, the
neighborhood Anglican priest, and what appeared to be the
entire anthropology department from the local university,
dispersed among the crowd. I overheard conversations in
Japanese, German, Spanish, and Texan. A number of these
pilgrims came from around the world—from Switzerland,
South Africa, Tasmania, Chile, Indonesia, Saudi Arabia—
from 25 different countries and from every state in the union.
For some it was their eighth sojourn to this idyllically under-
populated part of America, to participate in the revelries of
the only festival in the world which contiguously performs
the German and English cycles of the Ring (14 days), and
has won renown for surpassing Bayreuth in presenting Wag-
ner’s ‘‘true romantic’’ staging and costumes.

The English cycle, as planned, tended todraw the middle-
class local yokels, those whom George Bernard Shaw would
certainly call the ‘‘imperfect’” Wagnerites. They, however,
were offered consolation at the Wagner Gift Shop in the loge,
where all the necessary instruments for pragmatic interpre-
tation could be found. Alongside the numerous Wagner re-
cordings and books, including one on how young children
can perform their own Wagner plays, was a slew of such
‘‘pop’’ items as. T-shirts of Wagner leaning on the Seattle
Space Needle, posters, gold jewelry, and the popular *‘Sieg-
fried for President’’ buttons.

The newcomers, of course, may have shared the fear that
the translation of a great work of poetry from its original
language into another required a poet of somewhat equal
stature to do justice to the work. I am glad to report that
Andrew Porter’s translation of the Ring did not suffer from
this problem. That is primarily because in all of Richard
Wagner’s works one cannot find a single shred of poetry.
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The curtain rose on the swimming Rhinemaidens. Though
this is not the proper place for a much-needed detailed cri-
tique of Wagner’s music, the great musicologist and student
of Brahms, Heinrich Schenker, was certainly correct when
he stated that ‘‘Richard Wagner was the single most impor-
tant reason for the degeneration of music after Brahms.”’
Throughout the entire opera cycle, Wagner proceeded to drag
the audience through one mere feeling-state after another;
there was never a quality evoked in the human mind which
reflected an uplifting of the soul such as one would witness
in a performance of Beethoven’s Fidelio or Mozart’s The
Magic Flute. Furthermore, if one were to begin a search for
the origins of that insipid ‘‘background music’’ played be-
hind every motion picture and television production thatever
came out of Hollywood, the manuscripts of Richard Wagner
would be worthy of primary inspection. (Just listen, if you
can stay awake, to Act I, Scene II of The Valkyrie!)

From Valhalla to the bunker

There are some who say that Wagner’s music is evil
because people such as Hitler listened to his operas. This is
not true. Wagner’s music is evil because it created, in large
part, the counterculture which produced Hitler directly. Hit-
ler once said that to understand the Nazi party you must first
understand Wagner. To understand Wagner is to know that
Wagner is the music of oligarchs.

Wagner, who was bought and paid for by the homosexual
‘“Mad King”’ Ludwig II, of the Wittelsbach family of the
Kingdom of Bavaria, played a leading role as a battering ram
against the influence of classical European neo-Platonic cul-
ture. It was against this culture—which was committed, as
Beethoven was, to creating a Europe of constitutional repub-
lics of scientific and industrial progress on the American
model—that a still-powerful feudal oligarchy deployed Wag-
ner, Nietzsche, and a host of other anti-human degenerates.

The Ring is, in fact, an epic of the creation of the oligar-
chy. Itis based upon a series of myths handed down from the
ancient Northern European tribes of certain pagan tree-
worshipping cults. These myths had been popularized in the
18th century through the publiction of The Poems of Ossian,
ahoax directred by British intelligence operative David Hume,
who admitted to the fraud on his deathbed. Unfortunately,
the Ossian hoax hoodwinked a number of people including
Herder, who disseminated it throughout Germany'.

The story of the Ring revolves around the task of Wotan,
king of the gods, to seek the salvation of his dying order of
tragically flawed gods through the creation of a mortal hero,
who will champion a chosen race of mankind. This hero,
Siegfried, is begotten through the typical aristocratic mech-
anisms of infidelity and incest. Siegfried is ultimately con-
sumed in an orgy of death, climaxed by the fiery immolation
of Valhalla, the kingdom of the gods.

Aside from the more obvious pompous nature of these
operas, the key oligarchical trait woven throughout them is
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the ideology of racism. Wagner, of course, was a raving anti-.
Semite, and Bayreuth served as a cesspool for the collection
‘of Europe’s leading Anglo-Saxon race theorists, such as de
Gobineau, and Bernard Forster, who married Nietzsche’s
sister Elisabeth. Cosima Wagner, Richard’s wife, was instru-
mental in ensuring the publication of de Gobineau’s works,
and Wagner himself published excerpts of de Gobineau’s
Theory of Inequality of the Races.

One of Wagner’s main projects was an attempt to ‘‘Ar-
yanize’’ Christianity. He writes in a letter from Venice in
1883, not long after the first production of his last opera,
Parsifal, which deals with the pagan Teutonic version of the
myth of the Holy Grail: ‘‘By tracing the roots of the German
tribes it can be demonstrated that they have talents and traits
which have been lost by the entire Semiticized so-called
world.”’

Scratch an ardent Wagner
enthusiast, and you will find an
enemy of civilization. The Ford
Foundation launched Seattle’s
Ring cult, and Trilateralist George
Weyerhaeuser maintains it. Until
now it has remained a mere
beachhead in the assault on
culture in America, but a full-
scale invasion is planned over the
next year.

One month after this letter was written, Wagner died in
that citadel of oligarchs, Venice, at the Palazzo Vendramin-
Kalergi. It was the Venetian circles of Count Coudenhove-
Kalergi, including the Thurn and Taxis family, who later
created the fascist Pan-European Union and its inner elite,
the Thule Society. One of the leaders of this cult was the
well-known race theorist Houston Stewart Chamberlain (a
relative of the Nazi-appeaser Neville Chamberlain), who
married Wagner’s daughter Eva at Wahnfried, Wagner’s vil-
lain Bayreuthin 1908. Chamberlain was personally involved
in recruiting Adolf Hitler, a German military intelligence
stringer at the time, into the swastika-ridden Thule Society.
He invited Hitler to the first of many visits to Wahnfried on
Oct. 7, 1923. OnNov. 9, 1923 Hitler led the famous Beerhall
Putsch, and Wagner’s son Siegfried was found footing the
bill for the escape of putsch member Hermann Goering to
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Venice.

Many pages could be filled accounting the close relation-
ship between Wagner’s music and the Nazis. Such stories
would include Hitler’s long intimate friendship with Win-
ifred Wagner, the desperate effort of Hermann Goering to
secure national revenue through the deployment of slave
laborers to sift the shores of the Rhine River in search of the
Rhinemaidens’ gold, and Hitler’s envisioning of himself as
a modern Wotan, who reveled in five performances of Par-
sifal and two complete Ring cycles at Bayreuth in 1939, just
before he plunged the world into the inferno of World War II
with the invasion of Poland.

Weyerhaeuser: tree worshippers

From a Wagnerian perspective, the Seattle region of
Washington State certainly meets the requirements for the
site of an ideal Ring Festival. Enveloped in plush forest
vegetation, it is situated within a complex of beautiful snow-
covered mountains, such as Mount Olympus, and Puget
Sound’s many waterways. Continuing the tradition of low
populationdensity started by the British Astor family’s Hud-
son Bay Company, the demographic profile also shows what
is perhaps the highest concentration of people of Nordic
heritage in the nation.

Leading the list of would-be knighted hicks sponsoring
this festival, is the Northwest family of George Weyerhaeu-
ser. The Weyerhauser Company is the largest private land-
owner in the United States and George Weyerhaeuser is a
personal friend of Bavarian Prince Johannes von Thurn und
Taxis, the largest landowner in Europe, whose grandfather,
Prince Max, was the controller of King Ludwig II. Weyer-
haeuser’s affinity for Wagner is no accidental outgrowth of
his association with some of Europe’s leading oligarchs,
however. Wagner and the early Wagnerians called them-
selves ‘‘futurists.’” As we shall see, Weyerhaeuser is a mod-
ern futurist in the Wagnerian mold.

A Trilateral Commission member and Rand Corporation
trustee, George Weyerhaeuser, like his oligarchical counter-
parts, is a supporter of the genocidal Global 2000 policy,
which calls for the elimination of 2 billion people by the turn
of the century. Toward this goal the Weyerhaeuser family
has been bankrolling the promotion of the ‘‘post-industrial
society,’” and specifically the creation of a Northwest region-
al province called Ecotopia. The family campus in Tacoma,
the University of Puget Sound, along with Washington Mu-
tual Savings Bank (also a major Ring promoter) is presently
sponsoring a five-year ‘‘futurist’’ conference series which
has featured such Dark Age cult organizers as Willis Harmon
and Marilyn Ferguson, the author of The Aquarian Conspir-
acy. In their efforts to create this Dionysian Ecotopia coun-
terculture, combined with their continual chasing after the
tail-end of blue-blooded aristocracy, the Weyerhaeusers do-
nated 30 acres of land in a remote forest area south of Seattle
to build a new Bayreuth *‘Festival in the Woods.”’
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‘“The personality is the goal of neo-aristocratic politics.
The quality of human beings is the goal, not the quantity.
This does not involve the paragraphs of the constitution, but
it is concerned with having the best get ahead: so that the best
rule.”’ So said Count Coudenhove-Kalergi.

The Seattle Ring cycle started in 1974 with a $500,000
grant from the Ford Foundation. Until now it has existed as
a mere beachhead in the assault on culture in America, but a
full-scale invasion is planned over the next year.

There has been much discussion recently in the board

.rooms of the world’s largest record companies about the

cultural ‘‘taste’” of their customers. The industry’s two giants,
Philips NV of Holland (run by the retired Allgemeine SS
officer Prince Bernhard) and EMI Ltd. in London, who own
80 percent of all the world’s record companies, are particu-
larly concerned with the tremendous collapse in the sales of
rock music albums. EMI interfaces with the executive direc-
tors of London’s social control and psychological warfare
center, the Tavistock Institute. This crew is presently en-
gaged in orchestrating an international ‘‘classical revival’’
based on what they term the ‘‘cult of personality.’’ This
means removing the poetic content of performing true clas-
sical music such as that of Bach or Beethoven, and substitut-
ing the virtuoso titillation provided by their newly created
*‘classical superstars.’’ Flutist James Galway and Philips
NV’s supernova, tenor Luciano Pavarotti, are the leading
examples of this operation. They are being joined by ‘re-
packaged’’ record releases built around such frauds as Leon-
ard Bernstein. Richard Wagner is receiving special attention,
with 1983 being the centenary of his death.

During October of this year, PBS-TV will broadcast the
entire Ring cycle nationally. The performance was recorded
several years ago at Bayreuth and will be hosted by Friede-
linde Wagpner, Richard’s granddaughter. Then, the following
February, a $10 million motion-picture production of the life
of Richard Wagner, starring Richard Burton and Vanessa
Redgrave as Cosima, is scheduled to be released. The tele-
vision rights to air this as a mini-series have already been
sold. All this is being done while the New York City-based
Wagner International Institute, which held its first conference
in May 1982 at Bayreuth, has begun to organize local chap-
ters and festivals around the country. The next major U.S.
city to host a Wagner Ring Festival will be San Francisco.

Take a hard look at an ardent supporter of Wagner and
his Ring, from the European oligarch, to the environmentalist
whose first contact with Wagner was most likely through
J. R. R. Tolkien’s feudalist fantasy Lord of the Rings, and
you will begin to see the mind of someone who would not
only tolerate, but organize for the conditions of collapse of
the culture upon which civilization stands. History cannot
endure the re-emergence of public leaders and theater man-
agers who swear fealty to Wagner. The great German poet
and historian Friedrich Schiller would be the first to agree
that Wagner should be sent back to Valhalla.
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National News

U.S. News suit:
a Kissinger prank?
In late July, EIR founder Lyndon H. La-
Rouche, Jr. dared Henry Kissinger to sue
over LaRouche’s publishedcharge concern-
ing Kissinger’s homocidal homosexuality.
Kissinger has yet to show up in court, but
on Aug. 18 a suit was filed which seems to
have some connection with the matter.
Filed under the name of U.S. News &
World Report, the suit charges that Cam-
paigner Publications and New Solidarity In-
ternational Press Service (publishers of EIR)
use ‘‘undercover’’ calls by their writers. At-
torneys consulted consider the suit frivolous
and without merit. The defendants view the
suit as one of the harassing actions report-
edly planned at meetings last month be-
tween Kissinger, mob attorney Roy Cohn,
and others who do not dare sue LaRouche
directly.

Kasten and Moynihan
push Polish default

Aidesto Sen. RobertKasten (R-Wis. ) report
that the Senator will seek to insert the exten-
sion to September 1983 of the Kasten-Moy-
nihan amendment into the new supplemen-
tal appropriations bill now being drawn up
by Congress. The measure, which would
force the administration to explain on a
monthly basis why it had not yet placed Po-
land in default on its foreign debt, had been
included in the supplemental spending bill
recently vetoed by the President. Kasten-
Moynihan faces possible expiration on Sept.
30, 1982.

In his veto message, President Reagan
said that he does not support Kasten-Moy-
nihan and does not wish to have his hands
tied on Polish debt. However, aides to Kas-
ten maintain that Reagan would have signed
the bill anyway if its spending targets had
conformed to the administration’s wishes.

Kasten’s aides claim that the administra-
tion is already in violation of Kasten-Moy-
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nihan, since it has failed to provide notice
for the month of August as to why govern-
ment loans to Poland have not been declared
in default. The aides predict that Kasten and
Senators Moynihan (D-N.Y.), Helms (R-
N.C.), D’Amato (R-N.Y.), and Garn (R-
Utah) will attempt to use the issue when
Congress reconvenes to create dissention on
the Senate floor.

Brzezinski: Give
Poland to IMF

Former Presidential adviser Zbigniew Brze-
zinskicalled for threatening the Soviets with
an ‘‘explosion’’ in Poland or a new Drang
nach Osten into order to gain compliance
for IMF rule over Poland, in an interview
with the Washington Post Aug. 31.

‘“‘An explosion,”’ Brzezinski says, ‘‘is
not to be ruled out because the economic
conditions in the country are becoming so
severe and so unacceptable that some spark,
indeed, even on the day which this interview
appears, could set off a major explo-
sion. . . . [The Soviets] fail to perceive a
real historic opportunity to structure the Pol-
ish-Soviet relationship on a new genuinely
enduring basis. . . . There happens to be a
genuine coalescence of national interest be-
tween Poland and Russia in containing the
old German ‘Drang nach Osten.’ This coa-
lescence could be exploited in a much more
permissive context. . . .”’

e

Pat Moynihan supported
Jensen’s race science

Arthur Jensen, the University of California
Professor of Educational Psychology who
published his theory that blacks are intellec-
tually inferior to whites by 15 IQ points in
the Harvard Educational Review in 1969,
told an EIR interviewer Sept. 1 that incum-
bent New York Sen. Daniel Patrick Moy-
nihan was supportive of his position.
‘‘Imet Moynihan at that time [1969] and
had some correspondence with him, and we
discussed these problems, because he had
been branded as a racist too for his Depart-

ment of Labor report on the Negro family.’’
Moynihan’s report, issued in 1965 when he
was Undersecretary of Labor, stated that
poverty among blacks could not be solved
by more jobs and housing, because of the
unstable black family structure.

In a June 12, 1970 interview with Life
magazine, Moynihan, then a domestic ad-
viser to President Nixon, stated: ‘‘Dr. Jen-
sen is a thoroughly respectable man. . . .
He is in no sense a racist.”’

Using in part Moynihan’s own- earlier
IQ studies, Jensen asserted that ‘‘schools
must be able to find ways of utilizing other
strengths in {black] children whose major
strength is not of the cognitive variety.”’
Jensen also linked the purported intellectual
inferiority of blacks to skin pigmentation.
Jensen’s conclusion was that ‘‘current wel-
fare policies, unaided by eugenic foresight,
could lead to the genetic enslavement of a
substantial segment of our total
population. . . .”’

When asked by EIR if Moynihan agreed
with the substance of his work, Jensen re-
plied, ‘‘Well, I think he did. He never said
anything in . . . person . . . or that’s pub-
lished to indicate the contrary. I think he has
to be very cautious about his statements in
this domain, because of his political posi-
tion, naturally.’’

Congress passes bill to
fund ‘death’ with dignity

A bill authorizing use of federal medicare
funds to pay for hospice ‘‘care’’ for elderly
patients passed Congress Aug. 19, attached
to the Omnibus Tax Bill. The measure,
H.R.5180, is awaiting the President’s
signature.

The bill had 260 co-sponsors in Con-
gress, including most of so-called pro-life
representatives, including Mark Silanjer (R-
Mich.) and Christopher Smith (R-N.J.). This
major support was based on the ostensible
‘‘humanitarian’’ aspects of the bill, and its
definite cost-cutting effects.

The bill, it is estimated, will save the
federal government $48 million in Medicaid
expenditures. The Congressional Budget
Office estimates that close to 500,000
Americans are potentially eligible for the

EIR September 14, 1982



Medicaid funds, although the new bill will
provide funds for hospice care for only
50,000 persons. The Budget Office also es-
timates that providing hospice, rather than
hospital care, for terminally ill patients, will
save an estimated $1,100 per patient. Fifty
thousand Americans now die in private
hospices.

Any terminally ill American, 65 or over,
who agrees to forego any life-prolonging
treatment, and asserts that he or she has only
six months to live, is qualified for receiving
funds for hospice, or home-hospice care. In
the latter case, the patient’s family will re-
ceive Medicare payments to keep the patient
at home until he or she dies.

Vernon Walters’s links
to Kissinger publicized

Special ambassador Gen. Vernon Walters,
the operative who spent late August in Bra-
zil organizing a pro-British coup against
President Figueiredo, was featured as the
cover story of the Boston Globe’s Sunday
magazine at the end of August.

Fritz Kraemer, described in the Globe
piece as the man who *‘takes credit for ‘dis-
covering’ Henry Kissinger as a 19-year-old
Army private,”’ spoke of his ‘‘life-long
friend,”” Vernon Walters, in *‘‘affectionate,
even reverential terms’’ to the Globe report-
er. Kraemer reported that he had known
Walters since they worked together in 1951
on the staff of Gen. George Marshall in de-
veloping the post-war plans for controlling
Europe. It was Kissinger who appointed
Walters to the post of deputy director of the
CIA in 1972, Kraemer asserted, and Kissin-
ger who promoted him.

The Globe also reviewed Walters’s role
in setting up the assassination of Chilean
exile Orlando Letelier on the streets of
Washington, D.C. in 1976.

After the war, Walters rose in influence
within military intelligence as Averell Har-
riman’s aide throughout the 1950s.

Another feature to Walters’s career is
the fact that he never married—living with
his mother until she died, and now living
with his sister in Washington D.C. ‘‘He is
asexual, almostlike a monk,’’ Jesse Helms’
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former aide John Carbaugh explained.

According to Walters’s book Silent Mis-
sions, after one little quarrel, Henry Kissin-
ger turned to Walters and said ‘‘No one else
does for me what you do.”’

LaRouche warns

of ‘new Hitler enterprise’

‘A carefully prepared trans-Atlantic cam-
paign has been unleashed during this month
to send panic-stricken lechers fleeing into
the refuge of what some will prefer to de-
scribe as a ‘new Victorian age,’ ’’ stated
EIR founder Lyndon H. LaRouche Aug. 23.
‘“The panic is being spread . . . through
some of the same news-media conduits which
organized the ‘sexual liberation movement’
of the 1960s. The scare-word . . . in organ-
izing panic is ‘herpes.’ ’’ The magazine
spearheading the campaign is Playboy.

The significance of this campaign,
LaRouche states, is that, ‘‘according to some
of the most highly placed aristocracy’’ in
Europe, the counterculture element of the
North American and European populations,
as the result of abrupt sexual denial, will be
‘‘provoked into infantile rage . . . to be ex-
ploited for the rapid eruption of fascist
movements.’’

LaRouche and his associates, in collab-
oration with a network of Jewish investiga-
tors, have been closely studying a very pow-
erful international network of aristocrats and
key Nazis, who direct the present-day Nazi
International. According to one source, who
was in the inner core that created the Nazi
movement in the 1920s and 1930s, a new
Adolf Hitler is currently being groomed in
West Germany.

The *‘herpes-scare’’ campaign, accord-
ing to LaRouche, is only propaganda sup-
port for other measures to create a popula-
tion willing to carry out fascist mass-murder
policies. In Weimar Germany, a similar rock-
drug-sex counterculture flourished, until,
with the rise of the Nazi movement, ‘‘sud-
denly the lid went down.”’

The broadest of the networks behind this
campaign are certain international Freema-
sonic lodges, who are currently involved in
deploying international terrorism and drug-
and gun-running.

Briefly

@ HENRY KISSINGER went to
South Africa in early September. He
is believed to be arranging the next
round of destabilization in that vola-
tile region.

@® MERRILL LYNCH, Treasury
Secretary Donald Regan’s old firm,
has concluded a three-way deal mak-
ing Hong Kong financial magnate
Fung King Hey the biggest single
stockholder in Merrill Lynch. Fung
is the key financial mediator between
the Peking government and its for-
eign transactions, which are widely
suspected to be heavily involved in
international heroin traffic. Fung
made his fortune in trading and spec-
ulation in the drug-ridden Hong Kong
real-estate market.

@ PHYSICS TODAY, the journal
of the American Institute of Physics,
ran a prominent story on recent the-
oretical breakthroughs in polarized
fuels for nuclear fusion in its August
issue. The coverage is based on ma-
terial prepared by Fusion Energy
Foundation scientists Dr. Steven
Bardwell and Charles B. Stevens;
however, the article does not discuss
the potential to accelerate commer-
cial fusion development as a result of
use of polarized fuel.

@ FUSION magazine has published
a special 32-page September issue on
polarized-fuel fusion, which was in
greatdemand at the conference of in-
ternational plasma physicists in Bal-
timore early this month.

©® FERNANDO OLIVER, Na-
tional Democratic Policy Commit-
tee-backed candidate for Congress
from the South Bronx, was placed on
the ballot Sept. 1 by the New York
Supreme Court. Oliver will oppose
incumbent Robert Garcia in the Dem-
ocratic primary. Oliver won his place
on the ballot despite a wild effort by
organized-crime attorney Roy Cohn
and his Bronx associate Stanley
Friedman, who back Garcia’s plans
to create ‘‘free enterprise zones’’ in
New York City, to challenge his
petitions.
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Editorial

Now that we have your attention...

As we go to press, there is unusual silence in the world
banking community—stunned silence, after the
bombshell dropped by Mexican President Lopez Por-
tillo when he announced the nationalization of Mexi-
co’s private banks and a campaign to reclaim the looted
money from abroad, on Sept. 1. As reported in this
week’s Economics section, the oligarchist assumption
that debt-collection can always be imposed by dispatch-
ing the likes of Henry Kissinger to the targeted coun-
tries, has been rudely upset.

Now that we have your attention, we would like to
introduce ‘‘Operation Judrez,”’ the 68-page EIR Spe-
cial Report that has been circulating for some weeks in
the capitals and policy circles south of the Rio Grande.
In it, EIR founder Lyndon LaRouche proposes that
debt-reorganization and an Ibero-American ‘‘Common
Market’’ are the only way to call the monetarists’ bluff
short of its genocidal consequences—and bring the
U.S.A. to its senses. He makes the point that ‘‘unless
the bankers of the U.S.A. are collectively insane or
babbling imbeciles, they will joyously embrace a prop-
er proposal for collective financial reorganization of
Ibero-American debt.”’

We remind readers, in summary form, of the cir-
cumstances under which U.S. policy-makers as well as
bankers can cooperate in the Ibero-American debt re-
organization. In August, LaRouche warned of a prob-
able September financial crash and called for the im-
mediate enactment of certain reforms by President Re-
agan and the Congress which would halt the economic
depression over the winter of 1982-83. (See the Aug.
24 EIR, ‘‘Financiers predict a crash in September.’’)

Those measures include:

® Demand the immediate resignation of Federal
Reserve Chairman Paul A. Volcker.

® Remonetize the gold reserves of the U.S.A. at a
fixed price of $500 per ounce.

® Enact an emergency reform of the Federal Re-
serve, making it in effect into the Third National Bank
of the United States, restoring full regulation to the
banking system, and enforcing ‘‘banking transparen-
cy’’ on foreign banks operating on U.S. soil.

® Authorize $400 billion in U.S. Treasury curren-
cy notes for loans directed to performance-worthy in-
vestments in domestic production and foreign trade.

The U.S. government, if it were sensible, would
agree to make the new bond issues of debt-reorganiza-
tion of Ibero-American republics discountable assets
within the facilities of the reformed Federal Reserve
System. “‘If the U.S.A. is engaged in increased vol-
umes of capital-goods exports, and if those debt-reor-
ganization bonds are discountable for hard-commodity
classes of export-loans within a gold-reserve-based U.S.
credit and banking system, these bonds are now func-
tionally as good as gold,’’ writes LaRouche in Opera-
tion Judrez.

The U.S.A.’s first concern must be to re-employ
within months some 5 million of those left unemployed
by Volcker’s lunatic policies, with the goal of adding
10 million more workplaces by about 1985. The em-
phasis should be on high-technology farmers and skilled
and semi-skilled industrial operatives, not ‘‘services’’
(except vital professions, like science).

Second, the U.S. has to reverse the liquidation of
farms by debt moratoria and credit injection, and un-
dertake a few large-scale, basic infrastructural projects
to provide a stimulatory market for private industry.
Next, the U.S. should negotiate with developing na-
tions a collection of high-technology infrastructure
projects most urgently needed, including nuclear-en-
ergy projects, and provide financing at 2 percent per
annum. This translates into demand for U.S. capital-
goods producers.

It would be sensible, and probable, that a number
of exporting nations, such as Japan and the Federal
Republic of Germany, would with to join the United
States as partners in the multinational division of labor
in such undertakings. Adding Ibero-America, the
ASEAN nations, and some other developing nations,
we identify a potential for $200 billion annually or
higher of increased capital-goods imports per year from
capital-goods exporting nations. Mexico alone, for ex-
ample, fully justifies 320 billion a year or more of in-
creased capital-goods purchases.
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