


"EIR has commissioned this White Paper to bring the truth 
on the developing Panama crisis to American citizens and 
lawmakers, so that decisive action can be taken to stop this 
campaign, before the United States faces a new strategic 
crisis on its southern flank." 

White Paper on the 
Panama crisis 
Who's out to destabilize 
the U.S. ally, and why 

While the New York Times and other major media pump out "news" on Panama to fit these plans, 
North Carolina's Sen. Jesse Helms, the U. S. State Department, and sections of the Reagan administration 
have joined in a campaign to overthrow Panama's government and Defense Forces, allegedly because 
they have been taken over by the narcotics trade. Therefore, the United States must bring to power 
PanamA's" democratic opposition" movement. 
As this report shows, the principal figures in the "democratic opposition" movement are drug:money 
launderers, lawyers for cocaine and marijuana traffickers, terrorists, and gun-runners. Their presidential 
candidate, Arnulfo Arias Madrid, is a life-long Nazi. 
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P.O. Box 17390 
Washington, D.C. 
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The report includes: 
• A "Who's Who" in the drug. mob's campaign to overthrow 

Panama's government; 
• The facts on how "conservative" Jesse Helms has joined with 

State Department one-worlders to implement a destabilization 
campaign designed by the U.S. Liberal Eastern Establishment; 

• How David Rockefeller's Trilateral Commission and the New 
York Council on Foreign Relations created the "off-shore" 
banking center in Panama, to handle their debt-and-drug loot­
ing of South America; 

• Proposals on how the United States can help secure Panama, 
through a series of Canal-centered development projects, wbich 
break Panama's economic dependence on the "off-shore" 
economy r4.n by the international banking cartel. 
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From the Editor 

News is breaking fast onthe debt front, putting back on the agenda 
Lyndon LaRouche's 1982 "Operation Juarez." That is a program to 
stop the crash by reorganizing the debt, and extending new credits 
for massive economic development, centered on large-scale infra­
structure projects, which would start in Ibero-America. 

• As reported on page 4, Mexican Finance Minister Jesus Silva 
Herzog, a long-time target of EIR's criticism, was forced out. The 
Mexican newspaper El Nacional revealed on June 20, in a rare front­
page editorial, that Silva Herzog was canned for failIng to carry out 
the assignment given to him by President de la Madrid, to adjust 
Mexican debt payments to an appropriate level. Rumors are rife in 
Mexico that he had made a secret accord with Citibank's William 
Rhodes to implement International Monetary Fund demands, flout­
ing the President's directives. 

• Peru's ambassador to the United Nations, Carlos Alzamora, 
said on June 19 in Paris that Silva Herzog's ouster reasserts the 
position on the debt of the Latin American Economic System, which 
was to fight the International Monetary Fund. This position coincides 
with Operation Juarez, and underscores the potential for a Peruvian­
Mexican alliance that could catalyze the entire continent against the 
bankers. 

The question is: Can Washington be made to respond positively' 
to these developments, or will the insane policies dictated by the 
international banking fraternity continue to prevail? 

This week's cover story documents the rotted state of U . S. bank­
ing and the schemes of the major money-center banks, led by Citi­
bank, to survive in the financial· blowout ahead, by devouring the 
regional banks. This has devastating implications for national secu­
rity. The same Wall Street boys are scheming with the Soviets to kill 
the Strategic Defense Initiative (see page 42). In addition, as the 
Investigation (page 34) details, they are operating through Capitol 
Hill dupes like Senator Helms to pull U. S. troops out of Europe and 
send them into Central America to fight for the drug mafia's "free­
doms." 

Hours after the Peruvian government retook control of prisons 
where the Shining Path terrorists were staging an all-out revolt (page 
40), there was an attempt to assassinate President Alan Garcia. 
Soviet pawprints are all over this affair. Where does the United States 
stand? 
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Correction: In our June 13, 1986 
issue , a cha� on page 17 
mist�enly attributed to NASA a 
plan for colonizing the inner solar 
system. The plan is that proposed 
by the Presidenfs National 
Commission on Space. 
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Mexico hits Helms outrage; 
fires Wall Street darl�g 
by D. E. Pettingell 

' 

Senator Jesse Helms (R-N .C . )  has called for a stop to all 
economic aid to Mexico until the Mexican government agrees 
to tum over power to the Nazi-communist opposition party. 
In public hearings on June 17 sponsored by his Subcommittee 
on Western Hemisphere Affairs , Helms charged: "Mexico 
deserves no help from the international community until" the 
Mexican government "opens up its electoral process to re­
view and inspection ." 

Helms presented what he called "secret statistics" on'the 
1982 Mexican presidential election results, showing the Nazi­
communist opposition gaining over 55 %of the national vote! 
"I believe that this is a scandal sufficient to impeach the 
legitimacy of the government," he said, apparently fully con­
vinced of his allegations . 

This is the first time anyone , in or out of Mexico , has 
challenged the legitimacy of the Mexican President and Open7 
ly called for the overthrow of Mexico's  democratically elect­
ed government. In doing so, Helms based his allegations on 
pure lies . 

The June '17 hearings are the .latest in a series of Mexico­
bashing sessions that Helms is determined to continue until 
he brings Mexico to its knees on behalf of the international 
banking community . 

Mexico's response to Helms 's  outrage could not have 
been more appropriate . Hours after Helms fired his broadside 
against Mexieo , President Miguel de la Madrid fired back; 
he fired Finance Minister Jesus Silva Herzog , increasing fear 
among international bankers over the Mexican government' s  
plans to pay-or not pay-Mexico' s  $97 billion debt. Silva 
Herzog was widely seen by financial circles as their "dar­
ling . " 

De la Madrid assumed personal control over debt nego­
tiations, by naming a lifelong friend , Gustavo Petricioli , who 
has headed the government' s  credit institution , Nafinsa. At 
his swearing-in as new finance minister, Petricioli said that 
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the priority is to "keep the economy froni falling into a reces-
sionary process . . . .  " , 

The change of ministers sent shock' waves througb the 
international banking community . "By replacing Mr. Silva 
Herzog," one banker is quo�d by the Wall Street Journal,. 
President de la Madrid is laying the groundwork for "pressure 
for a unilateral moratorium." 

Black propaganda 
At the hearings ,  Helms ctaimed that there are two differ­

ent sets of electoral results , �'one public , one private . "  Ac­
cording to "secret" statistic� which Helms says are in the 
possession of the Joint Chiefs of Staff of the Presidency of 
'Mexico, the "opposition" in Mexico , that is , the fascist Na­
tional Action' Party (PAN) , in alliance with the communist 
PSUM party and severaloth,r smaller groups , won 55 .14% 
of the vote in the 1982 presiPential elections . The 50-year­
old ruling Institutional RevQlutionary Party (PRI) , and two 
allied parties ,  according to Helms, got only 39.78%. 

One must ask Helms, or: his staff who apparently "got" 
the documents, how does he explain that Presi<l;ent de la 
Madrid has ruled Mexico for three years with no one, in or, 
out of Mexico, challenging his legitimacy? Not even the Nazi 
PAN, nor the communist �SUM have gone as far as the 
senator. Both parties know ,that Helms is lying . The most 
these parties have claimed is that the PRI "stole" some mu­
nicipal elections and one gubernatorial election from the PAN, ?ut never the pre�idency. �e M�xican Embassy in Wash­
mgton put out a bnef statement notmg thatthe Helms charges 
are "groundless and most probably are intended to confuse 
public 'opinion . " 

, Helms argued that "electoral fraud" is ,the "prime cau�e 
of the economic and social crisis in Mexico. "  He demanded 
that Mexico "open up the sY$tem" in such a way that foreign 
banks and speculative capita! can go in and buy off Mexico's 
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wealth, including Mexico's state-owned oil monopoly, Pe­
mex. 

"We had the Chinese Communists go to market process­
es, we had the French Socialists admit that they were wrong, 
even the Russians talk about decentralization, and Mexico 
still �ouldn't face up," the "confirmed bachelor" writer Sol 
Sanders, a witness at Helms's hearings said, in demanding 
the total "privatization" of the Mexican economy. 

Who is to be rescued? 
Helms's latest charges come as Mexico is in the midst of 

negotiations with the International Monetary Fund (IMF) to 
try to work out an arrangement for debt servicing. Financial 
circles fear that Helms's Mexican-bashing orgy will push 
Mexico into either a moratorium or a Peru-style approach to 
the debt. this will collapse several of America's major banks. 
In an effort to prevent, or at least postpone such an outcome, 
Federal Reserve chief Paul Volcker and Treasury Secretary 
James Baker have opted for a "soft-talk" approach in dealing 
with Mexico. 

As a result of Volcker's secret June 9 trip to Mexico, 
Mexico agreed to go back to the negotiating table with the 
IMF. But despite talk that Volcker and Baker are pressuring 
the IMP into offering a more "flexible" deal to Mexico, no 
agreement has been reached, and the day nears when Mexico 
has to pay second-quarter: interest. 

The impassehas been reached over the IMF demands that 
Mexico cut by over half, its budget deficit of 13% of the 
nation' s output. Mexico cannot afford to lay off thousands of 
public employees as the IMF wants. "Most of the $424 .4 
billion that Mexico owes V. S.  banks is  held by the 10 biggest 
financial institutions in this country," wrote syndicated col­
umnist Jack Anderson June 19. "They have so much money 
tied up in Mexico that a default by the Mexican government 
would have a serious, possibly catastrophic effect on the V . S. 
banking industry. " 

According to Anderson's information, in 1985, Bankers 
Trust and Manufacturers Hanover had more than half its 
capital tied up in Mexican loans outstanding. Bank of Amer­
ica has 48.6% and Citibank43.5% exposure. 

Before Silva Herzog's dismissal, the bankers at least had 
'his personal guarantee that somehow Mexico would not de­
fault. Now, the dream is over. 

''The news of his' resignation worried Mexico's interna­
tional creditors, who have long felt that Mr. Silva Herzog 
was easier to work with . . . than some of the country's more 
nationalistic officials," the Wall Street Journal complaIned 
June 18. His departure; the financial daily went on, "appears 
to 'add strength to 

'
the faction arguing that growth is more 

crucial than keeping interest payments current on the nation's 
debt." 

As Helms and the bankers know, Mexico simply does not 
have the money to pay debts due on July 1. The greatest fear 
of the creditors is that Mexico might decide not to spend more 
than one-half of its export earnings on debt payments, but set 
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a reasonable limit, as President Alan Garcia has done in Peru. 
They know that, if Mexico did.this, other big debtor nations 
would follow. Argentina will not sign with the IMF "until 
the Mexi�an crisis is solved," a spokesman for the Argentine 
economic ministry said June 18. Brazil is reported to be 
considering the same approach. 

Consensus for moratorium 
Mexico's press of June 18 attributed the expulsion of 

Silva Herzog to persistent pressure from Mexico's labor or­
ganizations. "Foreign debts must not be the nation's priori­
ty," the Confederation of Mexican Workers (CTM) asserted 
in a June 18 proclamation. "It is intolerable to as� the people 
for more sacrifices." The CTM demanded an end to "ortho­
dox economic theories and policies which in reality have 
failed." It sought an end to austerity and the beginning of 
growth policies with "stricter exchange controls" to stop cap­
ital flight. The CTM is the most powerful section of the ruling 
PRI, which elected Miguel de la Madrid. 

Portirio Munoz Ledo, a PRI leader, warned on June l� 
that if Mexico accepted the bailout deal concocted in Wash­
ington, it would solve nothing, but would violate the com­
mitment de la Magrid himself ha� made to his party, his 
country, and to the Cartagena Group, which represents all 
the major debtors in Latin America. 

"As far as the PRI is concerned,"he stated, "structural 
change means . . . satisfying the basic needs of the popula­
tion. This implies Mexico making a clear break with IMF 
prescriptions ... . If the financial packet were accepted; we 
would in fact be applying the Baker Plan, with' which a 
financial protectorate would be set up to intervene in the 
country's internal policies." Instead, Munoz Ledo urged, 
Mexico should set a limit to its debt service, as Peru has 
done, and pay interest at the "historic rates" of the past. "As 
Miguel de la Madrid said, nobody is obliged to do the impos" 
sible. " 

He stressed that the PRI party congress in May promised 
de la Madrid total support of the party and Mexico's patriots 
"to confront the pressures and assaults from abroad." 

The Mexican government is politically unable to commit 
itself to any deal with the creditors that would bring more 
IMF austerity on the population. Right now, the Mexican 
population is distracted with the W orId Cup games taking 
place in Mexico during the rest of June. But come July, any 
government attempt to impose more austerity can be politi­
cally suicidal in times when the PRI is committed to defeating 
the PAN in. gubernatorial elections in the northern state of 
Chihuahua. An unpopular economic package can only ben­
efit the PAN and set the conditions for widespread political 
unrest along the V. S.-Mexican border. Violence in Mexieo, 
as the Washington Post flaunted June 18, "would require 
V. S. troops to be deployed along the border. " This would be 
the long-awaited justification for pulling troops out of West­
em Europe and deploying them in the Western Hemisphere, 
as dictated by a "New Yalta" deal with-the Soviets. 

Economics 5 



'Egypt's summer 
economic crisis 
by Thierry Lalevee 

When the ruling National Democratic Party, chaired by Pres­
ident Hosni Mubarak, gathers for its congress on July 20, it 
may be confronted by one of Egypt' s deepest-ever social and 
economic crises. According to some, the congress may never 
even take place. Pessimists predict a social upheaval in the 
immediate weeks ahead. 

Bureaucrats in the U. S. administration and at the Wash­
ington headquarters of the International Monetary Fund are 
playing with fire, and threatening to lead Egypt into a general 
disaster. According to intelligence reports coming from both 
Washington and Cairo, the IMF has given the Egyptian gov­
ernment an ultimatum to implement a drastic austerity pro­
gram, whose main pillar would be a 75% reduction in ,state­
sponsored subsidies for basic foodstuffs such as bread, rice, 
and sugar. 

' 

The lifting of such a subsidy system, or the mere threat 
'Of it, has been enough to provoke major riots in the past 10  
years. Notwithstanding, the IMF has sent n o  fewer than four 
special teams to Cairo since the beginning of the year to dnve 
their threat home. The last was at the beginning of June, a 
visit of the lMF director for the region, Dr. Abdel Shakour 
Shaalan, a man who likes to see himself as Egypt's "real 
prime minister." In private discussions with the government 
as well as in interview with the press, Shaalan warned that 
unless the IMF demands were implemented, Egypt would be ' 
cut off from any further loans. He gave Egyptian Prime 
Minister Ali Lufti until July 1 to put together such an austerity 
package. 

Enhancing the IMF ability to blackmail Cairo, has been. 
its deepening economic crisis. Egypt's foreign debts stand at 
a $32 billion high, divided between some $4 billion in mili­
Jary debts, primarily to the United States, and other debts 
owed to the United States, France, Spain, and West Ger­
many. Cairo is facing a $4 billion interest payment this year. 

But"Egypt's income has shrunk. Oil exports, worth $2. 3  
billion in 1 985 , are expected to drop to $ 1 . 5  billion and 
probably lower-at least a $ 1  billion total loss. Remittances 
from the Suez Canal' are collapsing, from $885 million in 
1 985 to perhaps as low as half that sum in 1 986. 

More dramatic for both its economic and social conse­
quences, has been the collapse of remittances from Egyptian 
workers abroad. Froin $200 million a month, this declined to 
$50 million a month in the first six months of this year. As 
this might indicate, thousands Of Egyptian workers have been 
forced to return home, jobless. Between the end of 1 985 and 
the first months of this year, those affected were primarily 
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working in Saudi Arabia andjthe Gulf, but a new blow came 
recently from Iraq. For its oWn austerity reasons, Baghdad 
imposed a regUlation allowing Egyptian workers to transfer 
no more than $ 1 ,000 a yeat back to Egypt. For the 1 .25 
million Egyptian workers in, Iraq, this has meant disaster. 
Many will have no choice but to leave, rather than be unable 
to feed their families back home. 

As Prime Minister Ali Uufti addressed these economic 
issues last March 25 in front of the parliament, an Egyptian 
"White Paper" presented to tbe U. S. government stated thllt, 
on average, a 50% collapse i, all income was to be expected 
this year. 

There have been two immediate consequences. All major 
industrial projects have been :stopped, and it is now unlikely 
that Egypt will ever be able .to sign the final contract for its 
first'lluclear power plant. Similarly, Cairo has been unable to 
meeti ts foreign debt payments, missing several deadlines 
since last June. Furthermore, the United States has not only 
not increased economic aid" it has reduced it, thanks to 
Gramm-Rudman. Current aid has been reduced by $35 mil­
lion. Of a $265 million speci� fund agreed upon in late 1 984, 
Egypt received no more than $150 million, and only as a 
political gesture after the Feb,. 25 military riots. 

While avoiding suicidal' implementation of the IMF de­
mands, the Egyptian government proposed an alternative in 
the spring: to conclude as so<,n as possible negotiations with 
the IMF for a $1 .5  billion sUm,dby facility, and to establish' 
bilateral negotiations with itslmain creditors for rescheduling 
its debts. Both have been rejected by the IMF. Instead the 
IMF wants a global negotiation within the framework of the 
Club of Paris; a proposal de�cribed by Ali Lufti in .an inter­
view with

' 
the June 1 7  Fi�ncial Times as "unaccepta­

ble . . . .  It would be like �ngaging in. a striptease." For 
whoever has an historical m¢mory, a Club of Paris dictator­
ship over the Egyptian econpmy, cannot ,but remind one of 
the infamous "Caisse de la Dette," which sold Egypt to Brit­
ish colonialism at the .last century. How would this differ? 

On June 14, Lufti announced that a special team led by 
Egyptian Deputy Prime Mi.ister and Minister of Planning 
Dr. Gamal al Ganzoury would leave for Washington to pres­
ent Egypt's austerity package. Besides proposals for more 
agricultural and industrial pr�uction, a curb on imports, and 
"reforms" of the foreign exChange rate regime, it also in­
cludes an attempt at reducing the budget deficit by cutting 
down on state expenditures I'uch as education. It addresses 
the issue of the subsidies by proposing that "assistance be 
restricted to the needy" -a f"ague declaration meaning that 
while subsidies are phased �ut, wages would be increased 
and cash-mtmey distributed Jo the poorest strata of the pop­
ulation. This sort of system has little chance to work. In fact, 
were these proposals imple�ented, Egypt's stability will be 
at risk. Do people in Washington care about the survival of 
the Mubarak government, Qf of Egypt itself? Perhaps talks 
beginning June 1 6  betweeniU. S. officials ,and Egypt's am­
bitious defense minister, Abp Gazala, will give an answer. 
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1Iilateral business leaders pay 
tribute to the Soviet Empire 
by Mark Burdman 

While the Soviets intensify their low-intensity warfare against 
West Germany and their military buildup against the West in 
general , suddenly, a spurt of offers is coming from Moscow, 
for "joint ventures" with Western companies. 

The partner in the carrot-and-stick game is that group of 
industrial and financial leaders in the West known as the 
Trilateral Commission , created by David Rockefeller in 1973 
for the purpose of creating a "New Yalta" world order in 
which the Soviet Empire would play a dominating role. This 
Western partner' s willingness to negotiate "East-West trade 
deals" amounts to payment of tribute to the rulers of the 
emerging world empire. Concretely, it means building up the 
Soviet war machine, or, as Pepsico' s  Donald Kendall put it , 
"infusing the new and more sophisticated technology of the 
non-communist world into the East." 

From June 1 6  to 1 8 ,  Vienna, Austria was tl:te site of a 
meeting of almost 300 businessmen and government offi­
cials, East and West, under the auspices of the International 
Council for New Initiatives in East-West Trade, headed by 
Dzhermen Gvishiani , deputy chairman of the Soviet State 
Planning Committee and son-in-law of the late Soviet pre­
mier, Aleksei Kosygin.  This "New Initiatives" group was 
founded by Gvishiani and the late head of the Club of Rome 
International , ltaly' s  Dr. Aurelio Peccei , during the 1973-74 
period. Its creation coincided with that of the Trilateral Com­
mission, and it had a similar purpose: to provide a framework 
for negotiating the New Yalta arrangement, premised on the 
economic buildup of the U. S. S .  R. and its satellites. 

To the June 1 6- 18 meeting, the Soviets sent a delegation 
of over 20, including representatives from economic, trade , 
shipping, and research agencies and companies. Other War­
saw Pact nations were also well-represented: the Bulgarians , 
for example, had individuals from the Bulgarian Foreign 
Trade Bank, the Bulgarian Chamber of Commerce , and the 
ministries of transport and of trade. 

From the United States , Donald Kendall of Pepsico led 
the pack, accompanied by Amory Houghton of Corning Glass, 
Jack Reed of Archer Daniels Midland, and others. The big­
gest representation of all , according to conference organiz­
ers , was from West Germany, the country now most inten­
sively targeted for Soviet destabilization: directors or man-
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agers from Siemens , BASF, RuhrGaz, Daimler-Benz, 
CommerzBank, DeutscheBank, and more. The mover and 
shaker was Otto Wolff von Amerongen , whose family has 
been in the forefront of building up the U.S.S.R. since the 
Bolshevik Revolution. He is an executive committee member 
of the Trilateral Commission and director of the East Com­
mi�sion of German Industry , based in Cologne. 

The conference keynote was supposed to have been de­
livered by West German Economics Minister Martin Ban­
gemann, who was obliged to pull out because of the time­
coincidence with the Lower Saxony elections. Bangemann, 
one of the leaders with Foreign Minister Hans-Dietrich 
Genscher of West Germany's  Free Democratic Party , sent a 
telegram of support to the event. 

Others at the event included Hannes Androsch , director 
of Austria' s KreditAnstalt bank; Jean-Baptiste Doumeng, the 
"Red Billionaire" of France , head ofthe Inter-Agra company; 
and Jean de Flassieux, a French Trilateraloid and head of 
Credit Lyonnais ,  the French bank most involved in East­
West economic deals. 

'Most sophisticated technology' to the East 
According to an aide to von Amerongen at his East Com­

mission in Cologne, von Amerongen had been involved in a 
pre-planning meeting for the Vienna conference on May 1 5  
in Cologne , attended by the U.S.S.R. ' s  Ivan Frolov , editor 
of Kommunist magazine. 

Praising Frolov as a "forward-looking thinker," the aide 
said that Soviet economic strategy toward the West was 
changing under the Gorbachov team. This was partially due 
to Gorbach9v' s  shift from "extensive economic develop­
ment" to "intensive economic development and moderniza­
tion." Because of this ,  the old days of discussions about large 
gas-pipeline deals and energy supplies to the West were com­
ing to an end, replaced by "innovative" ideas, particularly 
"joint ventures"-Western firms being allowed into the 
U.S.S.R. ,  for specific projects. This would, Frolov told the 
Cologne group, help build a "community of cooperation for 
survival" in Europe. . 

On June 1 8 ,  Gvishiani told the Vienna meeting that Mos­
cow was seeking "new forms" of economic cooperation and 
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was "very close" to working out specific joint ventures with 
Western companies, whose identities he did not reveal. 

In response, Pepsico's Kendall declared: "The joint ven­
ture seems to be one of the ways to infuse the new and most 
sophisticated technology of the non-communist world into 
the East. Both East and West should place higher emphasis 
on the use of joint ventures." 

According to a report in the June 19 Financial Times of 
London, "the most interest in the idea in the West" has been 
expressed by West Germany. 

To wit: On June 9, one week before the Vienna event, 
the Soviet news agency Tass reported that Soviet Central 
Committee member Geydar Aliyev received a "prominent 
representative of West German business circles, president of 
the board of Deutsche Bank, Friedrich Wilhelm Christians." 
Christians, said TASS, also met with other Soviet leaders. 
"Matters of the deepening of mutually advantageous eco­
nomic, scientific, and technical cooperation of Soviet organ­
izations with West German firms was discussed." Deutsche 
Bank was in attendance in Vienna, at theJune 16-18 meeting. 

On June 18, the Financial Times reported that Soviet 
Prime Minister Nikolai Ryzhkov was proposing "joint ven­
ture" projects in select high-technology areas, and the mod­
ernization of Comecon-bloc projects, with firms from Japan, 
Sweden, Great Britain, and elsewhere. 

The special cases of Vienna, Varna. 
The June 16-18 meeting was nicknamed "Vienna Three." 

It is third in the New Initiatives conference series in the 
Austrian capital (1974 and 1979). Vienna is by no means a 
fortuitous site. In recent years, it has become an absolutely 
central point of Soviet operations and spying into the West, 
a role that will expand with the building of a large United 
Nations complex in the city, at which, reportedly, the Soviets 
plan to station an enormous staff. In autumn of this year, the 
Conference on Security and Cooperation in Europe (CSCE) 
talks will be shifting venue to Vienna from Helsinki, Finland, 
and, according to an aide to Gvishiani, the June 16-18 meet­
ing results will be forwarded as a working paper to that CSCE 
meeting. 

Historically, Viennese banks, particularly KreditAnstalt, 
played a key role in the financial arrangements that helped 
bring the Bolsheviks into power. 

The Soviets already have a cluster of organizations as­
sociated with intelligence specialist Gvishiani . in Vienna. 
Gvishiani is chairman of the International Institute for Ap­
plied Systems Analysis (IIASA), which he set up in 1967 
with then U.S. National Security Council chief McGeorge 
Bundy, the unofficial head of the U.S. Eastern Establish­
ment. Duringthe week of the New Initiatives meeting, nASA 
scheduled an international governing board meeting in near­
by Laxenbourg. 

In the spring of 1985, nASA was the leading sponsor of 
a conference on "East-West trade" at Duke University in 
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North Carolina. Conference documents stated that the future 
of American industry lay towlj.rd the East bloc, because the 
Third World debt crisis and the growing industrial depression 
in the United States foreclosed opportunities in these sectors. 
In effect, American industrialist were advised to "go East" 
on the basis of the computer evaluation of an Institute headed 
by a leading figure in the Soviet state-planning apparatus! 

From June 24-25, nASA will be sponsoring a conference 
on "world economic modeling" in Sofia, Bulgaria. The pa­
rameters for this model have been developed at the University 
of Bonn, in West Germany, with the assistance of the Aca­
demies of Science of Moscow and Sofia, among others. 

Aside from "Vienna I," "Vienna.2, " and "Vienna 3, " the 
New Initiatives group has also had its "Varna 1" and "Varna 
2" East-West trade conferences in the Bulgarian port city of 
Varna. "Varna 2," held Sept 2Sl30, 1985, was entitled, "East­
West Trade: Status and Prospcicts, " and covened 140 partic­
ipants from 24 countries as well as representatives from nA­
SA, Business International magazine, and others. 

Varna is one of the most irlIportant Warsaw Pact training 
centers for intelligence and subversion operations against the 
West. It is a favorite meeting Iground for special joint plan­
ning operations of the Bulgarian and East German secret 
services. 

Varna was the locale of a Sept. 27-29, 1983 New Initia­
tives group seminar on "Problems of European Transport 
Infrastructure, " co-sponsored by representatives of the Bul­
garian Transport Ministry and such West German industrial 
firms as Daimler-Benz. 

... and, of course, Venice 
The third "V," in the New Initiatives group's itinerary, 

after Vienna and Varna, is Venice. In autumn 1987, Gvishi­
ani's group will meet on "Five Year Plans' of the East bloc 
countries" in Venice, under the co-sponsorship of the Agnel­
Ii-Fiat group of Turin. 

. According to a report in the Italian financial daily, II Sole 
24 Ore June 15-16, Gianni Ag!nelli was one of several prom­
inent Italians--'all of them members of the Trilateral Com­
mission-who were to attend the June 16-18 meeting in 
Vienna. II Sole called this part of a "new Ostpolitik," that 
could help bring about "stable East-West relations," The 
paper's lead editorial, entitled; "Italy Looks East (and toward 
its markets)," cited recent ovehures by Soviet leader Gorba­
chov to Italian Prime MinisterBettino Craxi for overall talks 
on the Mediterranean. 

Fiat kingpin Gianni Agnelli has been key in this season's 
spurt of East-West trade initi�tives. It could reasonably be 
said that the kickoff event in the series was an April 18-20 
conference in Milan of the New York-based Institute for East­
West Security Studies, co-spbnsored by the Italian foreign 
ministry and financed, in part; by Fiat. This institute's head, 
John Mroz, was scheduled to fly in from the United States to 
attend the Vienna meeting. 
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Hepatitis outbreak highlights 
India's water infrastructure problem 
by John Grauerholz, M.D. 

An epidemic of hepatitis now raging through India' s  eastern 
B ihar state has claimed at least 2 1 0  l ives ,  and another 1 1,000 
persons are suffering from the disease . At least 205 villages 
in the districts of S ingbhum ,  Ranchi , Palamu , and Chotana­
gar , have been hit with the disease because of contaminated 
water. The immediate cause , apparently , is a heat wave, 
which has dried up potable water supplies in the area.  

B ihar is no stranger to outbreaks of environmentally 
transmitted disease , having hosted outbreaks of Leishman­
iasis in 1 976,  which subsequently grew into full-blown epi­
demics in 1 977-7 8 .  

Rural villages are not the only places suffering from de­
ficiencies in water supply and sanitation infrastructure. V .  
Ramalinpaswami , head o f  the Indian Counci l  for Medical 
Research,  told a science conference on Jan . 5, 1 986 that up 
to half the people in big Indian cities are likely to be living in 
disease-ridden and unsanitary slums by the tum of the cen­
tury . He said that millions of people were already prone to 
tuberculosis and worms because of overcrowding and open 
sewers. He noted that only one-third of India ' s  1 60 million 
urban dwel lers have a drinking water supply or sanitary fa­
cil ities. Forty percent of urban households live in one room. 
He said that India ' s  estimated 1 3  million slum children are 
prone to lung infections ,  diarrhea , and malnutrition, and 
nearly one-third of all urban children under the age of nine 
do not attend school . 

The common dt;nominator: water 
The common denominator in these situations is the lack 

of water . Ironically ,  by virtue of the majestic Himalayas, the 
highest mountain range in the world , the Indian subcontinent 
is blessed with some of the greatest water resources in the 
world , and older civilizations in India had highly developed 
water-management and irrigation systems. However, in the 
1 9th century , under British colonial rule, the infrastructure 
and population of the subcontinent were depreciated to the 
point that the Ganges-Brahmaputra river delta served as the 
breeding ground for no fewer than seven cholera pandemics 
which swept around the world. 

Water is essential to life .  The human body is approxi-
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mately 70% water, and while the average human can survive 
for weeks, and sometimes months, without food , total re­
striction of water will lead to death within one week.  In 
addition to physiological requirements for consumption of 
water. water is  essential for numerous hygienic functions ,  
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including washing of the body and its garments and assisting 
in the sanitary disposal of solid and liquid wastes . To a great 
extent, the growth and development of civilized societies has 
been predicated on the development of infrastructure and 
institutions designed to separate what we eat from what we 
excrete. When such institutions and infrastructure have de­
teriorated under cultural and economic collapse , the result 
has been epidemics of disease which accompanied the de­
nouement of that society . 

Because of its role in both ingestion and excretion, as 
well as its importance to life processes of all sorts , water, 
while essential to life ,  may act as the vehicle for various 
disease agents which are inimical to life .  According to a 
report prepared for the U . S. Agency for International Devel­
opment entitled Water and Human Health: 

"Sufficient water must be available for hand washing. 
bathing , laundering , and cleaning of cooking and eating uten­
sils. This quantity is needed in addition to that used for 
drinking. A fallacious argument is sometimes advanced that 
quantity of water is important, quality is not. Economically , 
only one water supply is often feasible ; this must provide 
waters for both drinking and hygiene . With judicious selec­
tion and protection, particularly of groundwaters ources ,  mi­
crobiologically safe water can often befound to satisfy both 
purposes: Even large,quantities of unsafe water cannot . Even 
,where waterborne transmission does not appear to be �ndem­
ic , the epidemic risk of common source outbreaks in piped 
community water supply systems should be avoided by pub­
lic agencies . In most instances ,  the cost difference is negli­
gible [emphasis in original]." 

The impact of tube wells , as opposed to open water sup­
plies, is shown in Figure 1. Numerous studies in India, and 
many other developing countries , have shown the impact of 
sanitary water supplies on the level of disease . A study of 
water supply in seven rural villages in Uttar Pradesh. showed 
that the incidence of dysentery declined by 76%, diarrhea by 
77%, scabies by 98% , trachoma by 90%, and typhoid dis­
appeared completely, when piped water waS SUPplie9 to in­
house taps . An earlier study in Uttar Pradesh found signifi­
cant reductions in deaths from cholera, typhoid, dysenteries, 
and diarrhea, after the installation of water treatme�t plants. 

The governm�nt of India has attempted to improve the 
supply of clean water to urban and rural populations. Asa 

. result , the number of urban dwellerS without safe water de­
clined from 44.24 million in 1970 to 32.075 million in 1983, 
while the number of rural dwellers without safe water de­
clined from 391.667 million in 1970 to 287.553 million in 
1983. On the other hand, whereas 1� .5  million rural dwellers 
lacked sanitation facilities in 1970, by 1983 that number had 
increased to 114.3 million , and 425 million urban dwellers 
also lacked sanitary facilities in 1 983 . ' 

. 
The main problem in India is lack of infrastructure' to 

manage the seasonal variations of water availabilty inherent 
in the monsoon rain pattern. The Bihar hepatitis outbreak is 
a consequence of the dry season, but the flip side of this is 
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outbreaks of cholera and othetdiarrnealdiseases QCcasioned 
by flooding of water and waste':'disposal systems during the 
rainy seaSon. Thus, a combiitation of flood control , reser­
voirs, and irrigation is neeessaty to tap the agricultural poten­
tial of the water, while insuring a steady nonpolluted supply . ' 

It is precisely in the ancestral home of the cholera pan­
demics that the potential for 'creating the necessary water­
management infrastructure for the entire subcontinent exists. 
In 1972, Dr. K. L. Rao, once irrigation and power minister 
of India, drafted a comprehensive Ganges revitalization and 
Brahmaputra control plan. His plan looked forward to the 
production of an additional 1 billion tons of food, grains 
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annually, eight times the present level, with 130 million 
hectares of land under cultivation. He foresaw at least 40 
gigawatts of new hydroelectric capacity, compared to 5 gi­
gawatts presently. 

Drawing on Dr. Rao's plan, the Fusion Energy Founda­
tion, in 1979, proposed modifications of the Ganges-Brah­
maputra Canal proposal of Mitsubishi Industries Global 
Infrastructure Fund. The GIF proposal involves "damming 
the Sanpo river on the upper reaches of the Brahmaputra in 
the frontier area between China and the. Indian province of 
Assam to make it flow into India through a tunnel across the 
Himalayas," and proj ects an annual' hydroelectric generating 
capacity of 240 to 300 billion kilowatt hours. . 

· It is only through this sort of comprehensive approach to 
water management, combined with the industrialization nec­
essary to build �uch a project, that the required infrastructure 
to eliminate recurrent epidemics of infectious disease in the 
Indian subcontinent will exist. 

In contrast, the United Nations inaugurated the Interna­
tional Water Supply and Sanitation Decade (198 1-90) with 
the ostensible goal of providing available, readily accessible; '  ' 
safe, and reliable community sanitation and water supply by 
1990. However, the provision of this water was to be made 
by low technology, clean-your-own-Iatrine sanitation, com­
patible with "primary health care," as defined by the 1 978 
WHO conference at Alma Ata in the U.S.S.R. Since water 
supply and sanitation are, by WHO an,d UNICEF definition, 
a component of "primary health care," this meant that no 
major capital invespnent in water or sanitary infrastructure 
would be made. 

In a paper presented at a meeting on Health and Popula­
tion in Developing Countries, Kenneth Warren, M.D. of the 
Rockefeller Foundation stated: "Proper sanitation and clean 
water make a substantial difference in the amount of disease 
in an area, but the financial investment is enormous . The 
success of such projects also depends on rigorous mainte­
nance and alteration of engrained cultural habits." The ludi­
crousness of such a statement in regard to Indill, which was 
the home of highly developed industrial civilizations, prior 
to the depredations of the British, and which currently ranks 
behind only the United States and the Soviet Union in total 
number of Ph.D.s in science, needs little comment. 

The basic premise underlying the WHO aPProach to the 
developing countries is that the populations of these cOQntries 
are, in themselves, undesirable, �nd anything which would 
materialiy improve their existence, and thus increase their 
numbers, is anathema. There is little doubt that, historically, 
good water and sewer systems preserved and extended more 
lives than all the physicians who have populated this planet. 
Thus the emphasis on clean-your-own-Iatrine sanitation, in 
the guise of "primary health care," is a method of ensuring 
that the major water-management projects, such as the 
Ganges-Brahmaputra Canal proposal, necessary to actually 
deal with the disease and famine now rampant in the devel­
oping sector, will not come into existence. 

EIR June 27, 1986 

Currency R;ates 1 
The dollar in deutschemarks 
New YarII late ...-..- 1IxiIII 

l.se 

1.48 

1.30 .-

r-7' --,� 1.ZO -. � 
-' � � 

1.10 
4130 517 5fJ4 5/2 1 5/28 

The dollar in yen 
New York lale afternoon fixing 

, 
ZOO . ' 

190 

180 

170 

614 61 1 1  

P .... 
""'" � � ""'" 

160 
4/30 517 5/14 Sill 

. 

5/18 , 6/4 

The dollar in Swiss francs 
New York Iale ane....- BUill 

1.10 

1.00 

1.90 

, " 

� 

611 1  

Lf' "- - � , � 1 1 .80 

1.70 
4130 517 5114 Sill 5/1.11 

Th� British pound in dollarS 
New YarII late ...-..- BxiDK 

, 
1 .SO � -

614 

� -
1 .48 

1.30 

I.ZO 

1 . 10 

4130 5/7 5114 Sill 5/1JJ 614 

611 1  

611 1  

, 

Economics 1 1  



Why the banking systems will 
experience a blow-out in 1986-87 
by Lyndon H. LaRouche, Jr. 

The following is a letter sent to the London Econoinist on 
June 16 by Lyndon H. LaRouche, Jr. 

Subject: "Leviathan," June 1 4  edition 

Gentlemen: 
Your analysis of trends in government spending is dom­

inated by two popularized, but blundering assumptions: the 
assumption that GDP, as curn.ntly defined, is anything but a 
very misleading yardstick for indices of economic output; 
and, the failure to distinguish the positive role of basic infra­
structure expenditure within the total mass of governmental 
expenditure . In brief: A very different picture of this matter 
is presented, if one employs the yardsticks of physical econ­
omy, rather than the monetarists' yardsticks embedded in 
your piece. Not only does the analysis differ fundamentally, 
but the policy options implied are mutually exclusive. 

In simple first approximation, the proper yardstick for 
computing relative value of outputs and inputs, is 1 967 "per­
capita market-baskets" for both producers' and households' 
goods. Such outputs must be measured for 1 )  Total popula­
tion, 2) Total labor-force, and 3) Total of Operatives' com­
ponent of labor-force. By this standard, U. S. productivity 
slowed from Kennedy-era levels about 1 966, reached a level 
about 1 970, and has been in a roller-coaster sort of downslide 
from 1 970-7 1 to the present date. During the so-called '�Rea­
gan economic recovery" of the 1 983-85 period, the average 
rate of contraction of the economy was approximately 2. 5% 
per annum, and the rate of contraction is now accelerating. 

The fallacy of GNP/GDP modes of national income ac­
counting, is most readily recognized, if one analyzes a na­
tional economy as analogous to a consolidated agro-industri­
al enterprise. In this way, we distinguish between compo­
nents of cost of production of physical output per-capita, and 

' the sundry expenses analogous to a private enterprise's 
"overhead burden. "  From this vantage-point, the outstanding 
feature of the U. S.A. and United Kingdom economies over 
the post-war period as a whole, but especially since the rnid-
1 960s, is a relatively exponential growth of the ratio of "over­
head burden" expense to direct costs of physical output. On 
the continent of Europe, the same trend prevails, but more 
slowly; the same trend exists for the case of Japan, but has 
developed much more slowly than in Western Europe. 

There are two outstanding features of this process of 
, transition toward the sort of economic scrap-heap called a 
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"post-industrial paradise. " The collapse of the turnover in 
capital-goods industries, espe�ially the critical machine tool 
sector, and a post- 1966-70 collapse of investment in basic 
economic infrastructure. This physical-factors effect has been 
exacerbated on the monetary !side, by the inherent instabil­
ities of the "floating exchang�rate system," and the intensi­
fication of this instability by policies akin to Mr. Paul Volck­
er's "controlled disintegration of the economy" dogmas. The 
combined effect: Our monetaty order has taken the form of 
"creative financial" modes of building a chain-letter in nom­
inal assets, resting upon a proeess of contraction in the phys­
ical-economic basis. 

In reality, since 1 970-71 , the effective policies of OEeD 
governments have been, to maintain public services at an 
approximately constant level (after adjusting for inflation) . 
These portions of expenditure, including defense expendi­
hires, have been approximatdly constant over the recent 1 5  
years, if physical yardsticks are employ.ed to compute the 
true rate of inflation. Recently, since about 1 982, U. S. total 
expenditures on these accounts have actually been declining 
in total amount. However, the constant-dollar tax-revenue 
base, at prevailing rates, has been contracting at an acceler­
ating rate, while the debt-service obligations of governments 
have been spiraling upward as a percentile of total govern­
mental revenues. 

All sensible observers tend to concur: "We can not simply 
continue in this way."  The difference lies in the analysis of 
the fault, and, correspondingly, in the proposed remedies. 

The view more popular .mong governments today, is 
simply to cut away flesh and bone from government budgets, 
as needed, to attempt to overtake the rate of collapse of the 
tax-revenue basis. The contrary analysis leads to the recom­
mendation, that all governmental expenditures but national 
defense and basic economic infrastructure ought to be frozen, 
while forcing an expansion ofl the tax-revenue basis. 

The difference in outlook:, is thus centered around the 
issue of expansion of the tax-revenue basis. During Mrs. 
Thatcher's campaign for ree'lection, I had hoped that her 
government would be committed to a sharp turnabout in that 
direction, as she had appeared to adopt the gist of Mr. Nor­
man Bailey's report on the "spill-over" impact of sm. As 
you may recall, the grounds for my optimism on this account 
were swept away during the August �September period of that 
year. 
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During March of this current year, the relevant gentlemen 
of Switzerland, had pointed to the portents of the post-1982 
build-up of off-balance-sheet-Iending accounts in the U.S. 
banking system, and had added the somewhat wishful view, 
that the Swiss and German banking systems were somewhat 
insulated from the disasters looming for the U.S. financial 
community. It is to be conceded, that since 1982 the Swiss 
and German banks have disengaged from the degree of risk 
which caused their trembling during August 1982; in that 
degree, a blow-out of the Ibero-American debt, or of portions 
of the ' U.S. domestic debt, would have far greater direct 
impact upon the more exposed U. S. financial system, than in 

. Europe. However, no part of the non-communist world is 
prepared to withstand the chain-reaction impact of a U.S. 
financial blow-out. 

This year, or next, the U.S. financial system will expe­
rience a blow-out, assuming that no radical change in policies 
intervenes to prevent this. Thus, measures aimed at patching­
up governmental deficits of OECD nations have about the 
relevance of rearranging deck chairs on the Titanic: the sub- j 

stitlltion of very short-lived cosmetics, for actually facing the 
real problem. Given the fact, that governments currently 
seem to have the concentration-span of a very nervous gras­
shopper, exercizes such as Gramm-Rudman-Hollings are 
clinically comprehensible, if not exactly sane,. 

On governmental expenditures. Over the post-war period 
into approximately 1970, there was a precise c()rrelation be­
tween increased U. S; investment in basic economic infra­
structure and rises in productivity of operatives. The two 
curves were separated by a lag-factor of, approximately, 18 
months, and otherwise represented the most precise fit to be 
found in economics statistics. Over the 1966-70,interval, the 
rate of growth, o.f both, attenuated, and contraction set in 
after 1970-71. Today, not less than U. S. $3 trillion would be 
required to repair basic economic infrastruCture to the quality 
of 1 970. 

What is needed, is the quality of tough decisions which 
reverse that 20-years policy-trend leading into the presently 
looming disaster, rather than the hysterical efforts of the U.  S. 
Liberal Establishment to stake everything on continuing the 
old pOlicy struCtures yet another few months. 

It is not the Muscovite empire that is crumbling, but our 
own. True, the Russian system does not actually work by 
Western standards; excepting short-lived reforms by Peter 
the Great and Alexander II, it never did. Moscow could 
prevail only if we virtually destroyed ourselves, which is 
what Moscow has always believed, essentially, since before 
Ivan Grozny. Like ancient Rome, and Byzantium after.ward, 
what hught doom us is our propensity to destroy ourselves, 
by refusing to consider abandoning policy-matrices which a 
rational mind would view as massively discredited. 

I do not believe that better seating arrangements at the 
captain' s table would have prevented t�e Titanic from sink­
ing. 
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Cutting government expenditures, as a substitute for ad­
dressing the failures of that policy whiCh the cuts are intended 
to prolong another few months, is the symptom of an elite 
which ha,s lost its capacity to rule effectively. Empires are 
not destroyed by conquerors, but by i stubborn adherence to 
those customary opinions through which the empires destroy 
themselves. 

Documentation , 

The/ollowing is excerpted/rom the June 14 London Econo­
mist's "The gorging Leviathan" cover; story. 

For longer than most voters in the rich democracies can 
remember, the growth of state spending has been one of life's 
certainties. Suddenly, it seems to be stopping. Politicians 
who have longed for this ' day may be tempted to conclude 
that Leviathan, once tamed, ,is now shrinkable. Others think 
the taming has upset so many people that they will soon be I ' 
electing governments that promise ' to spend more on just 
about everything. Both shrinkers and boosters are going to 
be disappointed. . . . 
" �tate spending has too long been increasing as a propor­
tion of gross domestic product in all the countries belonging 
to the Organisation for Economic Cooperation and Devel­
opment. In 1960 it exceeded one-third of GDP in only two of 
the 24 OECD countries; now it does so in 23 of them . . . .  
The ratio jumped most in· the 1970s, when GDPs grew less 
rapidly but governments forgot the old saw about cutting their 
coats to fit their cloth. . . . 

The ratio .of public expenditure to GDP would not have 
risen as fast as it did in the 1 970s if economic growth had 
retained its earlier zip. If the real GDP of, for example, Japan 
had grown in 1975-84 by the 8% a year it averaged in 1965-
74, then the Y 100 trillion that the Japanese government spent 
in 1984 would have been only 25% of GDP instead of the 
33% it actually was . . . .  Assuming that the world is not 
going to have two more oil shocks or a new bout of double­
digit inflation that will have to be stopped by a slump, the 
chances of faster GDP growth-hence of there being room 
for more state spending witho�t higher taxes-seem, on the 
face of it, quite bright. 

Appearances deceive. One reason is the black economy. 
It allows people to earn and spend without paying taxes . . . .  
As taxes rise, more people decide to evade them. . . . 

Such figures suggest that every OECD country has al­
ready exceeded the limits of taxation. . . .. 

Though voters expect the state tO ,go on doing most of the 
things they are used to, they also want to pay lower taxes. 
This paradox is not new, but will become immeasurably more 
important. Those politicians who respo�d to it best will prove 
the most successful governon: of the next few generations. 
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Soviets say nuclear 
unsafe . . . for West 

While the Soviets keep the world peace movement supplied 
with propaganda and funds about the U . S .  "weapons arse­
nal ," they don't mention their own plutonium production 
capability-the dual-purpose nuclear reactor of the Cherno- , 
byl type . 

There is no disagreement among nuclear experts in the 
West . that the graphite-moderated reactor at Chernobyl is 
capable of producing weapons-grade plutonium. The ques­
tion is: What did the production of weapons-grade plutonium 
have to do with the Chernobyl accident? 

Short of a full ,  open inspection of the 20 or so graphite­
moderated water-cooled nuclear reactors , known as the 
RBMK- l ,OOO series, no one can dismiss the charge that the 

, Soviets were using these units to produce significant quan­
tities of weapons-grade plutonium for their nuclear arsenal . 

The Soviets have admitted that Viktor Sidorenko, deputy 
chairman of the State Committee for the Safe Conduct of 
Work in the Atomic Power Industry, was at Chernobyl just 
three hours after the explosion, and it is he who told the press 
that the accident occurred "at the state of experimental re­
search work" being carried out during a routine shutdown of 
the reactor. The chairman of Sidorenko' s committee is Yev­
genii Kulov, formerly of the Ministry of Medium Machine 
Building, which oversees "military applications of nuclear 
energy" and fuel-cycle operations at all Soviet nuclear power 
plants . 

Why is Moscow still basing its nuclear program over­
whelmingly on the graphite reactor? They have acknowl­
edged that the graphite-moderated channel reactors require 
greater capital investment than the pressurized water reactor 
type us� in the West for civilian power production. And 
some 40% of present Soviet nuclear capacities are already 
similar to Western pressurized water reactors , which do not 
have the inherent instability problems of the graphite reactor 
design . 

The Western civilian nuclear reactor program developed 
on an entirely different track -adaptation 'of the pressurized 
water reactor first used by Adm. Hyman Rickover to power 
the U .S .  nuclear submarine Nautilus in the 1950s . This , de­
sign, together with modified versions such as the GE boiling 
water reactor, constitutes the basic civilian reactor design in 
use today in the West. These reactors are inherently incapable 
of direct production of weapons-grade plutonium. 

In fact,  nuclear scientist Dr. Edward Teller told a Mon­
treal audience June 3 that he chaired a U . S .  committee in 
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1950 that had ruled out the gtaphite design for commercial 
power production, because � graphite moderated reactors 
were considered unsafe .  

Making propaganda 0", of Hamm . 
As the Sov�ets pursue the lcleanup at Chernobyl and an­

nounce that the undamaged P\Wtts at the site will be back on 
line in October 1986, they hare accelerated their campaign 
to shut down nuclear power in the West. The Soviet "big lie" 
disinformation campaign went so far as to accuse West Ger­
many of covering up a nucle� accident at the Hamm high 
temperature reactor by blaming the alleged radiation release 
from Hamm for the massive tadiation from the Chemobyl 
disaster! The Soviet daily Prayda reported June 3: "There is 
much discontent in West Germany over the nuclear plant 
incident near Hamm. . . . The management tried to conceal 
the nuclear plant accident ffCllm the public to attribute the 
release of radioactivity in the ¥ea to the Chernobyl reactor."  

Pravda reported that the aC,cident was "covered" up by 
Germany only to "maintain �eir campaign of anti-Soviet 
lies" around Chernobyl . TAS� on June 4 stated, for export 
only: the "nuclear reactor acc;dent [at Hamm] . : . resulted 
in contamination of the enviro�ent. TIle current indignation 
and protest in the Federal R�public is understandable and 
justifiable . " 

While the Greens and th�! Soviets yell "accident," what 
actually happened was routi.,.e and well within the safety 
limits of normal operation for �e Hamm plant. The so-called 
incident took place May 4, wqen a small fuel pellet got stuck 
in one of a series of valve-lock, in a pipe leading to the reactor 
core . The procedure in such � case is to release some of the 
reactor' s  helium gas coolant tnto the locks of the valves to . 
push the pellet toward the re,ctor. Then the plant operator 
has to move that helium gas , Which is very slightl� radioac­
tive, back into the �elium circuit or release it through the 
plant' s  smokestack. Both actiOns are routine operating pr0-
cedure . 

In this case , the operatol! vented the small ,amount of 
helium gas; the total amounti of radioactivity released was 
approximately 2 .2  millicuries., about one-half of the official 
limit for the reactor per day---+4 millicuries . In other words, 
the so-called accident was notan accident, but within normal 
operating procedure. 

Nevertheless , the pro-Moscow Social Democratic Party 
state administration in North 'Rhine-Westphalia, where"the 
Hamm plant is located, orde¢d the reactor closed unh1 the 
utility produces a full safety report. 

One of West Germany' s  leading nuclear scientists , Ru­
dolf Schulten , professor of reactor technology at the Tech­
nical University at Aachen aad a leader of the Institute for 
Reactor Development, charac:terized the event as follows: 
"On May 4 in Hamm, nothingibappened that was not allowed 
to happen . . .  ' .  What was released through the chimney was 
nothing but a fart. " 
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�anking by David Goldman 

Mexico: a $3 trillion trigger? 

Regulators fear that a cessation of payments couLd detonate the 
"off-baLance-sheet liabilities" bomb . 

Re�rts just issued by the world's 
highest financial authorities admit, in 
effect, that the world banking system 
is insolvent, by the standard used by 
every bankruptcy-court judge in the 
United States. The Bank for Interna­
tional Settlements (representing the 
industrial nations' central banks) and 
the Group of 10 (representing their 
governments) issued identical reports 
recently, warning that the banking 
system might run "out of control," be­
cause the banks' liabilities exceed their 
assets by about 250%. 

The Bank for International Settle­
ments' Aimual Report, issued June 9, 
warns, that "off-balance-sheet liabili­
ties" represent "a continuing cause for 
concern," adding, "there is always the 
danger of things getting out of con­
trol. "  

Last month, a study issued by  sen­
ior officials of the Group of 1 0, the 
committee formed by Treasury Sec­
retary James Baker III and his col­
leagues from other industrial nations, 
warned that "financial innovations are 
making it harder for monetary author­
ities to effect policy. " 

The 270-page study, entitled, Re­
cent Innovations in International 
Banking, singled out off-balance-sheet 
activities, such as note issuance facil­
ities, forward rate agreements, cur­
rency and interest rate swaps, and for­
eign currency �d interest rate op­
tions. Not only can the regulators no 
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longer regulate: They cannot even find 
out how far the banks are in the hole, 
because the off-balance-sheet liabili­
ties are not all reported. 

The result is that "even bank state­
ments are potentially misleading," the 
report complains. "Large off-balance­
sheet movements could make the sys­
tem less responsive to sudden liquidi­
ty needs, complicate debt-reschedul­
ing problems by increasing the dis­
tance between debtor and creditor, and 
destroy the distinction between banks 
and other financial institutions," the 
Group of 1 0  study concludes. 

What that means, in plain English, 
is that the whole shebang could go. 

What worries British and Swiss 
central bankers is that the Mexico cri­
sis could trigger an uncontrollable 

, problem in the international banking 
system, given the system's overexten­
sion. 

The Bank of England fears the 
combined outbreak of a new debt cri­
sis, and a crisis in the expanding "off­
balance sheet" high-risk bank liabili­
ties. "It would be difficult to predict 
how severe an impact it could have. 
British banks have direct exposure to 
Mexico, but even more, indirectly they 

, are tied into the major U . S. banks with 
exposure," according to a senior Brit­
ish central banker. The explosion of 
off-balance-sheet liabilities ties the 
major international banks even more 
closely together than did the system of 

interbank deposits, the su!?ject of the 
1 982 crisis in the banking system. 

Meanwhile, the B ri tish central 
bank is following the Mexican situa­
tion with growing alarm. The key in­
dication they are watching is whether 
the Bank of Mexico head will leave in 
the wake of fired Finance Minister Je­
sus Silva Herzog. "If that happens, 
then we really have cause to worry." 

America's top' 1 5  banks have about 
$800 billion in assets, and over $2 tril­
lion in liabilities. These 1 5  banks are 
insolvent by norrrial bankruptcy-court 
rules, but not "illiquid, " for the simple 
reason that they are still able to in­
crease their liabilities. They have 
reached this miserable -condition by 
that device known as "off-balance­
sheet liabilities," th� subject of the 
panic reflected in the central bank and 
government reports. 

International lending collapsed 
between 1 982 and 1 985, from over 
$ 1 00  billion per year to barely $ 1 0  
billion last year. J t  collapsed because 
the banks' existin� international loans, 
to Third World bc)rrowers and others, 
became worthless . The banks could 
not earn sufficient income to pay in­
terest on their existing deposits, much 
less show a profit, because a large pro­
portion of their existing loan-portfolio 
died. 

What they could not earn in inter­
est from dead loans, the banks took in 
by issuing loan guarantees and similar 
commitments, in '  return for up-front 
fees . The, volume of loan guarantees 
in the United States has grown from 
almost nothing, to $500 billion in 
1985, as a result. 

In effect, the banks expanded their 
liabilities in return for one-shot cur­
rent income, whibh is the most dan­
gerous and irrespOnsible thing banks 
can do. For a bank, a loan guarantee 
is no less a liability than a loan; if the 
borrower fails, the bank will have to 
pay off the loan. 
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Agriculture by Marcia Meny 

Who elected Orville Freeman? 

The cartels officially take over U.S.  food policy, for the explicitly 
genocidal aims of Freeman, et al . 

The "Agexport '86" exhibit and 
conference at the U.S. Department of 
Agriculture on June 16-20, officially 
marked the takeover of U. S .  agricul­
ture production and foreign food pol­
icy by the international cartel compa­
nies, tied to the current "New Yalta" 
orientation to the Soviet Union. Most 
prominent in this brazen usurpation of 
U.S. food power is former Secretary 
of Agriculture Orville Freeman, who 
for decades has been the helping hand 
for the cartel companies, and their 
needs around the world. 

Since his days in Washington in 
the Kennedy and Johnson administra­
tions in the 1960s, Freeman has done 
his dirty work from New York, through 
his company; Business International, 
Inc. Now, since January of this year, 
Freeman has moved back to Washing­
ton, D.C., joined the Washington of­
fice of his old Minneapolis-based, 
Cargill-connected law firm, and as­
sumed the chairmanship of a new base 
of operations, the Agriculture Council 
of America. 

It was announced at the Agexport 
conference on June 17, that the Agri­
culture Council of America, and Or­
ville Freeman, will "voluntarily" serve 
as the policy-formulation and action 
group on food exports for the govern­
ment, beginning this summer, after the 
expiration of the two-year term of the 
current policy advisory committee, the 
National Commission on Agriculture 
Trade and Export Policy. 

You may ask, who eleCted Free­
man? No one even appointed him. But 
he intends to run the show. Since Jan­
uary, he has been shuttling around the 
country, and between Washington 
government offices, using Qis rhetori� 
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about how an' "action triangle" of food, 
commercial trade, and economic pro­
grams for selected countries, 'should 
be pursued by combining the powers 
of the State Department, the USDA, 
and the Trade Commissioner for the 
purpose-which he does not say-of 
totally controlling their food supplies 
and guaranteeing profits to the cartels. 

In the case of Mexico, for exam­
ple, Freeman says it should be made 
into multibillion-dollar food import­
ers from the United States He calls for 
a special agriculture adviser to the 
government (mandated by the new 
farm law). The Commission itself calls 
for a new department of trade for this 
purpose. 

At the Agexport conference, the 
Commission released a document with 
the same Freeman policy perspective, · 
"Executive Summary of the Report to 
the , President and Congress of the 
United States of America, Concluding 
Recommendations of the National 
Commission on Agricultural Trade and 
Export Policy ," containing their pro­
posals for trade policy. 

The food export policy now being 
implemented in Washington, D.C., 
under the new farm law, "Food Secu­
rity Act of 1985," was heavily influ­
enced by the Commission ,and is di­
rected in the ' way Freeman intends: 
Cut U.S. food output, drastically re­
duce the number of independent farms, 
tum over control of food production 
and distribution to the cartel group, 
alienate our NATO and other food­
producing allies, and watch people 
starve. 

However, in the doublespeak ter­
minology of the conference" this pol­
icy was described as: "eliminating food 

, surpluses ,1 lowering farm prices to be 
more ,coll}petitive, and using export 
enhancement ' tools' to fight back for­
eign-export competition. " 

A State Department speaker at the 
conference, Dennis Avery, agricul­
ture specialist, said, "Without more 
effective flUTIl trade rules in the future, 
the world runs the risk of diverting 
badly needed capital into more and 
more high�cost farm production, stor­
age of yet more expensive farm sur­
pluses, aed more debilitating farm 
trade condicts." 

V arialions on this theme were re­
peated ovqr and over again throughout 
the conference sessions, in which 
many coqgtessmen and farm repre­
sentatives illiso participated to add an 
aura of puplic approval. 

Howeter, the exhibit was just the 
public wipdow dressing for private 
policy drives that are already, literal­
ly, treaSOl1ously undermining the eco­
nomic an� strategic interests of the na­
tion. 

Look fit the hosts of the confer­
ence-th� National Commission on 
Agriculture Trade and Export Policy, 
officially formed in August 1984, by 
mandate Of Congress, to design new 
foreign tIlde policies in the face of 
declining U.  S. exports. The Commis­
sion was funded and led by interna­
tional c�l interests, who made cer­
tain, over �e last two years to ignore 
or play dqwn the role of their associ­
ated agenqies, such as the Internation­
al MonetaO' Fund and World Bank, in 
imposing �e loan conditionalities and 
looting p<?licies that led to the food 
trade dec¢ases. The backers of the 
Commissipn in this category includes: 
Gamac Gl1Ilin Co., Inc. (the U.S. arm 
of Andre, ;the Swiss-based grain car­
tel), W. R. Grace & Co., and Conti­
nental Gr�in Co. (the European oli­
garchy-ow.ned grain cartel, based in 
New YorlG since World War II). 
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Labor in Focus by Marianna Wertz 

Re-hire the air traffic controllers! 

A GAO report indicates "serious problems" in the'air traffic 
control workforce . 

T he United States General Ac­
counting Office (GAO) submitted a 
comprehensive report to the U.S.  Sec­
retary of Transportation on March 6, 
1986, which is a sweeping condem­
'nation of the current status of the air 
traffic control work force. The main 
conclusion of this report, which has 
sparked intense controversy on Capi­
tol Hill, is that since the August 198 1  
strike, in which the Reagan adminis­
tration fired all l l ,  700 striking con­
trollers and broke the controllers 
union, there has been a serious decline 
in staffing by fully qualified person­
nel. This has led, according to the ex­
tensive survey done by the GAO, on 
which the report was based, to "seri­
ous concerns" on the part of control­
lers and their supervisors "about their 
ability to continue to maintain the 
proper margin of safety." 

The report was commissioned 
from the Resources, Community, and 
Economic Development Division 
(RCEDD) of the GAO by the Sub­
committee on Transportation, House 
Committee on Appropriations. It was 
released by Herbert R. McLure, As­
sociate Director of the RCEDD, at a 
hearing before the Subcommittee on 
Investigations and Oversight of the 
House Committee on Public Works 
and Transportation, and simultane­
ously presented to Elizabeth H. Dole, 
the administration's Secretary of 
Transportation. 

Even before the report's findings 
were released, Secretary Dole an­
nounced that FAA will add 1,000 more 
controllers-500 each in fiscal years 
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1 986 and 1987. However, as the GAO 
report points out, it will still take these 
new hirees two years or more to prog­
ress to fully trained status. 

The hottest political issue raised 
by the report, and by those who rightly 
view the breaking of the controllers' 
union as the opening shot of a war by 
Wall Streeters inside the administra­
tion to break the nation's unions, is 
the question of rehiring the fired con­
trollers. 

In early June, Rep. Guy Molinari, 
(R-N. Y.), introduced a bill that would 
provide a mechanism for the FAA to 
give priority in hiring the 1 ,000 new 
controllers, to those fired after the 
strike. In June 13 hearings on the bill 
before the House Post Office and Civil 
Service Subcommittee, Molinari said, 
"We are engaged in a dangerous 
game-literally a race against time­
to avert major air disasters which 
would result in a substantial loss of 
life . . . . We have a system that is 
dangerously stressed due to lack of 
experience. This is directly impacting 
safety. There is only one source avail­
able where the FAA can buy that ex­
perience and that is from the group 
that was fired in 198 1." 

Walter Luffsey, the FAA's Asso­
ciate Administrator for Air Traffic, re­
sponded immediately: "Rehiring the 
controllers who were terminated for 
striking is not a consideration nor, for 
that matter, will it be. " 

The GAO report does not deal with 
this issue, per se. It simply makes a 
solid case for the need to do something 
immediately to remedy the situation. 

Its major findings, based on FAA data 
for the period from July 198 1 through 
September 1 985,,' and an extensive 
questionnaire survey of some 4,500 
radar qualified controllers, 1 ,000 first­
line supervisors, and the managers of 
the 20 air route traffic control centers 
and the 54 busieist terminal facilities 
in the continental United States, in­
clude the fOllowihg: 

• "FAA does not have as many 
fully qualified, experienced control­
lers at major air traffic control facili­
ties as managers, supervisors, and 
controllers believe are needed, and as 
are called for by FAA's standards and 
goals . . . .  

• "Air traffic activity has reached 
record le-vels and is at the point where 
controllers and their supervisors be­
lieve they are overworked during peak 
periods, especially at centers. More­
over, air traffic is expected to continue 
to grow. 

• "Overtime is likely to remain 
high at the centers and controllers and 
supervisors we sampled feel the over­
time being worked is negatively "af­
fecting controllers' ability to perform 
their duties. 

• "There are problems with the 
quality and amount of on-the-job 
training being given to new control­
lers. 

• "There are fairly widespread 
communications and other employee/ 
management problems at the facility 
level that are adversely affecting the 
morale of controllers and superVi­
sors." 

The report's major recommenda� 
tion is to-the-point: "We recommend 
that FAA impose restrictions on air 
traffic until both : the number of fully 
qualified controllers and overtime re­
quirements meet FAA's goals. "  

EIR recommends careful study of 
this report, and a strong lobbying ef­
fort to ensure its implementation, as 
rapidly as possible . 
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BusjnessBriefs 

Defense & Aerospace 

Pentagon: Europe 
to get SDI contracts 

A "Pentagon official told British defense cor­
respondents in London on June 1 7  that Eu­
ropean countries would play a leading role 
in constructing ground-based defenses 
against short-range Soviet missiles, and that 
contracts of up to $2 . 6  billion could be in­
volved. 

The unidentified official said that the 
Strategic Defense Initiative was beginning 
to win wide acceptance in Western Europe , 
where the debate about the program was 
"more rational than in the United States,  
because there is a more sophisticated under­
standing of the issues of nuclear deter­
rence ." The official denied reports that the 
SOl would be seriously delayed following 
the Space Shuttle disaster, but acknowl­
edged that the United States would have to 
develop alternative ways of launching sat­
ellites into orbit. 

Transportation 

Conrail union leader: 
Stock sale blocked 

Numerous American railroads are willing to 
participate in a public stock offering to sell 
Conrail, but top administration officials have 
prevented the plan from coalescing , Fred 
Hardin, a railway-union leader, said on June 
1 7 .  

Speaking before the House Subcommit­
tee on Commerce , Transportation , and 
Tourism, Hardin said that seven or more 
railroads have "indicated a willingness" to 
buy Conrail stock to ensure the success of a 
public offering, providing the government 
with $ 1 . 6  billion to $2 . 3  billion . 

"Every time we get them [the railroads] 
almost to the kitchen door, somebody calls 
them and they run away ," Hardin told the 
subcommittee. "There are high-ranking of­
ficials who don't  want this thing to get going 
too fast. "  

One railroad official did admit to interest 
in Conrail: Ron Raimenn, vice-president for I 
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corporate affairs for Burlington Northern, 
said his railroad had attended preliminary 
discussions on the Conrail sale . "We're in­
terested in a strong , independent Conrail . 
We're willing to participate in any proposal 
that would lead to that ."  

Transportation Secretary Elizabeth Dole 
has opposed a public offering of Conrail 
stock, and has urged C9ngress to approve a 
$ 1 . 9 billion offer for Conrail by Norfolk 
Southern Corp. , a Conrail competitor. 

Austerity 

West Germany adopts 
new budget cuts 

West German Finance Minister Gerhard 
Stoltenberg announced a program of auster­
ity measures,  Gramm-Rudman-style , fol­
lowing a federal cabinet meeting in Bonn on 
June 1 8 .  

All ministerial budgets will be affected 
by a cut of expenses ,  which will freeze 1 
billion deutschemarks in expenditures . Since 
additional compensation payments have been 
promised to farmers , because of income 
losses related to the Soviet Chernobyl nucle­
ar disaster, the budgetary freeze will hit 
hardest at non-agricultural budgets . 

The cuts of DM 1 billion are not great, 
seen against a total budget of DM 260 bil­
lion , but the Stoltenberg decree will set a 
precedent for a new round of harsh fiscal 
austerity and budgetary cuts . 

Oil 

Libya not worried 
about U.S.  pullout 

"Frankly ,  this will not affect us at all ," said 
Abdullah �l-Badri , head of the Libyan Na­
tional Oil Co. , in an interview with Reuter 
in mid-June about the effect of five U. S .  oil 
companies pulling out of Libya. 

"We've been working for the past two 
months to try to find avenues for selling our 

'oil , and we have ," he said . The Libyan of­
ficial added that the five American oil com­
panies are not keen on selling, but were 

forced to by u. S .  government action. 
"They,found it a silly idea," he said . "It 

is not prootable , for them. "  Al-Badri said 
that three of the fi�ms have interests in a 60% 
Libyan-owned company, Oasis Petroleum: 
Marathon has 1 6% ,  Conoco 1 6% ,  and 
Amerada Hess , 8 % .  "Customers are used to 
our oil . If they don' t  buy from the Ameri­
cans , they will buy directly from us ."  

International Trade 
I 

U.S. technology 
restridions eased 

The u. s. Commerce Department has pub­
lished a �oposed radical change in its ex­
port lice�sing procedures which, if not 
blocked iq the next 60 days,  will effectively 
end attempts to restrict sensitive technology 
sales to the Soviet bloc nations . 

Paul Freedenberg, assistant secretary for 
trade at Cbmmerce , said a new "gold card" 
system will use a list of thousands of certi­
fied foreign users which it "trusts" would 
not pass sensitive technology to the East 
bloc. These select firms would then need no 
special e�rt license . 

Initially , according to a report in the Eu­
ropean e4ition of the Wall Street Journal, 
the system will cover buyers in Japan and 
14 other ¢ountries ,  but would be expanded 
to such neutrals as Sweden, Austria, and 
Switzerland.  Sweden recently has become 
notorious for allowing advanced technology 
to be expOrted into the Soviet Union . 

A major backer of the project , according 
to the repbrt,  is Pentagon export-control of­
ficial Step/:ten Bryen. Bryen' s name has come 
up in cOllilection with the Jonathan Pollard 
espionag� revelations recently . 

Domestic Credit 
I 

Louisiana closes 
down more banks 

Louisiana banking officials on June 13 or­
dered the Bank of Commerce in Shreveport 
and Bossier Bank and Trust Co . in Bossier 
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city to close operations ,  while a search be­
gan for new owners . 

Bad loans were blamed for the failures 
which caused the banks to shut their doors 
on the afternoon of June 1 3 .  Large numbers 
of depositors tried to make withdrawals from 
the banks , and some were still trying when 
the doors were locked. 

Both banks were under consent decrees 
to refrain from what were described as bad 
loan practices.  Gus Mijalis , chief fundraiser 
of Louisiana Gov . Edwin W. Edwards (D) , 
is a former officer of the Bank of Com­
merce . He resigned when he and several 
others were indicted, along with Governor 
Edwards, in a federal rack�teering ca�e . All 
were eventually acquitted . 

Herman K. Beebe, a Shreveport busi­
nessman, convicted of conspiracy , wire 
fraud, and other felonies in 1 955 , had sold 
his interest in Bossier Bank and Trust. He 
had been acquitted of charges of conspiracy 
and misapplication of Bossier Bank and Trust 
funds . 

Agriculture 

Argentine 
production declines 

In 1 986, Argentina, one of the richest agri­
cultural nations in the world, will lose $ 1 . 2  
billion in income from agricultural exports , 
given that production will drop from 44 mil­
lion tons in 1 985 to 37 million in 1 986, at 
the end of the current harvest, and- that in­
ternational prices have dropped. 

Private researchers told Somas maga­
zine that, as of next year, taxes on agricul­
tural exports will stabilize at 1 5 % ;  the drop 
in number of hectares under cultivation will 
lead to a further drop in production , down 
to 30 or 32 million tons . 

' 

Worsening conditions resulted in an ag­
ricultural producers' protest strike in mid­
June, lasting four days. The strike was ef­
fective , despite the fact thai two 'of the four 
agricultural confederations did not partici­
pate . The Sociedad Rural (SRA) and the 
Rural Confederation (CRA) organized the 
nationwide protest around a series of de­
mands which include: elimination of taxes 
on exports; fewer taxes overall ;  suspension 
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of "dirigist and interventionist" measures; 
more credit; resolution of problems of infra­
structure (ports , storage , and transport); 
measures to avoid bankruptcies; reduction 
of public expenditures . 

In several parts of the country , produc­
ers organized tractorcades on major high­
ways and handed out leaflets . The CRA and 
SRA issued a statement saying that support 
for the strike was total among the member­
ship of those organizations . All agricultural 
entities are considering further protest ac­
tion, clairrnng that the government has· failed 
to respond to their demands ,  and that agri­
culture in the country is collapsing . 

Armaments 

Lavi jet 
program delayed 

In mid-June , Israeli Prime Minister Shimon 
Peres and Defense Minister Yitzhak Rabin 
received "almost identical letters" from U. S .  
Secretary of State George Shultz and De­
fense Secretary Caspar Weinberger, indi­
cating a "major shift" in the Reagan admin­
istration 's  attitude toward Israel ' s  Lavi jet 
program, and indicating an increasing U . S .  
unwillingness to commit itself to a $300 mil­
lion investment in the Lavi over the next 1 5  
years , the Jerusalem Posf reported June 10 .  

The Lavi program has been the center of 
intense controversy since 1 983 , with Wein­
berger and Shultz on opposite sides.  The 
conflict centered around the fact that the Lavi 
program could not be implemented without 
the Israelis receiving sophisticated compo­
nent designs from the United States that had 
been previously protected by U . S .  national 
security classification. 

Following receipt of the letter addressed 
to him, Rabin, on June 9, called an "urgent 
meeting of the top echelons of the Defense 
Ministry , the Air Force , and the Israel Air­
craft Industries to reassess the Lavi fighter 
jet program," the next day ' s Jerusalem Post 
reported.  The Post quoted an unnamed Is­
raeli source saying that Rabin had been "more 
than upset" at the "unbending attitude" of a 
Pentagon delegation in Israel during the first 
part of June , headed by Assistant Deputy 
Secretary Dov Zakheim, toward the Lavi 
project . 

Btiejly 

• EIGHT MIDWEST governors 
called free trade a "mystical dream" 
in a message tp President Reagan on 
June 1 7 .  "We1Jive in a world of quo­
tas , export s�bsidies,  and govern­
ment incentives ,"  the governers said . 
"Clearly, the mystical dream of world ' 
' free trade' is It world that never was 
and never win be . "  

• EGYPT'S ARMS DEBT i s  the 
subject of ongoing negotiations be­
tween the United States and Egypt , 
said Frank Wisner, the U . S .  ambas­
sador-designate to Egypt , in testi­
mony to the Senate Foreign Relations 
Committee on June 1 9 .  The United 
States had begun, in 1 985,  to give 
Egypt outrighit grants to make arms 
purchases . "Now it ' s  important to go 
beyond that and find other options ,"  
such as rewriting existing 1 4% loans 
at a lower interest rate , Wisner said . 

• MULTI-FAMILY housing starts 
in the United States dropped by 2 1 .9% 
during May ,  to bring the overall rate 
of housing starts down 7 .4% in May , 
to 1 ,888 ,000, the lowest level for the 
year. This was predicted by the hous­
ing industry in response to the elimi­
nation of tllltj breaks for apartment 
buildings .  

• A N  AG�ICULTURE Depart­
ment sutvey indicates that farm fore­
closures accounted for more than one­
fifth of all f�and that changed 
hands in the United States during 
1 985 . The report indicates that there 
is an upward trend in foreclosures,  
showing 3 . 8% of farmers were in 
bankruptcy last year. 

• GENERAL MOTORS is con­
sidering closing 6 of its 25 North 
American plants by 1 990, according 
to Mr!talworking News magazine. The 
closings could occur because GM has 
scaled back its GM- I O  program, 
aimed at putting out a new line of GM 
intermediate-sized cars 'starting in , 

1988 .  The program was intended to 
counter the ope,ning of new Japanese 
car plants in the United States .  
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The automobile engine: 
test bed for fine cel$lllics 
The automobile industry is merely a good avenue/or introducing 
ceramic technologies withJar broader application$, reports Thoula 

. I 
Frangos, an engineer with the Fusion Energy Foundation. 

The high temperature tolerances of ceramic materials have 
been useful to man for a variety of purposes since the begin­
ning of civilization . One of the earliest energy-related uses 
was for refractories in ovens and furnaces . Today , high­
technology ceramic technologies are emerging for many di­
verse applications , from prosthetics to insulating blankets for 
the Space Shuttle (Figure 1 ) .  The development of high­
performance heat�engine ceramics has received a great deal 
of attention in the past 10 years . There are presently joint 
government-industry programs in the major industrial na­
tions , coupling development of advanced heat engines and 
ceramic materials .  

The automobile industry i s  a good test bed for high­
technology structural ceramics for two reasons . First, many 
components of the heat engine go through intense thermal' 
and mechanical stresses,  which the ceramic materials must 
survive . Second , due to the efficient mass-production of mil­
lions of cars 'a  year, this is a good industry to develop pro­
duction technique� very rapidly , once the economic benefits 
are pereeived. This industry, being one of the largest , will 
more immediately realize the financial benefits of such an 
investment in improved engine efficiency . This makes the 
automobile industry a good avenue by which to introduce 
these ceramics to other parts of the economy. 

The payback in investment in advanced heat engines for 
automobiles , is potentially enormous .  In 1 984 dollars , with 
1 984 fuel prices , a 20% increase in· fuel efficiencies alone 
would reduce the U . S .  balance of payments deficit by $ 1 5  
billion . Argonne National Laboratory did an economic study 
in 1 983 , which estimated a gain of $27 8 . 9  billion to the U . S .  
economy over the seven-year period until 1 990, were the 
United States to achieve hegemony in the world ceramics 
market-with a gain to the economy of 250,000 new jobs . 
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The Japanese currently h�ve the greatest. national com­
mitment to ushering in the "n�w ceramic age . "  If the United 
States is to compete and re�ize the potential benefits of 
ceramic technologies ,  a majot long-term government-spon­
sored program must also be la�nched . 

. The materials for ceramics: are very abundant , making up 
about 90% of the Earth' s  crust. What defines high-technolo­
gy , or fine ceramics ,  is a highly controlled composition and 
structure of c;rystalline solids qomposed of metallic and non­
metallic elements . The extreme strength , chemical inertness, 
and heat and abrasion resist$ce of the technical ceramics 
stems largely from their structures .  The atoms are typically 
locked in rigid lattices .  The atplication of heat and pressure 
in processing causes these a�eady strong microcrystals to 

• interlock and fuse , forming an extremely tough network. 
However, the rigidity of the crystal lattices in ceramics results 
in their brittle characteristic . j 

The strength of a given cetamic is strongly dependent on 
the size of its crystal grains . A material with large particles 
or · with a random distributioq of particle sizes is generally 
weaker than a ceramic with fine-grained or uniform-size par­
ticles .  This is because large onandom-size grains fit together 
with relatively large spaces in jbetween; smaller or more uni-
form grains can fit together mbre closely . . • 

The ceramics of interest f\llr heat engine applications are 

silicon nitride , silicon carbid¢ , sialons , and more recently, 
partially stabilized zirconium. !These new industrial ceramics 
can operate at about 2 ,500oP without cooling gear, while 
similar "hot parts" made of mchal superalloys operate only at 
1 ,9OO°F and require costly tieavy cooling systems . These 
ceramics are also lightweight , i have a low coefficient of ther­
mal expansion , and low frictional properties , making the 
components of the machines very durable ,  and reducing en-
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FIGURE 1 
Uses and properties of fine ceramic,s 

gine wear and extending longevity. 
The U. S. Departments of Energy and Defense are cur­

rently funding a two-pronged program, supporting develop­
ment of advanced heat engines on the one hand, and the 
development of ceramic materials capable of withstanding 
the high-temperature, stressful regime of the heat engine on 
the other (Table 1) .  

Oak Ridge National Laboratory is  the major center of 
research planning. Its Ceramic, Technology for Advanced 
Heat Engines Program Plan is a five-year, $140-million re­
search plan, under the initiation of the Department of Energy 
(DOE), with 60% of the funding to be carried out by private 
industry, and the rest of the bill to be picked up by the national 
labs (30%) and universities (10%). 

The goal of the program is to develop an industrial-tech­
nology base 'capable of providing reliable and �ost-effective 
high-temperature ceramic components for application in ad­
vancetl heat engines. The three major development areas are 
materials and processing, design methodology, and data base 
and life prediction. 

. 

While ceramic parts have been and will continue to be 
introduced into engine design, to construct a ceramic engine 
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National Materials AdviSOry Board 

as s�ch there will have to be sign�ficant gains in fracture 
toughness and high strength margins� The specific objectives 

_ of this program are to develop imprqved, and new, synthesis 
and fabrication technology and to improve the reliability and 
performance of monolithic and toughened carbide- and ni­
tride-base ceramics for structural applications; to develop 
technology for the synthesis and fabrication of improved 
high-temperature-toughened oxide ,ceramics primarily for 
thermal barrier and wear application$; to develop the ceramic 
joining technology base required by industry to design and 
fabricate reliable ceramic attachments; to develop the me£h­
anisms controlling those ceramic buJk properties that govern 
long-term.reliability in advanced heftt engine environments; 
and to �etermine the mechanisms controlling static and dy­
namic interface behavior of bulk ceramics and coatings to 
provide long-term reliability under Jteat engine conditions. 
Another offshoot of the program is �dvances being �ade in 
introducing sophisticated non-destructive evaluation tech-
niques into the automobile industry. : 

' 

A method of strengthening ceramics by fiber reinforc­
. ments has . been developed at Los Alamos National Labora­

tory. Here, silicon-carbide crystals, referred to as whiskers , 
. . 
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TABLE 1 
Applications of fine ceramics 

Fields of application Parts Demands and characteristics 

Engines 
Gas turbine Blade 

Rotors 
Oxidation resistivity. thermal shock resistivity. high temperature strength 
Strength. creep rupture resistivity 

Stators. shroudings. 
combustion cylinders 
Bearings 

Oxidation resistivity. high-temperature strength. thermai shock resistivity 

Wear resistivity. tenacity 

Diesel engine Pistons 
Cylinders 

Oxidation resistivity. high streJ:Igth. low thermal conductivity. thermal shock resistivity 
Wear resistivity. strength. low heat conductivity 

Preheating chambers. 
nozzles 

Thermal .shock resistivity. oxidation resistivity. corrosio!i' resistivity 

Valves 
Tappets. cams 
Turbochargers. rotors 
Bearings 

Strength. mechanical shock resistivity. corrosion resisti)lity. wear resistivity 
Wear resistivity 
High-temperature strength. thermal shock resistivity. oxidation resistivity 
Wear reSistivity 

are being grown to reinforce ceramics that will replace metals 
in mechanical parts such as valves, turbine blades , and heat 
exchangers with the advantage of being more resistant to 
corrosion, heat, and wear than metals .  George Hurley, man­
ager of the whiskers project, predicts that ceramics with these 
whiskers incorparated could be potential replacements for 
strategic materials such as superalloys and other exotic met­
als . 

The most important factor determining the strength of a 
given ceramic is the method of processing and production. 
New methods of processing and powder production are being 
developed to overcome the weaknesses of ceramics ,  such as 
brittleness . 

The most promising method at this time, is injec�on 
molding . This process not only minimizes brittleness of ce­
ramics;  it results in a near net shape which avoids or drasti­
cally reduces the need to machine the final product, and 
Permits , for the firSt time, the mass production of industrial 
ceramic objects that have complex shapes, like turbine r0-
tors . Machining which requires diamond-tipped tools, will 
exacerbate a ceramic's  brittleness. Any time a ceramic sur­
face is machined, its surface integrity is destroyed and the 
material is sensitized to the initiation of fracture. 

Another process to reduce the susceptibility of structural 
ceramics to fracture is hot isostatic pressing (HIP), pioneered 
by Battelle in the mid- 1950s for joining nuclear fuel ele­
ments. It relies on high temperatures and high pressures ap­
plted in three dimensions simultaneously. 

In its June 1984 report, Ceramic Technology for Ad­
vanced Heat Engines, the Martin Marietta Corporation de­
scribed the U .  S .  strategy for joint development of structural 
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ceramics and advanced heat engines . 
The authors wrote: "The most promising advanced heat 

engines for highway vehicle propulsion have been identified 
from research and assessment analysis by industry and gov­
ernment over the past decade . These engine types include the 
internal continuous combustion gas · turbine , the internal in­
termittent combustion adiabatic diesel , jlIld the external con­
tinuous combustion Stirling engine . In all of these advanced 
engines, in fact in almost any advanced energy conversion 
system-overall cycle effici¢i1cies are increased greatly by 
increased operating temperatures .  The realization of these 
increased efficiencies necessitates the development of mate­
rials such as ceramics , that cat withstand the higher operating 
temperatures. " 

The United States has <kmonstration programs for all 
three: the Stirling engine , being built by General Motors 
(with Mechanical Technologies Incorporated, and the 
Swedes) ; the advanced gas turbine engines , AGT 100 and 
AGT 101 , supported by the OOE and administered by NAS�, 

, which were begun in 1979 and should be completed by 1986; 
and a joint project of Cummins Engine and the U .S .  Army 
Tank Command, for a ceramic diesel engine . 

The Adiabatic Diesel , .  
TheAdiabatic Diesel Engine i s  an advanced design which 

seeks to maximize the conversion of heat to mechanical en­
ergy or operate at near adiabatic conditions . (The term adi­
abatic means a system which. does not lose heat as it oper­
ates) . It is probably the best candidate for the marketable 
ceramic automotive engine. 'Uhe goal is to ultimately increase 
fuel efficiencies by 50% bedause of ceramics' tolerance of 
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higher temperatures in the combustion chamber (see Figure 
2) . 

The engine accomplishes work by taking air into a tur­
bocharger where it is, compressed and then forwarded to an 
insulated, high-temperature comb�Stion chamber, located in 
the piston unit . Combustion occurs and useful energy - is ex­
tracted from the piston unit . The high-temperature exhaust 
gas is then expanded through two turbine wheels to extract 
as much as possible of the remaining energy . One wheel is 
used to drive the compnessor, and the second is connected by 
gears-in a turbocompounding system-to the engine 
crankshaft to further increase the useful power output of the 
engine . 

With the part-ceramic diesel , the goal has been to retain 
the roughly one-third of an engine' s  heat output for useful 
work, which must normally be bled off by the engine ' s  cool­
ing system. This heat content is recovered from the exhaust 
gas through the use of a turbocompound concept providing 
additional. shaft power. Heat loss is trimmed by insulating 
key engine components with ceramics ,  which allows the 
water-cooling system to be entirely eliminated . Among the 

, diesel components that have been ceramic-insulated on a trial 
basis are pistons , liners , cylinder heads, valve seats , and 
valve guides . With these ceramic components, the Adiabatic 
Engine can operate at 2 ,2 1 O°F. The most successful materials 
used to date have been partially stabilized zirconia and silicon 
nitride and silicon carbide . 

By greatly reducing lost energy and essentially eliminat­
ing the need for a conventional cooling system, the Adiabatic 
Engine improves fuel economy and provides a 40% reduction 
in' weight and volume over all metal diesel engines .  t<:ngine 
testing has shown that the Adiabatic Engine is the most fuel­
efficient of the diesels ,  and has the highest thermal efficiency 
of any engine under design . 

The engine is presently being adapted to use as a' V-8 
engine , used in tracked combat vehicles .  The aim ' of the 
program is to remove the radiator, water pump, fan belts, 
and coolants . The lon� -term redesign goal is to also eliminate 
the engine block and cylinder head cooling . Since the radiator 
is thin-walled , it is extremely vulnerable on a tank , and its 
removal will , mean a sharp increase in combat efficiency , as 
well as a 10% to 15% increase in fuel economy . Maintenance 
down-time will also .be reduced, since half of heavy engine 
failures are cooling system related. 

Cummins Engine Company has road-tested a five-ton 
truck over 8 ,000 miles . This zirconia-insulated diesel was 
not turbocompounded, but it had no radiator, fan , or water 
pump, and had 361 fewer parts than the standard diesel . 
Engine volume was reduced by 20 cubic feet, and 338 pounds. 
On-the-road fuel consumption decreased by 50% , from 6 to 
9 miles per gallon . There was a 42% reduction in heat loss 
(heat not converted into work) , with a present goal of 7�% 
reduction . Another direction of development is the elimina­
tion of the lubricant system due to the low coefficient of 
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friction of ceramics .  
The higher combustion efficienqy o f  the Adiabatic Diesel 

lowers the nitrogen oxide in emi�ions . Due to the more 
complete oxidation rate , particulates formed in early stages • 

of combustion are reduced by as much as 50% . 

The Stirling engine 
The advantages of the Stirling are that it can use abso­

lutely any fuel for. combustion , has low emissions , low noise , 
and low vibrations (see Figure '3) .  , 

The Stirling engine is an external rather than internal­
combustion heat engine-in that sense , like the steam en­
gine; however, unlike the steam engine , it does not vent its 
working fluid to the atmosphere . The fluid , usually hydro­
gen , is contained in a cylinder, through which it circulates as 
it alternately contracts and expands . Usually , the Stirling 
passes the fluid through a "regenerator" which cools the fluid 
by capturing its heat, and then on the return pass,  heats the 
fluid , by releasing that heat to it. The gaseous hydrogen 
working fluid is passed through a series of small thin-walled 
tubes,  which are required for efficient heat transfer from the 
combustion gases to the working fluid . The hot hydrogen 
expands in the cylinder to drive a piston which activates the 
drive system. At the opposite end of the tubes,  in addition to 
the regenerator; which absorbs heatifrom the hydrogen work­
ing fluid , there may be a cooler that permits contraction of 
the hydrogen � This process of heating and cooling the work­
ing fluid and extracting work forms the Stirling cycle . 

Today , Stirlings have a wide applicatiori as stationary 
engines ,  and in situations where there is a premium on reduc­
ing noise , as in submarines .  They also are of particular value 
in space applications because they can run in a vacuum. They 
are used today for irrigation systems , particularly in remote 
areas where there is not an adequate. electrical grid , as in 
India,  and for heat pumps and refrigeration; and are planned 
for certain military and space applications . During the Sec­
ond World War, they were used in tanks which had to fight 
under desert conditions , '  because -of the fact that the working 
fuel in a Stirling is sealed off from'the environment , in con­
trast to the internal-combustion engine . They have also been 
used in remote outposts to power radio receivers and trans­
mitters . 

They are being studied 'in the Ceramic Heat Engine pro­
gram, for application to automotive transport, because they 
can operate at high temperatures ;  aM they can bum any fuel: 
wood, kerosene , alcohol , gasolint, or use new fuels like 
lithium fluoride . Lithium fluoride changes state in the neigh­
borhood of 1 ,550°F . This transformation property can be 
utilized in place of combusting the fuel to release the heat . 

General Motors is developing the automotive Stirling , in 
cooperation with Mechanicals Techno�ogies , Inc . ,  for place­
ment in its Chevrolet Celebrity . They claim success for their 
second-generation (mod II) Stirling-powered car, scheduled 
for demonstration in 1 987 . It will operate with pressurized 
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FIGURE 2 
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hydrogen,  and at a temperature of 1 ,508°F. The most critical 
component in the engine is the heater head, which consists 
of the cylinders, heater tubes, and regenerator housing . The 
materials now being used for the "hot parts ," such as the 
cylinder and regenerator, and the heater tubes are alloys of 
cobalt, a strategic metal . Obviously this is a good candidate 
for the substitution of ceramics ,  but the Stirling engine pro­
gram, per se, has as its narrow goal the use of only those 
technologies which can be implemented in hardware by 1987. 

The critical components for cost and performance are the 
preheater, combustor, and fuel nozzle. The preheater alone 
contains 1 ,000 very thin corrugated stainless steel plates. 
When these are replaced by oxide ceramics,  it is estimated 
that costs will be reduced from $245 .48 to $43 . 10 .  One 
saving is immediately realized by the fact that neither the 
Stirling nor the diesel engine need catalytic converters or 
emmission controls .  

The Advanced Gas Turbine engine , 
In the United States, Garrett Engines and Ford Motor 

Company, in cooperation with NASA, are working on de­
veloping a ceramic Advanced Turbine Engine, and General 
Motors Diesel Allison Division is working on its own model 
(see Figure 4) . 

The AGT is the most powerful engine of the three models .  
Aircraft engine rotors , and gas and furnace turbines , as  well 
as turbochargers , already utilize ceramics .  Clearly, advances 
in ceramic turbines will have immediate applications far be­
yond automotive and airplane engines , for example, in power 
generation. 
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The ceramic Adiabatic Diesel is the most 

thermally efficient engine and probably , 

the one thar will enter the marketplace first. 

The gas-turbine ' engine is an internal-combustion heat 
engine which utilizes turbomacllines , rather than convention­
al pistons , for compression and txpansion of fuel substances . 
Fuel is burned in a combustor IQcated between the compres­
sor and the expander. Compres,ed air from a turbocompres­
sor enters one end of the comblJstor; fuel is sprayed, into the 
other QIld. The fuel-air mixturl ignites , creating hot gases 
which can be directed against the surfaces of a turboexpan­
der, in order to tum it . The m¢chanical energy of the tur­
boexpander can then be transferred to a rotating sliaft by 
which useful work is performed. 

The advantage of the gas turbine is the greater power to 
weight ratio which it has in cOQIparison with other engines . 
It consumes a wide range of fu�ls ,  and with its simple rota­
tional motion, runs without the problems of vibration and 
inertia inherent in reciprocating engines of the piston type. 
The efficiency of the gas turbine engine increases with in­
creasing temperatures ;  however, because of its high fuel con­
sumption , high cost of manufa¢ture, and high noise level it 
has so far been restricted to use pn aircraft, except in experi­
mental designs. 

The mechanical and therm� stresses of the gas turbine 
engine are much higher than fo{ other engines , especially in 
the hot section . Besides the higb stresses (25 kilopounds per 
square . inch-ksi;  and temperiltures of 2 ,500°F) , turbine 
components are exposed to high velocity oxidative or corro­
sive combustion gases . Over a period of engine operation, 
these factors can lead to time-d�pendent failure . The turbine 
must also meet challenges such as: high combustor inlet 
temperature; high centrifugal stress; thin wall structure for 
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the regenerator; good sealing to prevent leakage; temperature 
measurement for engine control . To achieve higher temper­
atures, the hot parts of the engine are being replaced by 
ceramics in the demonstration models AGT 100 and AGT 
10 1  conducted under the DOE. These parts are the combus­
tor, regenerator, flow transition lines , turbine stator, diffuser, 
turbine rotor, bolts , and compressor. The models are oper­
ated at inlet temperatures of 2 ,500°F and maximum stress of 
44 ksi , and achieve 100,000 revolutions per minute . 

It is for these reasons of very high thermal and mechanical 
stresses that the DOE considers the AGT as the test bed for 
structural ceramics .  It is the most highly funded of th� three 
demonstration programs .  

GM's AGT 100 engine , i s  a lightw�ight , l00-horsepower 
two-shaft motor with a regenerative system that reuses ex­
haust gases with the aid of a rotary ceramic heat exchanger. 
The ceramics used were: sintered alpha silicon carbide for 
the fabrication of the turbine rotors , turbine vanes, combus­
tors , scrolls , exhaust diffusers , and seals; reaction-bonded 
silicon carbide for the turbine rotors , scroll vanes , and flow­
path walls; sintered silicon nitride for the turbine rotors , and 
aluminum silicate for the regenerator disks . 

These ceramics held up to the 2 ,350°F turbine inlet tem­
perature , while earlier, superalloy-metal gas turbine engines 
could only operate at I , 800°F. When the engine is incorpo­
rated into a 3 ,OOO-pound passenger car, these higher temper­
atures permit a 30%' increase in fuel efficiency (42 . 5  miles 
per gallon) over standard spark-ignition engines and super­
alloy gas turbines . The specific fuel consumption was . 326 
Ib/hp-hr (pounds per horsepower hour) . 

The AGT 101  program, carried out by the Garrett Corp . 
and the Ford Motor Co . ,  has goals of successful engine op­
eration at 100 horse power and a very low specific fuel con­
sumption of 0 . 3  Ib/hp-hr. The conceptual design completed 
in 1980 has the following characteristics: complete hot flow 
path designed for ceramics ;  single-shaft, single-stage design 
to minimize complexity and number of ceramic components ; 
one-piece ceramic radial rotor attached at the coil end to a 
metal shaft; rotating components (ceramic rotor, metal com­
pressor, and output gear) supported by an air-lubricated ball 
bearing; exhaust heat reclaimed by a rotary ceramic heat 
exchanger (regenerator) to preheat the compressed inlet air; 
symmetrically designed ceramic components designed to 
provide more uniform stress distribution and to ease compo­
nent fabrication; inlet airflow surrounding and counterflow 
to combustion gas flow to cool engine casing and minimize 
heat loss . Like the AGT 100, the turbine inlet temperature 
was 2 ,500°F and with similar ceramic materials it has 
achieved , at this point in time , a similar fuel efficiency of . 32 
Ib/hp-hr. 

Unfortunately, road tests for the AGT 100 and AGT 10 1  
have been eliminated from the current program due to DOE 
budget cuts . 

Current and prior programs have demonstrated that it is 
possible to design with brittle materials and that ceramic 
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The ceramic Stirling engine has potentially man)' applications be­
sides the automobile . 

components can operate in the severe environment of a gas 
turbine , but these programs have not been able to demonstrate 
a degree of component reliability adequate for industry to 
commit to production . To achieve reliability and durability 
will require continued extensive effort in design , material 
property improvement , component fabrication , and quality 
control . . 

Looking at the overall significance of high technology 
ceramics ,  well perceived by the Japanese , the United States 
needs a more concerted effort in research and development 
of these new materials .  Such an effort particularly in the 
initial phases , must inevitably be government-sponsored . 

The Japanese lead 
Japan has the greatest national commitment to develop- . 

ment of structural ceramics of any industrial nation . The 
majority of recent growth in the ceramic market and currently 
half of global production is located in Japan . In fact, Japan · 
outnumbers the United States in the number of patents on 
ceramics by 10 to l .  I 

The Japanese already lead the world in the production of 
ceramic electronic components such as sensing devices now 
widely used in automobiles .  Such parts as glow plugs, which 
give engines a quick-start capability , buzzers , fuel-level 
switches , and the mechanical seal for the water pump are 
also presently made of ceramics .  What is now under devel-
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FIGURE 4 
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regenerator: 
Averag, inlet temperature = 

1 ,950°1=1 (1 ,065°C) 

The ceramic Advanced Gas Turbine is the Department of Energy' s  major program , It has applications in airc�aft and power generation as 

well as in automobiles , Of aI/ the models, the AGT undergoes the most intense thermal and mechanical stresses , 

opment is the application of ceramics as structural substitutes 
for metals ,  in situations where they will undergo major ther­
mal and mechanical stresses , 

The Japanese Ministry of International Trade and Indus­
try (MITI) , with the aid of universities and industries , has 
developed a grand strategy for moving Japan into the "new 
ceramic" age , 

There are two major programs ,  coordinated by MITl' s  
Agency of  Science and Technology , devoted to the devel­
opment of an all-ceramic heat engine , The firs't ,  now con­
cluded, was known as the Moonlight Project; the other, on-
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going, is the Industrial Base TeChnology Development Proj­
ect, Another Japanese ministry l the Ministry of Education, 
is alsq contributing by providing research funds for univer­
sities , In addition, Japan's  Agedcy of Industrial Science and 
Technology initiated a five-yeai' program to promote scien-
tific and technological researcb in materials, with special 
emphasis upon ceramics. I 

. 

The Moonlight Project was a large-scale , energy-conser­
vation technology development project which began in 1 978 
and concluded in 1984 . One of'its five sub-projects was the 
development of a ceramic adva.ced gas turbine, with a spe-
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cial look at sialon and fiber-reinforced ceramics ,  and manu­
facturing technologies for these . 

The Industrial Base Technology Development Project, 
which includes research in ceramic materials , began in 198 1 
and will continue for 10  years . The materials covered in the 
research and development of "fine ceramics" (as they are 
designated in Japan to differentiate them from ordinary pot­
teries) are silicon nitride , sialons, silicon carbides, boron 
nitride, several oxide ceramics ,  and zirconia. The requisites 
for the above materials are the capability to fabricate complex 
sintered parts of corrosion resistance, wear resistance, high 
strength, high dimensional accuracy, and material reliability . 
Japanese demonstrations: 

Hitachi has already built a complete passenger car pow­
ered by a silicon carbide-insulated diesel and has run it through 
50 hours of road tests . This material consists of SiC powder 
with special aluminum sintering additives and maintains its 
high strength under 1 ,600°C, 1 00 kg/mm2 , which is twice as 
high as the conventional SiC . 

• Kyocera has manufactured and marketed silicon ni­
tride glow plugs for light-weight diesel engines in Japan. 
They have greatly reduced the "waiting time" for diesel en­
gine start-up because of the materials capability for rapid 
temperature increase . 

• Isuzu (Tokyo) is developing a turbocharged Adiabatic 
Engine with a reported 30% improvement in fuel economy . 
Production is set for 1 990 . 

• NGK Spark Plug has succeeded in the trial manufac­
ture of an all-ceramic "Dream Engine . "  All parts except the 
bearings and piston rings are made of ceramics . The crank­
shaft, which is most difficult to form, has been reduced to a 
monoblock ceramic construction. The crank case alone is 
made of alumina ceramics , and all other parts are made of 
silicon nitride . The engine has performed very well in its test 
running for 50 hours . 

• The most recent and significant development is Nis­
san 's  production of a silicon-nitride turbocharger which has 
been incorporated into its 300 ZX sports car, considerably 
improving turbo performance . The advantage of the ceramic 
turbocharger rotors is the low density of the material used­
sintered silicon nitride . The low energy de�reases the turbo­
charger response time by lowering the inertia, through in­
creasing the intake of air. In future cars, engines should 
simply be made stronger and more thermally efficient without 
the need for turbochargers . 

Judging by the current level of U . S .  investment, the Jap­
anese will gain in their lead in advanced engineering ce­
ramics .  The U .S .  Department of Commerce cited the follow­
ing as probable reasons: domination of the electronic com­
ponents business and the supply of advanced ceramic pow­
ders, a larger and more organized effort , initial performance­
cost characteristics of demonstration products , a long-term 
commitment to market development, and an outstanding re­
cord in developing and implementing superior commercial 
manufacturing processes and process technologies .  There are 
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about 2,000 engineers and 4,000 ; technicians actively en­
gaged in advanced ceramics technology in Japan . Based on 
these figures,  their annual expenditure is between $300 and 
$400 million . Using similar reasoning , the Department of 
Commerce estimates annual U .S :  advanced ceramics re­
search and development at about $ 100 million . 

The U . S .  governm�nt must make long-term commit­
ments to funding , which will , along with better protection of 

. patents and proprietary rights , ensure the continued partici­
pation of industry . The Department of Commerce has called 
for a five-to-ten-year budgetary commitment by government, 
which would allow American industry, like the Japanese , to 
engage in long-range planning . 

Ceramics can revive 
the failing auto industry 
Despite reductions in auto production , which are due 
to a shrinking economy , the programs for high-tech­
nology structural ceramics in heat engines are contin­
uing in the United States . A breakthrough in ceramic 
heat engines will bring an economic revival to the in­
dustry . 

According to Ward's Automotive Reports of April 
this year, General Motors Corp. , saddled with a mil­
lion-car oversupply in recent weeks , has cut its third­
quarter vehicle production plans by more than 8%.  
Nummi Corp . , the joint venture between GM and Toy­
ota Motor Corp . in Fremont, California, trimmed its 
third-quarter projections by almost 60% from a year 
ago . American Motors Corp . plans to slash output by 
almost 36. 5%,  and Volkswagen of America is planning 
a 21 % reduction . 

This economic situation is not holding back the 
research projects that have already begun in the United 
States for structural ceramics and their application to 
heat engi,nes . 

The Advanced Gas Turbine (AGT) project will be 
completed this year. This is the government' s  main 
demonstration ceramic heat engine . It will be followed 
up next year with the Advanced Turbine Technology 
applications project , which will further test the dura­
bility of ceramics .  The AGT, because of its high ther­
mal and mechanical stresses, is considered by the De­
partment of Energy to be a test bed of structural ceramic 
technologies . It is hoped, of course, that the success of 
the AGT in automobiles will make it applicable also to 
aircraft which presently use turbines made of strategic 
metals .  The second demonstration model is the Adi­
abatic Diesel Engine , which will continue to be funded . 
next year. The third is the Stirling engine , the MOD II , 
which will be completed in FY87 .  
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The bank regulators' 
conspiracy against 
regional finance 
by David Goldman and Kathy Wolfe 

"The financial area is probably next to nuclear war; the kind of area that can get 
out of control , and once out of control cannot be contained and will probably do 
more to upset the civilized world than about anything you can think of," said 
William Seidman , the chairman of the Federal Detk>sit Insurance �orporation, 
March 1 3 .  

Seidman and his counterpart at Treasury , Controller of the Currency Robert 
L. Clarke , are in a race against time . Mexico 's  impending bankruptcy ,  the renewed 
collapse of oil prices , and related debt problems , put a new global banking crisis 
on the agenda for this year or early 1987. The m�or banks intend to cushion 
themselves against a crash by absorbing huge amounts of banking assets from 
troubled , or not-so-troubled , commercial and savings banks in the regions .  The 
regulators are determined to break the regions' opposition to such takeovers , under 
the cover of the oil and agriculture shocks , before the major institutions themselves 
go'under. 

As we will report below, they are also prepared td abuse the powers of govern­
ment, threatening regional bankers with fraud p�cution should they fail to 
cooperate in their own absorption by the money-center banks . 

A poignant reminder of what the regulators can do was provided in the recent 
sentencing of Tennessee banker.Jake Butcher, who pleaded gUilty to fraud charges 
in a series of 1983 bank failures.  Bankers and industrialists caught up in the Jake 
Butcher bankruptcy have given EIR evidence that White House Chief of Staff 
Donald Regan and Federal Reserve chairman Paul Volcker are using the Federal 
Deposit Insurance Corp . (FDIC) to run political witchhunts against competitors 
and enemies . Watergate involved only a few dirty "tricks; "Bankgate" may finish 
by bankrupting thousands of small banks nationwidel 

"The big question every banker wants answered, ,. the London Financial Times 
concluded in its annual banking survey published May 29, "is whether Mr. Bill 
Seidman and his colleagues are prepared to allow a reasonably sized bank in mid­
America to fail? It is the sort of tough medicine that ptany bankers feel should be 
given to the patient-along with liberalization of the banking rules . In particular, 

\ 
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If you thought the FDIC sticker on your bank ' s  door means that your deposits are safe , Fed chairman Paul Voleker (inset left) and 
White House Chief of Staff Don Regan (right) are among those conspiring to bankrupt regional institutions and turn them over to the 
New York megabanks . 

they argue it would send a signal to the large uninsured 
depositors who have provided much of the funding for the 
growth of the more aggressive banks in the region . However, 
it is also the type of treatment which could have some unex­
pected side-effects in a U . S .  financial system which is marked 
by increasing volatil ity . Given this caveat it seems unlikely 
that the regulators would be prepared to take such a gamble 
until they are satisfied that they have adequate contingency 
plans in place . "  

I n  fact ,  such a signal went out i n  the first week o f  May , 
when Houston ' s  bil lion-dollar Mainland Savings failed , 
leaving depositors with accounts exceeding the federally 
guaranteed $ 1 00,000 level in the lurch-the fi�st time that 
either the FDIC or its sister agency,  the Federal Savings and 
Loan Insurance Corporation (FSLIC) , have permitted big 
depositors to suffer losses .  

A second signal went out two weeks later, when news 
media incorrectly reported that the B ank of Commerce in 
Tulsa,  Oklahoma, had suffered the biggest (and best-publi­
cized) run since the 1 930s . The same Financiai Times survey 
revealed , "There was a traffic j�m in the center of Tulsa,  
Oklahoma, as nervous depositors rushed to withdraw their 
federally-insured deposits from the fail ing Bank of Com­
merce . "  But the signal was less from depositors , than from 
the regulators themselves:  There was no traffic jam ,  and not 
so much a run as a small crowd of curious onlookers , who 
assembled in front of the bank after morning-news radio 
reports warned of a depositors ' stampede against the failing 
institution . The onlookers did not have much time to watc h ,  
since the federal regulators closed the bank a half-hour after 
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its normal 9 :00 a . m .  opening . 
The regulators were the apparent source for the news 

radio reports of an impending run ,  and the whole affair re­
sembles an exercise in mass-pr06ling of popular reactions .  
B i l l  Seidman and his colleagues already have the experienc� 
of the 1 985 freeze on savers ' deposit withdrawals from thri ft 
institutions in Ohio and Maryland , where real runs occurred . 
In Maryland , savers beat down the doors of S&Ls after Fed­
eral Reserve chairman Paul VoIcker himself warned that the 
Ohio experience was about to be repeated . 

The Regan-VoIcker combination has postponed the fi­
nancial reckoning for the I , 200 national banks on the Con­
troller' s  "problem list , "  just as the nation ' s  chief savings­
bank regulator , the Federal Home Loan Board Bank 
(FHLB B ) ,  has permitted almost 500 savings and loans to 
continue to operate in the red . But the administration ' s  eco­
nomic policy , including the soon-to-be-passed tax reform , 
creates conditions under which these and many more cannot 
outlast 1 986 .  The bank regulators and the policy-makers are 
the same people , and they have positioned themselves to 
control a banking crisis worse than that of the 1 930s . 

Matters come to a head 
The FDIC tied its full  faith and credit to the safety of 

large commercial banks in the spring of 1 98 3 ,  when it and 
the Fed offered virtu.ally unlimited resources to protect Con­
tinental I l l inois B ank of Chicago , the nation ' s  20th largest . 
Continental I l l inois had suffered a mass withdrawal of funds 
from largely overseas depositors , and was on the point of 
stopping payments , due to its inability to fund short-term 
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deposits . 
Matters have come to a head since then. For a variety of 

reasons , the collapse of large sections of the U . S .  banking 
system cannot be postponed much longer, perhaps not through 
the present calendar year: 

I )  The collapse of the oil price June 6 back to the $ 1 2  
range , following the misleading rise in prices during the 
preceding two weeks , has written the death warrant for the 
financial system in the oil belt ; 

. 

2) The collapse of real-estate values, including 40% price 
declines for single-family homes in cities like Houston and ' 
Oklahoma City , accompanying the 011 price collapse has 
barely begun'. Either the House or Senate tax reform bills , 
likely to be signed before the end of the summer, stand to 
wipe out 40% of the resale value of debt-financed commercial 
real estate , by eliminating the tax advantages of commercial 
and multi-family residential construction . There are perhaps 
$ 1 00 billion of bad real-estate loans on the books of com­
mercial and savings banks now; the combined effects of the 
tax bill and the oil price collapse will raise this to about $250 
billion . \ . 

3) The unraveling of the Mexican debt in the wake of the 
renewed collapse of oil prices threatens not only the major 
international banks , some of whom still have loaris to Mexico 
approaching their total shareholders ' capital , but most of all 
the same Texas banks who are hit worst by the oil-belt real­
estate catastrophe . 

The federal budget blowout 
EIR ' s  current Quarterly Economic Report ( l st quarter 

1986) warns that the combined expense to the banking regu­
lators in the event of a general bank crisis would approach 
$50 billion , an impossible sum for the U .  S .  Treasury , in light 
of the present squeeze on the budget . It appears that the bank 
regulators ' actions are guided by cost-saving above all :  If it 
is possible to prop up major institutions by feeding them the 
deposit bases of weaker institutions ,  and thereby increase 
their profitability , they will do so , dither than risk having to 
pay ca"sh to sustain the smaller institutions .  It is not that such 
it strategy is likely to succeed; it is that the regulators , swim­
ming in the goldfish-bowl confines of the Gramm-Rudman­
Hollings budget legislation , do not have any other idea . 

In this light , Controller of the Currency Robert C .  Clarke 
told the Boston Economic Club on May 1 4  that the solution 
to collapsing bank profitability was to permit the largest banks 
to expand in all possible directions , through so-called diver­
sification . 

The national banking system, Clarke said , is "trapped in 
an industry that is becoming less and less profitable with each 
passing year-both in an absolute sense and relative to the 
risks banks assume. As a result, the system is losing strength."  

Banking profitability is at the lowest level in  20 years . 
The average return on assets for America 's  4 ,200 national 
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banks with .assets of less than $:100 million , representing 85 % 
of the total regulated by Clarke l s office , declined in 1 985 for 
the sixth consecutive year. Th� average return on assets for 
these banks fell from 1 . 1 3 in �1!g80 to 0 .53  in 1985 . . During 
the same period , the average r urn on assets for all national 
banks fell by more than half, fr: m 1 .08% to 0 .45%.  

Clarke also dismissed the JPparent rise in bank profits 
reported for the first quarter o�l � 986, as the result, of "side­
shows to traditional banking . " .  He said that the increase in 
profits was largely due to capit�l gains on government bonds 
portfolios , bond-trading profitsr foreig�-exchang� dealings, 
sales of assets , service fees, an<J so forth . 

These types of income are �enerated by .the creation of 
what the regulatorS call off-balapce-sheet liabilities . In other 
words , a bank may earn a fe, for setting up a so-called 
foreign-exchange "swap" agreeJ!l1ent, but'it remains liable for 
the performance of the parties involved during the entire life 
of the agreement. Or, it may earn a so-called service fee for 
guaranteeing a loan , but must pay on the loan if the borrower 
cannot . 

In that sense , Clarke did notlgo far enough in making his 
own case: The banks showed short-run profits , both in market 
speculation and in the creation of liabilities , which could tum 
into much greater losses in the future . The 15  largest Amer­
ican banks have more than $ L 25 trillion in "off-balance­
sheet liabilities ,"  in addition t4l the $850 billion or so in 
balance-sheet liabilities ;  That is . their total liabilities are two­
and-a-half times larger than th�r listed assets , and perhaps 
three times their earning assets ! : 

"As a bank supervisor," CI�ke said, "I see an omen­
tremors in the banking system. The tremors tell me that things 
are not as steady as they used to be . At this point, they don 't 
indicate an eruption . They do, hpwever, indicate an erosion . 
And that erosion is of concern to me . "  

S o ,  the answer to a weakeding population o f  banks , in 
Clarke ' s  view , is to feed the weak ones to the strong ones . 
That corresponds precisely to Italian Finance Minister Nino 
Andreatta' s  warning to a bankiqg seminar in Venice in micJ­
May, that only 25 or 30 banking institutions will exist by the 
end of the century . Andreatta �s a participant in the Trila­
teral Commission ' s  annual \me�ting May 1 7- 1 9 ,  where the 
reorganization of the banking sy�tem was a prominent agenda 
item. 

FDIC chief Bill  Seidman; a Michigan accountant whose 
chief qualification for his 1 970s White House post was a long­
standing friendship with Gerry Ford , replaced William Isaac 
as chairman of the bank insuranc� agency last October. Isaac , 
the apostle of bank deregulation , had been viewed by regional 
bankers the way chickens look l at a fox .  The irony is that 
Seidman, a souvenir of the comparatively halcyon days of 
the Ford administration , came across as a more sympathetic 
figure. Nonetheless , the amiable Bill Seidman may become 
an Attila to the regional banks. 
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The stretchout trap 
Supposedly , bank regulators at the U . S .  Treasury and 

Federal Reserve eased accounting standards early into the 
1986 oil price collapse , in order to pennit regional banks to 
"carry" energy and agricultural borrowers who might other­
wise fail .  In fact, the regulators eased the rules while prepar­
ing a reaction against such easing , pennitting regional banks 
to dig themselves deeper into a financial hole , in preparation 
for a crackdown later this year. 

"The Comptroller of the Currency and the FDIC are com­
ing in and simply shutting down many banks ," a Minnesota 
farm banker said May 30. "It seems that they don't want 
anyone to have our assets-they don't  want there to be any 
assets . If you quote me, they' ll finish me off. 

"The way it ' s  done is that the Republicans in Washington, 
like Senator Boschwitz and Senator Durenberger, both Re-

The FBI hands Oklahoma 
banks to organized crime 

The drop in the price of oil and fann commodities has 
flattened the economy of Oklahoma, where the top three 
banks are in deep financial trouble , and five banks have 
already gone under in 1 986. Fann foreclosures occur at 
record rates , and the state government faces a record budg­
et deficit . In this cont�xt , with the aid of U . S .  bank regu­
lators and the U . S .  Justice Department and FBI ,  the state 
is falling prey to organized crime, and those who launder 
its drug proceeds ,  the big money-center banks . 

The first step in the organized-crime takeover was 
legalization of race tracks with pari-mutuel betting, a move 
sold to legislators as a way to enhance state revenue. The 
state ' s  political leaders offered to license Oklahoma' s  first 
race track to the notorious Edward J. DeBartolo group, 
known to be connected to organized crime . DeBartolo 
agreed to build the first race track if he were granted a 
monopoly and if all his financial reports were kept secret, 
in violation of state law . State officials agreed . 

The project ran into opposition in the legislature, most 
notably from Rep . Kevin Cox , one of two blacks in the 
State House . The track was to be built in Cox ' s  district . 

The next step for Dope , Inc . was to establish interstate 
banking . In April , the Oklahoma Bankers Association 
proposed emergency legislation to allow out-of-state banks 
to take over Oklahoma banks . There was resistance, but 
assaulted by media scare stories of imminent bank fail­
ures , pressure tactics from the OBA, and FBI intimida-
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publicans from Minnesota, tell us fann bankers that they want 
us to show forbearance to the fanners , not to collect or close 
the loans . So we stretch the loans out . Then, wham, the 
Comptroller or' FDIC examiners cotne in and classify the 
loans substandard and kill us , make us write them off. 

"My bank in particular has been turned from a viable 
bank into a wreck by this. In late 1984, we were negotiating 
with a St. Paul bank to buy us up, so we could get more 
capital and clean out these loans . The Fed approved it in 
December 1985 , but then the Regan Treasury' s  Comptroller 
refused, and in March 1986 they finally told us no . Well, 
during that time they had bled our loans down to the point 
where no one would buy us out now, and we can't  get new 
capital . 

"The only thing I can conclude is that they wanted the 
bank just shut down. They didn't  want any bank, small or 

tion, the resistance to interstate banking collapsed. In April , 
the bill was passed under an emergency suspension of the 
rules, allowing virtually no debate . 

Opponents of all this have been subject to a Justice 
Department witchhunt. Since 1 982,  the FBI ,  through the 
office of U.S .  Attorney William Price , has used wiretaps 
and infonnants to engineer the indictment and conviction 
of almost every couilty commissioner in the state . Price 
had an FBI infonnant wired for sound, pose as a construc­
tion contractor, and induce a targeted county commission­
er to take a kickback. After getting one conviction , Price 
intimidated the others into pleading guilty . Said one attor­
ney familiar with the case, "There were guys pleading 
guilty out of pure fear, who hadn't  done anything illegal . " 

In early May 1986, Price)ndicted Sen . Bernard Mc­
Intyre, the chainnan of the Banking Committee, on charges 
of distribution of cocaine. Mcintyre, a colleague of Cox 
and one of only two blacks in the State Senate, had killed 
legislation favorable to out-of-state bankers , and opposed 
the interstate banking bill . 

Price 's case against Mcintyre stems from tape record­
ings made by' an FBI infonnant linked to drug-dealers . On 
the tapes, one hears an fBI agent telling the infonnant 
"Get him to ask you for some cocaine ," and the infonnant 
asking the FBI,  "How do I get him to take the cocaine?" 

After being indicted, McIntyre made a speech on the 
floor of the Senate saying that before he was indicted , 
Price offered to go easy on him if he, would agree to being 
wired for sound, and help Price make a case against other 
state legislators . One of Price' s  primary targets , Mcintyre 
said, was State Rep. Kevin Cox , the opponent of the 
DeBartolo race track! 
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medium, loaning any money up here to the farmers . "  
In interviews throughout the oil �lt and the farm belt. 

bankers described "incomprehensible" practices 01) the part 
of the FDIC and OCC . in some cases , like the one described 
above , the federal regulators delayed approval for mergers 
until the bank's  capital was exhausted , and then moved in 
like gangbusters . In other cases , the FDIC insisted on "clas­
sifying" (assigning negative ratings to) loans in cases where 
borrowers were still current on payments . Perhaps $40 billion 
of U . S. banks ' lending is collateralized by oil deposits in the . 
ground, at a collateral vl\lue established when the oil. price 
exceeded $30 per barrel .  The collateral value has since col­
lapsed , and bank examiners have insisted that banks make 
preparations to write down loans whose collateral has evap­
orated, even if the borrower is still current in payments . 

'What hidden agenda? '  
Congress i s  still balking at legislation prepared by  the 

Controller of the Currency 's  office in April , which would 
permit shotgun takeovers of failing regional institutions by 
out-of-state money-center banks. Fed chairman Volcker, OCC 
·Director Clarke , and White House Chief 'of Staff Donald 
Regan are less concerned about congressional opposition 
than appearances suggest: They have set Congress up to take 
the fall for a generalized banking panic , should Congress 
refuse to sacrifice regional constituencies in advance . As 
matters stand, Congress would have no choice under condi­
tions of panic , except to grant the regulators' the emergency 
powers they have demanded. 

. 

This was the background to congressional debate over 
legislation (H .R .  4701 and S .  2372) introduced jointly by the 
OCC, the FDIC , and the Federal Reserve , to permit out-of­
state takeovers of banks exceeding $250 million in deposits , 
where the regulators deem such takeovers necessary. The 
Treasury had to defend itself against charges of a "hidden 
agenda" from the outset; on April 28 , Undersecretary for 
Finance George Gould told the spring meeting of the Inde­
pendent Bankers Association of America,  "We are not trying 
to use this as some hidden agenda for interstate banking . "  

The regions think different , whether or not they support 
the bill . Oklahoma, hit by 28 bank failures since the July 
1982 collapse of the Penn Square Bank, including 5 so far 
this year , pre-emptively passed legislation in April permit­
ting out-of-state takeovers , and on June 2 Louisiana' s  lower 
house passed phase-in legislation for interstate banking .  

Texans are less convinced. On May 8 ,  Texas Bank CQIll­
missioner JlI:mes Sexton told the House Banking, Finance , 
and Urban Affairs Committee that he is more worried about 
the regulators than he is about the banks , and cautioned the 
committee to think twice before approving the emergency 
banking bill . Sexton said the new rules would "h,lbricate" 
deals that would allow big , multi-state banks to expand their 
empires . Sexton would prefer the FDIC to take over problem 
banks and operate them temporarily, while shopping for local 
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ownership. "I'm advocating rul in-state solution being sought 
first ," he said . Asked if the cpmmittee should delay acting 
until the need became clearer.i he replied: "Well , that would 
be exciting . "  

The Spanish InquisitiOQ 
Texan recalcitrance may : have persuaded FDIC chief 

Seidman to wait for a May 26 address to the Southwestern 
Graduate School of Banking �t Dallas '  Southern Methodist 

.
! 

Most banking bus�ness in most 
towns in the Unitep. States brings 

. together a relatively small circle qf 
long-term acquain�ances, including 
real-estate men an.d their bankers. 
Under the type qf fraud-statute 
FDIC chiiif Seidman threatens to 
employ, any banker who loses 
money on a loan tb a developer 
with whom he ha1¥ personal 

financial ties, could go to jail for 
frauc!-. 

j "  
'University , before showing tile bankers the instrument� of 
torture . 

Seidman noted that , according to a recent FDIC survey 
of 75 bank failures between 1980 and 1 983 , "Criminal mis­
conduct by insiders was a major contributing factor in 45% 
of the failures . "  Therefore, regulators "must take the view ' 
that finding fraud is a primary objective of bank examina­
tions-nOt an incidental activity . "  Seidman also cited the 
Justice Department ' s  current ptoposals to make money laun­
dering a crime, adding that prosecutors would have to build 
their case against banks mer�ly on the strength of banks ' 
failure to file reports of large cash transactions. 

The Justice' Department ' s  :money-laundering bill , how­
ever, makes no distinction betw�n money-laundering relat­
ed to a serious crime, e .g . , nal"fotics traffic , and legally hazy 
transfers of fund�unrelated to serious crime. That, however, 
appears to be what the FDIC and ace want: They worked 
with the Justice Department to draft the legislation. The ill­
defined legislation offered by Justice provides regulators with 
the means to break down political opposition to their plans, 
using the threat of jail sentences . 

-

Most banking business in most towns in the United States 
brings together a relatively small circle of long-term ac­
quaintances , including real-estate men and their bankers. 
whose personal financial interests often overlap. Under the 

EIR June 27 , 1986 



type of fraud-statute Seidman threatens to employ , any bank­
er who loses money on a loan to a developer with whom he 
has any personal financial tie , could go to jail for fraud . 

Seidman, in his address to Southern Methodist University 
- business graduates , referred to the 1 983 failure of the group 
of Tennessee banks owned Jake Butcher, a prominent Dem­
ocratic party funder. If the FDIC 's  anti-fraud campaign re­
sembles the handling of the Butcher affair, then regional 
bankers will have a right to suspect that the Spanish Inquisi­
tion is back in business . 

"I do business all over Latin America and nothing is 
worse than the corruption right here in this administration',"  
a Tennessee manufacturer who formerly did business with 
Butcher' s  banks complained May 30. 

The "Bank-gate" scandal , first exposed in  EIR ' s  1983 
Special Report, The Coming Reorganization of u.s. Bank­
ing, has now grown into a multi-billion dollar version of 
Watergate. Manufacturers and farmers complain that the FDIC 
deliberately bankrupted Penn Square Bank in Oklahoma, 
Midland Bank in Texas , the Butcher banks of Tennessee , 
and thousands of sinaller farm-belt banks in Minnesota and 
other states. 

The FDIC spent some $1 billion in taxpayers ' money in 
each closing , they charge , much of which was kicked back 
to RNC cronies in Republicim-run "survivor" banks . 

Sources assume Jake Butcher and others were bankrupted 
because they were Democrats , but 'as EIR' s 1983 report noted , 
the motive is that Dope , Inc. ' s  largest institutions , like Re­
gan 's  Merrill , Lynch and David Rockefeller' s Chase Man­
hattan , are themselves bankrupt. Regardless of the victim' s 
party preference , the big banks need to eat up billions in 
smaller banks' deposits , to survive . 

The plan, we wrote , was to "shut down, permanently , 
thousands of smaller banks . . . to limit the amount of credit 
to be issued to the U . S .  e�onomy and the number of banks .7 ' 

- Bankgate began in 1982 when then Treasury Secretary 
Regan wrote his Financial Institutions Deregulation Act , to 
create megabanks modeled on the 1920s Morgan syndicate , 
whose cartel abuses helped cause the Crash of 1929. "W or­
ries are overblown ,  that the Crash of 1 929 could come back ," 
Regan told the Senate in July 1983 . He set out to implement 
a plan written by Jimmy Carter' s  Controllt:r of the Currency , 
C. Todd Conover, for a system which has "an acceptable 
number of bank failures , but avoids the collapse of a larger 
member . . . .  " 

Irate Tennessee industrialists say that the Regan FDIC' s  
"dry out" o f  Jake Butcher' s  United American Bank (UAB) 
of Knoxville was "pure politics . "The FDIC shut the bank in 
February 1983 without even a minor depositors ' run . "There 
is no doubt the regulators intended to stick it to the Blitchers ," 
locals said then . 

The Butcher case "is the model for what is going to 
happen to small banks all over the United States ,"  Barry 
Putman at the Washington Federal Reserve Regulation De-
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j 
partrnent told EIR in February 198J . "It ' s  time for a shak­
eout . "  . 

The Treasury moved in when , ,n November 1982 , Jake 
Butcher challenged for control over the state and won, back­
ing Democratic candidates against not only Republican Gov . 
Lamar Alexander, but even against the daughter of Republi­
can Senate leader Howard Baker. ''B;;tker; a top member of 
the Trilateral Commission , said 'That 's  it for Butcher ! ' " one 
source stated. "He put the word out to the RNC , starting with 
RNC Chairman Bill Brock, another Trilateral from Tennes-
see , and to Governor Alexander . , 

• . I "Regan and Volcker came 1 0 ,  :and had the FDIC shut 
UAB ," he continued . "Why didn�t they shut Continental 
Illinois , Seafirst, or Chase? They were much more bankrupt ! 

"The FDIC could have spent a mere $50 million by ac­
cepting B .  Ray Thompson' s  offer tb re-capitalize the bank, 
but instead spent $ 1  billion . 

"After the FDIC closed UAB , tftey brought in a Repub­
lican bank, First Tennessee from 390 miles west in Memphis , 
turned over all UAB ' s assets to them, and gave them a payoff. 
Instead of encouraging First Tenn to help UAB 's  borrower 
companies , like mine , the FDIC paiid them to bankrupt some 
$458 million in perfectly good l<itils to all the corporate 
borrowers of UAB . The FDIC paiU First Tenn 40¢ on the 
dollar-over $183 million in taxpayers ' money . 

"The FDIC made First Tenn irlto bounty hunters-just 
because they were a Republican baik . First Tenn could only 
earn l i- 1 5% interest on the 10ans----';lVersus the 40% they were 
paid off for bankruptillg not onl y the bank, but all the borrow-. 
ers ! First Tenn deliberately lied .to � all the companies for 18 
months ,  telling us that our loans i were just fine and they 
wanted our business . Meanwhile , they cut all our credit lines , 
and construction projects like mine simply failed . Then , they 
,put me in involuntary bankruptcy ,  lmd took 'my dead skin to 
the FDIC for the payoff. 

. 

"They actually shut down the �tire economy of eastern 
Tennessee doing this .  You figure manufacturers with $458 
million in loans were put in involUlhary bankruptcy , each of 
whom owed their vendors three to five times that, and you 've 
put all of Knoxville into a lO-year diepression . We have more 
than 10  bankruptcies a day here . 

"Mike Edwards , the liquidatot for the FDIC , told me 
personally in front of my lawyer, t l 'm going to break you . 
r m going to ruin you in this comml1mity and no 'One will ever 
do business with you again , '  he saiU . 

"The FDIC and the FBI down h�re have made it perfectly 
clear to the Democrats involved that if we say a word to 
anyone , they'll  put us away ," he s�id . "If you use my name , 
·ill 90 days, I ' ll be indicted for something . "  

" I  heard a man from Washingt�n tell the FDIC guys that 
they had created a 'billion-tax doUar bubble ' from nothing . 
He added it up: $458 million in lost loans , plus $183 million 
payout to First Tenn , plus $70 million in lost interest, plus 
eight years paying the FDIC and FlU on the case . "  
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u. s. caught backing iMob 
'democrats' in Panama 
by Gretchen Small 

Calling upon the name of the U. S .  State Department' s  "Proj­
ect Democracy," Reagan administration officials have put 
out the word that Gen . Manuel Antonio Noriega, commander 
of Panama's  Defense Forces , is now considered a strategic 
obstacle to U . S .  plans in Central America, who must be 
forced from power. "Panama is the asterisk in the whole 
democracy plan of the [Reagan] administration for Central 
America. We would like to say that all the countries in the 
Central American isthmus are democr-atic , except Nicaragua,  
and we can 't say that now because of Noriega in Panama," 
an administration official told the Miami Herald, the paper 
reported June 14 .  

A June 1 2  article in  the New York Times, penned by 
veteran intelligence hand Seymour Hersh, set the removal 
operation into motion . The Times piece charged that U . S .  
officials-none of them willing to be named-consider Gen­
eral Noriega to be involved in narcotics ,  money-laundering , 
arming Colombia' s M- 1 9  terrorists ,  and passing information 
to the Castro government in Cuba. 

The National Broadcasting Cbrporation featured a similar 
slanderous story against Noriega. U . S .  congressmen imme­
diately called new hearings on the crisis in Panama. On June 
1 3 ,  Hersh indicated some in the United States have decided 
Noriega must go-by any means necessary . Hersh reported 
that the Nixon administration had considered ordering "the 
complete immobilization" -assassination-of Noriega, 
when he headed Panama's  intelligence service . 

No facts were given in the article to back up the charges . 
One U . S .  intelligence officiat complained to Her�h that No­
riega is "brilliant in masking much of his direct involvement" 
in the alleged illegal activities ! The Panamanian government 
released a letter sent by U .  S .  Drug Enforcement Administra­
tion head John C .  Lawn, to General Noriega on May 8 ,  barely 
a month before , in which he praised Noriega for "the vigorous 
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anti�drug trafficking policy tllat you have adopted. "  (See 
Documentation) . 

A syndicated column by a regular intelligence conduit, 
Georgie Anne Geyer, appeariM June 19 in the Washington 
Times points to the real issue �underlying the "get Noriega" 
campaign . Entitled "Five Miputes to Midnight," Geyer' s  
article demands that the U . S .  Efstablishment act now to "stave 
off tragedy" in Panama, asserting that the stakes in the current 
Panama crisis "are even high�r than they were in Cuba" in 
the 1 950s . What Geyer targetsi as the looming tragedy,  is the 
entry of U . S .  presidential. can�idate Lyndon LaRouche into 
the battle over Caribbean poliH-specifically , LaRouche's  
defense of Panama and General Noriega. . 

LaRouche has led a battle in the past two years for the 
nations of the Western Hemisphere to formally declare war 
on the narcotics empire , and prosecute that war with an alli­
ance of the governments and militaries of the region modeled 
on the alliance that defeated fascism in World War II . Under 
the LaRouche doctrine, the institutions of the military on the 
continent must be strengthened, so as to defend national 
sovereignty . 

The "danger" foreseen by Geyer, is the possibility of 
support for LaRouche ' s  policies developing in Ibero-Amer­
ica .  Geyer, a member of the Aspen Institute ' s  Western Hemi­
sphere Governance Project two years ago , serves as a mouth­
piece for the Liberal Eastern Establishment . Today, the Es­
tablishment' s  stated policy is that Ibero-America 's  military 
institutions must be weakened. not strengthened. The policy 
was spelled out this spring as a priority for the Establishment 
by the Inter-American Dialogue , a group of Trilateral Com­
mission members and bankers headed by Xerox founder Sol 
Linowitz . 

Two interrelated, policies are contained in the Dialogue' s  
1 986 Report: one , that the Dialogue group will establish a 
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special task force dedicated to the "problem" of the Ibero­
American military as a threat to democracy,  and two, a pro­
posal that fighting a war on drugs be replaced , by the "selec­
tive legalization" of narcotics .  

Democratic institutions throughout the hemisphere are 
und(:r attack-by narco-terrorist armies deployed by the drug­
mob. In some countries , the terrorist armies of the mob are 
larger, and better equipped, than ;the militaries upon whose 
shoulders rest the defense of national institutions .  As we 
report elsewhere in this issue , Colombia's  M - 1 9  has now 
threatened to k�ll every member of the Colombian cabinet, 
while Shining Path terrorists in Peru seized the country' s  
, largest prisons, in  a wave of  terror which includes attacks on 
, churches . 

To disarm the continent now, in the name of "democra­
cy," is to hand the region to the drug mafia. Yet there is no .. 
question that that T'disarmament" policy in the f�ce of the 
narcotics mafia is the broader issue standing behind the attack 
on General Noriega. The policy was repeated again , by As­
sistant Secretary of State Elliot Abrams; most recently . 

Speaking to a graduating class of officers at the Inter­
American Defense College on June 1 3 ,  Abrams called the 
region' s  military instjtutions a threat to democracy . "Democ­
racy is on the rise in our hemisphere . . . . Gone are the days ," 
Abrams said, when military leaders can "arrogate to them­
selves the right to decide for their nations ," and he warned 
that "enlargement of military forces to protect democratic 
institutions can ttrreaten those very institutions ,  when the 
military dwarfs civilian institutions and assumes some of 
their functions . "  Abrams then lectured the Ibero-American 
military men on how narcotics was "your" problem and a 
threat to "your" institutions ! 

Destabilizing Panama 
In Panama, there was no doubt the Times article forms 

part of a broader attack on the institutions of the region . The 
charges were meant to weaken the government of Panama, 
Panama' s  President Eric Delvalle charged. Panam�' s  ambas­
sador to the Organization of American States,  Roberto Ley­
ton,  called the accusations part of a "conspiracy" against the 
Contadora nations: "It is significant that the attacks on Norie­
ga follow the criticisms against Mexico ," he stated on June 
12.  

"I personally think that they , the New York Times. have 
lied," President Eric Delvalle stated . "What 's  the importance 
of a publication in the New York Times-however big the 
name of the New York Times might be-if they don't dare to ' 
say who said it?" On June 1 2 ,  Delvalle held a four-hour 
meeting with his cabinet, the leadership of the Defense Forces ,  
legislators and leaders of the parties backing the government. 
"We will never permit nor tolerate , that the name of General 
Noriega, or that of the Armed Forces , of Panama, or of this 
government, be slillied," the President said afterwards . 

The government will demand a "clarification" from the 
U . S .  government, Delvalle said , because Panama, its De-
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fense Forces , and General Noriega +re being "denigrated" in 
the United States by a campaign wtt>se "basic purpose" is to 
"discredit and divide the Armed Forces . "  

Foreign Minister Jose Abadfa Summoned · in U . S .  Am­
bassador Arthur Davis .  "Once and for all ," Abadfa said , "the 
U . S .  should make known its official position with respect to 
these declarations ,"  which he called "unjust. unfounded, and 
totally alien to the reality of our coUntry . " 

Noriega identified civic-militarY cooperation in Panama 
as the target . "The action isn 't against me , it ' s against Pana­
ma," Noriega stated . "We have a great alliance between men 
in uniform and civilian power; which we are going to main­
tain. They want to see President Delvalle weakened , left 
without force , but he has the power of the Defense Forces 
behind him, and this bums them. "  He added, that he thought 
some people in the United States did not plan to return control 
of the Panama Canal to Panama, as agreed in the treaties .  

Panama' s  leading political party , the Revolutionary 
Democratic Party , placed a resolution before the Legislative 
Assembly which warned that "the campaign against Gen . 
Manuel Antonio Noriega is highly pernicious and dangerous 
for the good relations that should prevail between the United 
States and Panama. "  The PRD called the accusations "false , 
and slanderous . "  

Opponents of  the regime who place patriotism over pol­
iticking , also protested . Dulcido Gbnzalez, president of the 
National Private Business Council , is known as an "acerbic 
critic" of the' government , UPI , reported, but he , too , fired 
off a letter of complaint to the executive director of the New 
York Times. saying that the paper made charges "without 
presenting the relevant proofs which confirm the supposed 
facts . . . .  As businessmen and Pa .. amanian citizens ," Gon­
zalez wrote , "we feel we have the right to request , from you , 
that you impose truth in your news stories , since the absence 
of this is destabilizing our nation . " : 

Who's supporting narco-terrorism? 
To portray the ouster-or assassination-of General No­

riega as the key to ending the "Panamanian connection" to 
international crime , as one unnamed White House official 
asserted to the New York Times. goes beyond cyncism-and 
into treason . Perhaps no single other action can more quickly 
secure Central America for the nareotics mafia, or aid Soviet 
plans to pin the United States down in Central American 
carnage . Noriega has become an activist in three areas critical 
to securing the Caribbean: 

. 

• Rebuilding cooperation between the Colombian and 
Panamanian military in the war on narco-terrorism. Relations 
between the two militaries had been damaged by the activities 
of Noriega ' s predecessor as head of the Defense Forces ,  Gen . 
Ruben Dario Paredes . Paredes ,  wllose career was promoted 
by Henry Kissinger, was recently tevealed to be linked with 
the Ochoa drug family in Colombia, and reportedly protected 
operations of Colombia's  narco-terrorist M - 1 9  in Panama . 

• Central American stabiliza(ion . Noriega has been a 
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leading strategist of the doctrine that national security de­
pends on economic development ,  and that therefore the econ­
omy is of military concern . Noriega built a network within 
Central America ' s  mil itary around that conception , and re­
cently began organizing to establish a military support group 
for Contadora' s  peace efforts . 

• Defense of the Panama Canal . Noriega heads military 
preparations to take over defense of the Panama Canal in 1 4  
years , when , o n  Dec . 3 1 ,  1 999 , sovereignty over the Canal 
Zone reverts to Panama. 

Mob democracy 
The narcotics mafia immediately jumped to take advan­

tage of the U . S .  greenlight for attacks on the military . On 
June 1 4 ,  Panama's  Christian Democratic party issued a call 
for a military uprising . It is "urgent that responsible officers '" 
and troops recognize as soon as possible the need for a ne� 
military command , "  read the statement by party Secretary 
Gener�l Ricardo Arias Calderon.  "It is urgent that responsi-
ble political , labor, and civic forces find the way , as soon as 
possible , to establish a new civil ian government, with legit­
imate authority and the popular support of the majority . "  
Arias Calderon told the New York Times that "remilitariza­
tion" is the major threat facing Panama. 

On June 1 5 ,  Arnulfo Arias , head of the Democratic Op­
position Alliance , issued his statement , asserting that Pana­
manians have the "duty to rid themselves of the military 
leadership which is the source of corruption and decadence 
in the country . "  

Who are these "democrats" picking u p  the State Dep�rt­
ment flag? EIR has just released a 96-page Special Report 
documenting how the opposition leaders are terrorists , drug­
runners , and anti-Americans . Arias , now in his 80s , is a self­
avowed gnostic cultist , whose background as an agent for the 
Third Reich during World War II fills cabinets still today at 
the U . S .  National Archives . In 1 94 1 ,  the U . S .  supported the 
overthrow of Arias as president of Panama, as a threat to 
freedom in the Americas and to the security of the Panama 
Canal . 

The Christian Democrats have been partners with Arnul­
fo Arias in his efforts to overthrow the government for more 
than a year . In May , one leader of the Christian Democrats 
told the Washington Times that his party is actively "prepar­
ing the soi l" to tum Panama into an "El Salvador or Nicara­
gua . People . . .  are going into the mountains soon , "  raved 
Guillermo Cochez , a former secretary general of the Chris­
tian Democrats , who now represents the party in Panama' s  
Legislative Assembly . 

The Christian Democrats now find themselves enmired 
in scandal over their financial angels in the drug mob . 

The Christian DemoGratic connection first surfaced in 
March 1 985,  when the First Interarnericas Bank scandal broke . 

. The story came out that First Interamericas was owned by 
Colombian cocaine traffickers , Jorge Luis Ochoa and Rod­
riguez Orejuela. One of the messengers of the Orej uela mafia 
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arrested by the Panamanian authorities , a Colombian named 
Jairo Gonzalez Mendieta , reported that , in' addition to using 
First Interamericas , he had helped arrange the laundering of 
some $40 million through the B anco Continental de Panama, 
Colon branch , via a member of the bank' s  board of directors , 
Cesar Tribaldos . 

The news was shocking: Banco Continental had been a 
conduit of funds for the Christian Democrats ' campaign in 
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the 1 984 elections . Then , on June 1 5 ,  the Panamanian daily 
La Republica published a photograph of a receipt made out 
to Christian Democrat C6chez , from Steven S amos-one of 
Panama' s  leading money-launderers for the drug mafi a .  Sa­
mos laundered millions for a marij uana syndicate associated 
with the Colombian drug family the Gavirias , until he turned 
state ' s  evidence in 1 984, to avoid prosecution in the United 

. States . 
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Documentation 

U.S.  media portrayed the April 2 1 , 1 986 testimony of Drug 
Enforcement Administration official Raymond J. McKinnon 

, before the Senate Foreign Relations Subcommittee on West­
ern Hemisphere Affairs ,  as an attack on Panama . Excerpts 
of that testimony and a letter sent by DEA head John C .  
Lawn , to General Noriega o n  May 8,  1 986, tell a different 
story . 

From John C. Lawn , May 8, 1 986, to General NorIega : 
. . .  I would like to take this opportunity to reiterat(( my 

deep appreciation for the vigorous anti-drug-trafficking pol­
icy that you have adopted,  which is eftected in the numerous 
expulsions from Panama of accused traffickers , the large 
seizures of cocaine and precursor chemicals that have oc­
curred in Panama and the eradication of marijuana cultiva­
tions in Panamanian territory . 

Regarding the question of attacking the profits accumu­
lated by drug traffickers , I look forward to the day when all 
governments develop the means to systematically identify 
and seize those illegal profits . . .  

From the testimony of Raymond J .  McKinnon : 
There has been progress made this year in several aspects 

of the drug situation in Panama . . .  
One of Panama' s chief industries is international bank­

ing . . . .  In May 1 985 , U . S .  and Panamanian negotiators 
met to discuss a possible Mutual Legal Assistance Treaty 
(MLAT) whereby the United States could obtain information 
on bank accounts belonging to drug traffickers . The last round 
of talks ended early last summer without any progress on the 
matter, and we have been unsuccessful  in getting Panama to 
schedule new talks . 

There is considerable resistance in Panama to any lifting 
of the bank secrecy law s ,  even to deal with the laundering of 

\ money from narcotics . It is likely that the Panamanians fear 
that removing any of the secrecy and security of bank ac­
counts would cause a widespread withdrawal of money from 
the . banks . Therefore , any further discussion of the MLAT 
needs the support of the private bankers who want the secrecy 
provisions of the law to continue . . . .  

Panamanian authorities have seized and destroyed large 
shipments of precursor chemicals . . . attesting to Panama ' s  
commitment t o  interdict such material . . . .  

With regard to DEA fugitives , Panamanian authorities 
have been very cooperative in expelling directly to the U. S .  
the fugitives caught i n  Panama, provided they are not Pana­
manian citizens . S ince Panama is a crossroads country , a 
disproportionate number of our fugitives appear in Panama, 
thu s ,  Panama' s  policy on this  matter works to the benefit of 
the United States . . . .  
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Drug runners go for the kill as :  
Colombian presidency changes hands 

, . � . 

by Valerie Rush 

The battle to decide who will control the next government of 
Colombia is already being fought out , nearly two months 
before President Belisario Betancur steps down from power. 
But this time, instead of the usual back-room deals , the battle 
is being waged with bombs and machine-guns , and the pro­
tagonists have never been more clearly identified . 

On June 1 7 ,  the narco-terrorist M- 19  claimed responsi­
bility for that morning's  assassination attempt against Co­
lombian Interior Minister Jaime Castro Castro, one of the 
key ' men behind the government' s  peace program. Castro 
escaped unharmed, but a policeman was killed , and a body­
guard and chauffeur wounded by the 1 2-person assault team. 
The M- 19  also announced plans to form "suicide squads" to 
murder Betancur and his entire cabinet. 

Colombia' s  top drug traffickers were forced to flee in 
1 982 , when Betancur took the presidency out from under the 
drug-running oligarchy , and earned his reputation as a polit­
ical maverick by declaring an all-out war on drugs,  while 
offering a political amnesty to Colombia' s  multiple guerrilla 
forces .  Now, at the end of his term, Betancur has more or 
less accomplished what he set out to do: The hard-core narco­
terrorists have been separated from the historically disaffect­
ed and largely peasant-based guerrilla movements adhering 
to the amnesty . Their eradication is the urgent next step. 

However, this vulnerable moment of transition from one 
President to the next has been seized upon by Dope , Inc . to ' 
launch a drive to captUre key national institutions . They have 
deployed their narco-terrorist armies to murder some of their 
opponents and terrify others . At the same time, the political 
front-men for the mafia have moved to capture leading posi­
tions in President-elect Barco�s  transition team. 

In fact ,  the list of transition-team members just released 
includes such a heavy dose of known mafia allies that the 
daily El Espectador, associated with Barco' s  own political 
party , was forced to editorially protest that Barco' s  "honey­
moon" with the largely Liberal population will be short, 
indeed , if he continues to capitulate to the caciques, drug­
tainted political bosses such as former Presidents Mpez 
Michelsen and Turbay Ayala. 

Among the list of transition-team members appear: 
• Alberto Santofimio Botero, senator from Tolima and 
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convicted thief, who proudly �rags of his mob connections 
and time spent in jail . He has �en described in the press as a 
"moral cripple ,"  while a 1986 teview of senatorial aspirants 
described Santofimio' s  "politiqal movement" as made up 'of 
"doubtful individuals accused lof drug trafficking . . . who 
would produce an incalculable detenoration of Congress ' s  
image . "  One of  those "doubtful individuals" i s  the now fu­
gitive drug-kingpin Pablo EscQbar Gaviria; 

• Ernesto Samper Pizano, "economist ,"  and 1990 
presidential hopeful who has lobbied since 1978 for drug 
legalization in Colombia; 

• Bernardo Guerra Serna, senator from Antioquia, 
one of whose private airplanes was reportedly found at the 
site of the infamous Villa Coca drug laboratories busted in 
1 984; i 

• Eduardo Michelsen C.ncha, first cousin of the fu­
gitive narco-banker Jaime Michelsen Uribe; 

• Alfonso GOmez Mendez, lawyer for Michelsen Uribe; 
• Jose Name Teran, senator from Athintico and ru­

mored to be the mafia godfather in charge of contraband run 
on Colombia' s Atlantic coast; 

• Gustavo Castro Caicedo, brother to German Castro 
Caicedo, a journalist and close collaborator of the U. S .  drug 
lobby, NORML. 

Justice Palace revisited i 
The first attempt by the dru8 mob to discredit the

, 
Betancur 

government and regain a strapglehold on that country oc­
curred last Nov . 6, when a commando force of M- 19  terror­
ists stormed the Supreme Court offices at the Justice Palace 
in Bogota . Even as the terrorists demanded "negotiations" 
with Betancur-including a public trial of the President !­
the M- 1gers were executing , one by one , the captive Su­
preme Court judges and deliberately burning sections of the 
country' s  legal archives .  

The facfthat the judges had been receiving death threats 
for months due to their approval of the constitutionality of an 
extradition treaty under whicl drug traffickers were being 
sent to trial in the United States , and the fact that the national 
archives burned held the criminal files of those extradition 
requests , convinced honest members of Betancur's  govern-
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ment that the M- 1 9  was indistinguishable from the drug ma­
fia. 

The military and labor sections of the country, among 
others , stood firm behind President Betancur's decision to 
safeguard the national interest. The ensuing army- assault on 
the Justice Palace terminated the bloody two-day narco-ter-

. rorist siege, with a final toil of nearly 100 deaths , including 
1 1  Supreme Court judges and the majority of the M- 1 9  ter­
rorists . Betancur' s  refusal to yield to the terrorists ' blackmail 
won him the opprobrium of Amnesty International and the 
liberal media, but the republic of Colombia h�d fought a 
major battle with Dope , Inc . ,  and won . 

Buoyed by Betancur' s  lame-duck status ,  Dope , Inc . now 
intends to use the public debate stirred by release of a seven­
month investigation into the Justice Palace incident to dis­
credit and set him up for assassination . 

Even before the release of the findings , which have con­
firmed the legality of Betancur' s handling of the Justice Pal­
ace siege, mafia spokesmen began surfacing with accusations 
against the Betancur government. On June 4, the pro-drug 
daily El Tiempo prominently carried an article taken from the 
leftist Madrid dally El Pais, whic� argued that the military­
and not the terrorists-had murdered the Supreme Court 
judges and other hostages .  Madrid is the other end of the 
Colombian mafia's cocaine transmission belt into Europe. 

Santofimio Botero, the mafioso from Tolima, on June 1 2  
demanded a congressional trial of President Betancur for 
mishandling last November' s  M - 1 9  siege . In addition , he has 

. demanded that Congress prohibit Betancur from departing 
the country after leaving the presidency .  

Attorney-General Carlos Jimenez G6mez, the same who 
confessed to meeting clandestinely with the drug godfathers 
shortly after their April 1984 assassination of Justice Minister 
Rodrigo Lara Bonilla, and who has been an open opponent 
of the President's  war on drugs , has called for the trial of 
President Betancur and Defense Minister Vega Uribe by the 
Accusations Commission of the House of Representatives. 

Papal intervention? 
Despite the ugly odds which Betancur and the nationalist 

. fo1'ces standing with him face ,  an intervention in their favor 
by Pope John Paul II during his upcoming visit to Colombia 
July 1 can tip the balance against Dope, Inc . An example of 
the effect a Papal intervention might have is clearly seen in 
neighboring Peru, where President Alan Garcia' s  own war 
on drugs is modeled on and inspired by that of his Colombian 
colleague . 

The Pope visited Peru in February 1985 , two months 
.before presidential elections in that country . During his tour 
of some of the worst hellholes of terrorism and economic 
deprivation in Peru, John Paul II gave the demoralized and 
cynical population a renewed sense of cultural optimism, 
while calling on political leaders to be "innovative" in taking 
on the debt crisis on the continent . On July 28 , Alan Garcia 
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took office , and shocked the finanbal world with his decla­
ration of a 10% limit on debt payinents drawn from Peru 's  
export revenues . 

The drug traffickers are well aware of the potential of 
Papal intervention in an intensely Catholic nation like Col­
ombia, and thus the conspiracy is already set to contain the 
Pope' s  influence or, if that fails , nwrder him. 

The M- 19  held an undergroun� press conference in Bo­
gota Ju.ne 14 to call on the Pope ito serve as .a "mediator" 
between themselves and the incoI1ling Barco government, a 
move which would give the narco-terrorists the legitimacy 
they have been unable to win thus far. They also deciared 
their readiness to discuss a truce with President-elect Barco 
during the Papal visit next month , insisting , "We are parti-

. sans of dialogue , and believe that one can dialogue with 
Virgilio Barco . "  

Threats , some subtle and others not , are also being is­
sued. An early May edition of the weekly magazine Consig­
na, associated with former President Turbay Ayala, editori­
alized violently against the Pope !md Colombia' s  Cardinal 
Alphonso L6pez Trujillo , saying the Pope 's  "election" 'was 
the result of "right-wing machinations" and that the Colom­
bian population would not heed his words anyway . Why is 
he bothering to come , ask Consigrra' s  editors . 

An early June edition of the Colombian Communist Party 
newspaper, Voz, denounced the Pope for having sided with 
"capitalism and imperialism," and attacked the Pope ' s  clos­
est collaborator in Colombia, Cardinal L6pez Trujillo , as 
"the retrograde head of the plos1' backward sector of the 
Colombian Church ."  The commentary ominously warned 
that the Pope ' s  visit wou1d "tilt the balance" · to favor L6pez 
Trujillo . 

In the daily El Tiempo of June 5 ,  pro-drug journalist 
Enrique Santos Calder6n attacked President Betancur for 
allowing the Papal visit , while having denied Colombia the 
status of host country to the 1 986 World Cup Soccer matches . 
Santos lamented that "the already monotonous trips of the 
Pope who visits various countries each year" could not "even 
distantly compare to a World Soccer Cup ."  

At  the same time, the cardinal ' has been targeted for as­
sassination at least twice while preparing for the Papal visit . 
A powerful explosive was discovered and deactivated in the 
reception room outside the Cardirlal ' s  Medellin office, ac­
cording to an official Church communique issued May 1 5 .  
The communique added that the Popular Liberation Army 
(EPL) , a narco-terrorist cousin of the M- 1 9 ,  had claimed 
responsibility for the attempted bombing in protest against 
the Pope ' s  visit . I 

On June 1 2 ,  a seminary the Cardinal was to have v�sited 
in Medellin was stormed and harangued by 35 guerrillas from 
the National Liberation Army (ELN), whose leadership ranks 
are made up of "guerrilla-priests" from the "theology of lib­
eration. "  Church spokesmen said, the assault was directly 
aimed at L6pez Trujillo . 
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Peru 

Alan Garcia smashes 
terrorist uprising 

by Valerie Rush 

At 6 a .m.  on June 1 8 ,  nearly 1 ,000 crazed "Shining Path" 
narco-terrorists launched simultaneous uprisings in three Pe­
ruvian prisons , in what high-level sources are suggesting was 
part of a much larger insurrection plan that was aborted when 
a ship anchored off the Peruvian coast suddenly abandoned 
plans to unload 250 tons of Soviet weaponry that had been 
brought aboard at the Rostock port in East Germany . 

The ship , under a Danish captain , was seized by Pana­
manian authorities during its return trip through the Canal , 
on a tipoff from the Peruvian presidency . Its shipment in­
cluded AK-47 assault rifles, hand-held rocket-launchers, some 
1 ,500 machineguns ,  and 32 civilian light trucks painted olive 
drab . Panamanian officials estimate that the equipment could 
have supplied a battalion of up to 1 ,500 terrorists . 

The uprisings , which took place on the eve of an inter­
national congress of the Socialist International being held in 
Lima, were organized by the Shining Path (Sendero Lumi­
noso) prisoners inside Lurigancho , EI Fronton and the wom­
en' s  Santa Barbara prisons, where the narco-terrorists have 
maintained virtual control for years . When -troops were sent 
in to crush the uprisings , they encountered brick and cement 
barricades ,  trenches , underground escape tunnels , automatic 
FAL rifles , submachineguns and dynamite . Anti-tank mis­
siles had to be used by the troops to breach the terrorist 
defenses and rescue the near dozen hostages being held . 

The latest official report is that somewhere between 100 
and 1 50 senderistas were killed in  the two-day battle to  retake 
the prisons , including the leading Shining Path ideologue 
Guillermo Diaz Martinez: 24 , at Lurigancho, three at Santa 
Barbara, and possibly 1 00 or more at EI Fronton . Despite 
protests from officials of the ruling APRA party that the 
number of casualties was being grossly exaggerated by the 
international news media, those exaggerations continue. 
England' s  Reuter news service of June 20 cites "a govern­
ment source" that nearly all guerrilla inmates of EI Fronton 
were killed , supposedly 300 of them, and quotes an alleged 
"military communique" saying 1 24 were killed at Lurigan­
cho. The June 20 edition of the New York Times says 400 
senderistas were killed . 
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The uprisings ·were comp�able in many ways to last 

Novemb�r' s occupation of the folombian Supreme Court by 
the M- 19  narco-terrorists who, together with Shining Path, 
form part of a continental terrqrist army deployed on behalf 
of drug mafia interests . As in �eru , the two-day M- 19  siege 
was designed to humiliate an4 blacken the prestige of the 
Colombian government . And like Garcia, President Betan­
cur's refusal to yield to terrorist blackmail protected the in­
tegrity of the national institutions of his country . Colombia' s  
enemies today are seekjng tO lrevive a scandal around the 
Justice Palace incident (see article , page 38) ,  and Garda's 
enemies will no doubt attempt the same . 

A coordinated assault 
The prison uprisings were preceded by an unprecedented 

escalation of labor disturbances and terrorist attacks . In fact, 
the uprisings occurred the sam� morning that prison employ­
ees and guards decided to strike-a fact which is under in­
vestigation by government aut..,rities .  Bombings or attempt­
ed bombings of the Education Ministry , Labor Ministry, 
Lima airport , several churchesl, the Socialist International ' s  
Crillon convention center and elsewhere occurred on  the eve 
of the prison riots , and several police officers were gunned 
down on the streets of Lima. 

The Garcia government tqok a firm stance toward the 
Sendero lunatics .  According toiF"ernando Cabieses, president 
of the peace 'commission sent to the prisons to talk with the 
senderistas. "all dialogue was; rejected . "  According to Ca­
bieses, �ho otherwise expressed "respect for the ideas and 
convictions" pf the Shining P�th , President Garcia had of­
fered guarantees of no reprisal� against the prisoners if they 
surrendered . 

The terrorists had reporteiUy declared that the govern­
ment 's  planned transfer of ShiPing Path inmates to the new 
maximum-security prison Canton Grande would only take 
place "over our dead bodies . "  the transfer program was part 
of an effort by the Garcia government to break up the virtual 
fiefdoms that Shining Path has established in the prisons 
where , according to eyewitness accounts , no guards were 
permitted in Sendero-dominated portions of the jails , daily 
Sendero meetings were held i�cluding chants and hymns to 
Mao T�e-Tung, and the walls , were bedecked with Shirting 
Path flags , banners , and postets . Lawyers and family mem­
bers regularly brought everything from weapons to cement 
and bricks during visits to the �endero jails . 

With his usual "prescience�" the New York Times' s Alan 
Riding wrote June 1 5  about tqe "shadow of terrorism dark­
ening Peru ,"  and observed that the Garcia government might 
be "trapped between pressures for tougher action from the 
military and complaints ofhuIll1an rights violations" from the 
left-precisely the bind the uprising was intended to create , 
as with the actions of Shining Path' s  M- 1 9  colleagues in next­
door Colombia. Riding concllldes hopefully that should he 
rely on the military, Garcia risks "losing his political capital ," 
and with it , the presidency . 
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�TIm 
Quarterly Economic Report 

The deflationary 
collapse of the 
Western banking 
system 
First Quarter 1 986 

The 60% col lapse in the world oi l  price between January and March has destabil ized the international 
financial system,  and accelerated the impetus toward what has been cal led , "a new depression , on top of 
the present depression."  

What should be done? The answer is simple. Impose an emergency o i l import tariff now. The free- . 

marketeers, and their Soviet friends, wil l  scream about it, but the measure is the mQst readi ly available 
alternative to halt the unraveling of the bankrupt international and national financial system .  

Did you know that . . .  
• $250 bil l ion of U.S. banks' domestic assets 
wil l  go bad, in the wake of the collapse of oil 
prices since November 1985. The crash wi l l  by 
no means be limited to banks' loans to energy 
companies. 
• Conditions have been set for a general 
panic amon" saving�bank deposltors, 
whose $1 .2 tnllion in depOSits lack federal 
insurance backing . 

• The U.S. is on the verge of a revolution in 
medical technology. But the . Gramm-Rudman . 
budget-cutters and Washington cost­
accou ntants threaten to keep these technologies 
from being i ntroduced , and are "reforming" the 
Medicare and medicaid system into a means for 
wholesale euthanasia against America's sick 
and elderly. ' 

Since the fal l  of 1979 Lyndon LaRouche's forecasts have establ ished a record u nparal leled in  accuracy 
by any other economic forecasting service in the nation. Data Resources I nternational and Chase 
Econometrics proved unable, in -the fal l  of 1979, to correctly forecast the consequences of the credit 
policy then being initiated from the Federal Reserve by Paul  Volcker. LaRouche d id ,  in the E I R  
Quarterly Economic Report. Those agencies, and their co-thinkers,  have been repeatedly exposed as 
incompetent bunglers, while the LaRouche record has been maintained . 
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How Shultz and Gor1;:>achov 
connived to bury the SDI 
by Crtton Zoakos 

.The characterization, in Washington, of Soviet leader Mik­
hail Gorbachov's  latest arms-control proposals as "construc­
tive ," and "unexpected," is the result of treason , especially 
in the State Department and Congress , and widespread folly 
which'might soon produce the collapse of President Reagan' s  
Strategic Defense Initiative, the West 's  last remaining , work­
able response to �he continuing buildup of Soviet strategic 
superiority. 

As is known, the latest Soviet proposals , first made pri­
vately to the negotiating teams in Geneva June 10 ,  and later 
publicized by Gorbachov in Moscow June 16 ,  set as their 
absolute precondition an extension of the 1972 Anti-Ballistic 
Missile Treaty up to the year 2000. Provided this precondi­
tion is met, Moscow will , afterward, be willing to discuss 
reduction of nuclear warheads to 8 ,000 for each side and of 
ballistic missiles to 1 ,600. Moscow also, according to the 
proposals , is willing to not raise the issue of " forward based" 
U . S .  nuclear weapons, such as those on aircraft stationed in 
countries near the Soviet Union or on aircraft carriers . 

Immediately upon publication of these Soviet proposals , 
Shultz' s  State Department and the major liberal . media 
launched a campaign to present them as "surprising ," "un­
expected," and, of course, "positive . "  Semite and House 
leaders , both Democrats and Repultlicans , made statements 

. to the press indicating that Gorbachov 's  latest moves are 
"signals," indicating a "new willingness" by Moscow to "re­
turn to arms control ."  

The Soviet proposals were nothing of  the sort, and what 
the public is being subjected to is a public sham, a charade , 
a "con job" orchestrated between Gorl)achov and Shultz, 
with the mediation of Central Committee Secretary Anatolii 
Dobrynin, who now coordinates all Soviet policies respect­
ing the United States. 

According to Western circles close to developments at 
the Geneva strategic arms-control negotiations , nothing is 
new in these latest Soviet proposals .  They are a rehash of 
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what has been discussed for two years now , namely , in 
Shultz ' s  and Max Kampelman ' s favorite expression , to "use 
the President 's  Strategic Defense Initiative as a bargaining 
chip . "  

According to the same sources , the Soviets ' absolutely 
minimal objective at the Genevatalks is to create the political/ 
diplomatic conditions in which congressional dupes and tra­
itors will be e-nabled to obliter�te the SDI program through 
budget cuts . Moscow has been advised by Dobrynin that, in 
the current budget-cutting hysteria in Washington , no con­
gressman will vote any money ior the SDI , a program which 
would be prohibited from' bein� used until the year 2000, if 
the latest Soviet negotiating offer is taken up . . 

So,  when Shultz ' s  State Department proclaimed these 
latest proposals "unexpected" land "positive ,"  an eye Wl!S 
winking in the direction of Congress . And 10 and behold, 
within days , namely on June 2Q, the Senate Armed Services 
COIllmittee voted to cut $ 1 ,45 billion from the SDI budget , 
reducing it to $3 . 95 billion . the House Armed Services 
Committee had already cut it "dbwn to $3 .7  billion . Defense 
Secretary Caspar Weinberger had requested a m�nimum of 
$5 . 4  billion for FY 1987,  wer¢ the program to meet its as­
signed deadline for deploymelJit decisions by 1 990. If these 
cuts are implemented by October of this year, and if no other 
conpensating action is taken , then , for all practical purposes , 
the SDI could be pronounced d�ad . 

Should this prove to be the: case , Moscow will enter the 
year 1 987 with the satisfacti0'l of knowing .lhat the last re­
maining impediment to its ovetwhelming , and still growing 
strategic superiority , is foreveriremoved . 

The following interesting feature should be noted of the 
collaboration between MoscotN and fools and traitors in 
Washington: The Senate Armer;! Services Committee , when 
it voted to cut the SDI budget , was told by the chief sponsors 
of the cut , Sen . Sam Nunn (D-Ga . )  and Sen . William Cohen 
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(R-Maine) , that the SDI is "in trouble ,"  because "the Presi­
dent's  program is vague and conilising . . . .  Confused de­
scriptions of the SDI 's  goals are leading Congress to make 
deep cuts in the program. "  

Why confused descriptions? A few samples from the 
past: President Reagan said that the SDI is not a "bargaining 
chip . "  Shultz said that he "supports the SOl because it is such 
a wonderful bargaining chip . "  Weinberger has insisted that 
the SDI is not a "bargaining chip . "  Chief arms-control ne­
gotiator Max Kampelman has insisted that the SDI is only a 
"bargaining chip . "  

. 

Moreover, the President , Caspar Weinberger, and Gen . 
James Abrahamson , the SDI 's  director, have insisted, on 
every 'public occasion , that the SDI is designed for general 
defense against the launching of Soviet missiles , regardless 
of whether these missiles are ultimately trained at U . S . ,  Eu­
ropean , or any other targets , as the program is designed to 
intercept launched mis&iles in their "boost phase ," before 
they exit the atmosphere . However, traitors inside both the 
State and Defense departments , such as Undersecretaries of 
Defense Richard Perle aand Fred Iklt , and their friends, Max 
Kampelman, Zbigniew Brzezinski, and the GeorgetownlCSIS 
crowd, have insisted that the SDI will be for "point defense ," 
only protecting U . S .  land-based �CBM missiles . 

Since 1983 , this publication has warned that persons such 
as Perle and Kampelman were acting as traitors and saboteurs 
on the matter of the SDI in particular. The rationalization 
given by Sam Nunn in cutting the SDI budget on June 20, 
demonstrated in exactly what fashion these persons in the 
Reagan administration act as traitors: They supplied to the 
ptiblic nonsensical , irresponsible , and contrary-to-policy 
statements on the SDI , whose sole function was to enable 
Nunn and others to argue that the "SDI is too vague and 
confusing," and that "confused descriptions of the SDI 's  
goals are leading Congress to make deep cuts . "  

In short: Unless President Reagan fires those , such as 
Perle , Ikle , Kampelman, Shultz , et aI . ,  who are responsible 
for "confused descriptions," there will be no SDI by the fall 
of 1 986. 

Current Soviet ploys 
In terms of the Geneva negotiations ,  the State Depart­

ment's Soviet partners ' immediate objective is to both derail 
the SDI and weaken the position of Defense Secretary Wein­
berger-an objective shared by Shultz . 

During an "extraordinary" session on June 10 ,  in Geneva, 
Soviet chief-negotiator Victor Karpov , following a quick, 
unscheduled trip to Moscow for consultations with Dobrynin 
and Gorbachov, reformulated the standing Soviet demand 
for the scrapping of President Reagan's  Strategic Defense 
Initiative. 

Since the reconvening of the so-called "third round" of 
the Geneva arms-control negotiations early this spring , Sec­
retary of State Shultz and arms-negotiator Kampelman have , 
according to Western circles , been endeavoring to strike up 
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a formula for abandoning the SDI in a way that both satisfies 
Soviet demands and allows a "face saving" way out for Pres­
ident Reagan . The rehashed propos�ls made by Mr. Gorba­
chov at the June 1 6  Central Committee meeting are , accord­
ing to Western sources , identical with those discussed in 
Geneva in recent months . 

Between June 10 ,  the day of the "extraordinary session", 
in which Karpov formally presented these proposals , and 
June 16 ,  when Gorbachov made them public through Tass,  
George Shultz ' s  State Department , the Washington Post, the 
New York Times, and other liberal establishment media have 
been working overtime to cultivate the impression that Gor­
bachov's  proposals "caught the administration by surprise . "  

To summarize the consideration& shaping the arms con­
trol talks at present: 

The Soviets are proceeding , as they have since 1983 , 
from the single-minded objective of eliminating President 
Reagan 's  SDI. They shall not move an inch at the negotia­
tions,  unless the SDI 's  destruction is guaranteed . 

. The Soviets are already in possession of a devastating , 
absolute strategic superiority in offdnsive nuclear weapons 
and are increasing their advantage . 

The State Department and its chiefs are committed to a 
policy of United States retrenchment to approximately 25% 
of the post-war American 'sphere of influence and view Pres­
ident Reagan' s  SDI as an obstacle to this perspective . 

The State Department has adopted the self-appointed role 
of promoting , on behalf of the Soviet leadership , reformula­
tions of the Soviet demands which would give President 
Reagan a face-saving way out of the SDI . 

According to the same Western sources , the appearance 
of a certain flexibility iit Soviet proposals on the ' matter of 
"reductions" in offensive weapons, is based on certain major 
developments in the capabilities and deployments of the So­
viet Navy . According to these sources , the Politburo , prior 
to the latest spate of activity at Geneva, received "absolute 
guarantees" from the Soviet naval chiefs that their nuclear 
missile submarine fleet now has the fully developed capabil­
ity of a) expanding the number of silos in each submarine , 
from which ballistic missiles can be launched; b) reloading 
submarine missile silos after they have fired; c) resupplying 
submarines with nuclear· missiles after they have fired their 
initial load; and d) maintaining an SLBM resupply system, 
by means of pre-positioned mini-submarines,  especially in 
the Atlantic Ocean . 

Much of this intelligence has been either ignored or 
avoided by the State Department ' s  arms-control negotiators . 
It may or may not have received adequate attention at the 
Defense Department . The fact of the matter is , that if there is 
any "new element" at all in the latest Soviet proposals at 
Geneva, it may be this:  Could it be the case that after two 
decades of relentless Soviet naval buildup , the Soviet nuclear 
submarine navy may be moving into modes of ballistic mis­
sile deployment matching the awesome Soviet land-based 
ICBM force? 
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Lower Saxony 

u.s. -State Department ordered 
vote fraud in German election 
U _ S. Secretary of State George Shultz personally ordered 
vote fraud against the Patriots for Germany party in the June 
15 state election in Lower Saxony, according to the evalua­
tion of a U . S .  intelligence career professional specializing in 
West German political affairs . The U . S .  embassy in Bonn is 
the only force in West Germany with the power to enforce 
the uniform pattern of fraud observed, he said, and while 
Ambassador Richard Burt was undoubtedly charged with 
direction of the operation, the orders would have had to have 
come from the very top . Only a total commitment of U . S .  
resources " would make the troops on the ground salute and 
say , 'Yes , Sir ! ' "  

Why would the U . S .  State Department go out on a limb, 
in a German regional election , against a party which had 
come into existence as an electoral force only one month 
before? The Patriots grew up virtually overnight on May 12 ,  
filing a slate of  100 candidates-one in  each of  Lower Sax­
ony ' s  electoral districts . But in the weeks of campaigning 
before and since that date , the Patriots emerged as the prin­
cipal obstacle in the Federal Republic of Germany to the plan 
for a ·  "New Yalta" deal with Moscow . Backed by George 
Shultz, Henry Kissinger, German Foreign Minister Hans­
Dietrich Genscher, NATO Secretary-General Lord Carring­
ton,  and others of that ilk, the deal envisions a U. S .  military 
disengagement from Germany, termination of the U . S .  Stra­
tegic Defense Initiative for anti-missile defense , and further 
erosion of American political and economic power. 

Tht; Patriots provoked an immediate positive response 
among voters , through their campaign against the threat of a 
Moscow-sponsored "Red-Green coalition" on the state level , 
and their demand that Chancellor Helmut Kohl abandon the 
disastrous economic policies which have driven the farmers 
and small businessmen of Lower Saxony into bankruptcy . In 
the last weeks of the election campaign, escalating violence 
by the Green Party , combined with new losses suffered by 
German farmers because of the Chernobyl nuclear disaster, 
confirmed for many the truth of what the Patriots had been 
saying . 

Even a 5% vote for the Patriots would have had an explo-
, 
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sive impact on the national �olitical scene , since this would 
have qualified the party to h�ld seats in the state legislature, 
and made it a viable federal �oalition partner for Chancellor 
Kohl ' s  Christian Democratf: Union (CDU),  replacing the 
treacherous Free Democratiq Party (FDP) of Genscher. 

From the standpoint of the "New Yalta" crowd, such an 
outcome had to be prevente�at any cost--'-the more so, given 
the role of Helga Zepp-La�ouche as co-initiator of the Pa­
triots for Germany . A new >'LaRoucne break-out" was the 
last thing that Shultz and co�pany wanted to see . The intel­
ligence officer cited above, speaking of the State Depart­
ment-run vote fraud, had this to say: "Shultz probably did it 
after Illinois; the West Gerimans were probably told, 'We 
can't  have that happen here .. ' "  

And so the election results came in: After pre-election 
opinion polls showed the P�triots at 8-20% of the vote, they 
were officially accorded only 0 .3%,  with perfect consistency 
from one district to the next� Just weeks before the election, 
the polls were forecasting �feat for the ruling CDU and its 
partner the FDP, as the FDP was expected to vanish below 
the 5% threshold required for representation in the parlia­
ment. Instead ; although th� CDU's  vote dropped 6.4 per­
centage points from the 50 .7% it received in 1 982, the go,v­
erning coalition survived. Three percent of the CDU's votes 
were siphoned off to the FDP, in a blood transfusion which 
allowed the two parties to cQntinue their coalition on the state 
level , but with a majority of only one seat in the parliament. 
The opposition Social DeIIllocrats , who took 36.5% of the 
vote in 1 982,  came out with fl-2 . 1 % ,  and the Greens stabilized 
their position at? 1 % .  

The CDU's  victory , as national party' manager Heiner 
Geissler pointed out in an · interview with the weekly Der 
Spiegel on June 1 6 ,  was won "in the last 14 days only . "  
Geissler was referring to a dramatic change i n  the CDU's  
campaign strategy ,  as  the party began to imitate the Patriots ' 
attacks on the Green party and the threat of a Red-Green 
coalition. Clearly the "New Yalta" advocates realized that 
the Patriots were gaining such support through their chal­
lenge to the Greens ,  that a Socialist-Green victory would 
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A statement by 
Helga Zepp-LaRouche 

Helga Zepp-LaRouche, chairman of the internationaL 
Schiller Instit.ute and co-initiator of the Patriots for Ger­
many, issued ,he following statement on the resuLts of the 
Lower Saxony eLections on eLection evening , June 15: 

For me, there is no doubt that the election results represent 
a total fabrication . We Patriots know exactly the mood of 
the population,  and no one can make us believe that the 
Christian Democratic Union (CDU) , in only one week, 
suddenly got so many votes , as to be able even to give 
some to the Free Democratic Party (FDP) . When it comes 
down to it; things are now just as bad economically for 
the farmers and the middle class as before . 

Clearly, the result of this election was manipulated 
by , and in favor of, those who wish to barter off the 
Federal Republic of Germany-and, therewith, ultimate­
ly , the free Western world-to the Soviet Union . Exem­
plary was (Un)American Ambassador to Germany Rich­
ard Burt, who announced this loudly and clearly, when he 
declared, shortly before the election , to the Konrad Ad-

. enauer Foundation , �hich is close to the CDU, that the 
Federal Republic of Germany must play the leading role 
in building new bridges to the countries of the East bloc . 

I question that there is actually any way in which this 
election result corresponds to reality . The result is the 
expression of a consensus within the Trilateral Commis­
sion to engage in slimy horse-trading with Moscow (Mot­
to: Disarmament and Overcoming the Division of Eu-

only build the credibility of the Patriots . 
The Patriots' campaign drew international attention, as 

the election deadline neared . From Italy, Sen . Vincenzo Car­
ollo, a prominent Christian Democratic politician , sent a 
telegram of endorsement to the Patriots .  From the United 
States , Janice Hart, the "LaRouche Democrat" and nominee 
for the office of secretary of state in Illinois ,  traveled to Lower 
Saxony to assist directly in the campaign . Letters and tele­
grams of support from other Americans poured in. 

In Lower Saxony itself, the Patriots ' events drew crowds 
that none of the other parties could , an indication of the depth 
of support which the new movement had gained. For exam­
ple, an event with Adm. (ret . )  Karl"AdolfZenker, the former 
commander-in-chief of the West German Navy, attracted 60 
persons in Wilhelmshaven, while another rally in the state 
capital of Hanover, featuring Janice Hart, drew 1 50 .  The 
Patriots have vowed to build on this support to create a na­
tional movement, and to campaign for the national elections 
in January 1987 , under the slogan , "Now, more than ever!"  
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rope) . Quite openly , it is feared-and our experience un­
ambiguously confirms this·-that a Red-Green coalition 
government in .Lower Saxony until the national parlia­
mentary elections, would have set off a sharp reaction 
among the population . And so, they can temporize on 
accepting the "generous offer" of Mpscow, and then, in 
the fall , when the effect of the Gramm-Rudman amend­
ment on the question of pulling out lite American troops 
from Europe becomes acute , they dn carry through the 
decoupling of Europe from the United States . 

Against the background of this horse-trading , it seems 
to me that the Gulag Archipelago bas extended so far 
toward the West that it also produces " 100%" electoral 
results here . 

We Patriots reserve the right to thQroughly investigate 
the electoral result . It is ,  of course , not long ago that in 
Lower Saxony whole ballot boxes disappeared from elec­
tion sites . Above all , those media who participated- in the 
"conspiracy· of silence" against the Patriots , those collab­
orators of Soviet-directed terrorists who did not print a 
single syllable on the terrorist attack against our elec:,tion 
workers , as in Braunschweig , must Have it on their con­
science , if the freedom of the West add our Western civi­
lization together are destroyed . 

We Patriots know better than anyone , that our candi­
dates' movement created the ferment for a republican mass 
movement in the Federal Republic-despite the campaign 
of dead silence by the media and politicians against us .  
We will  not capitulate , for on us depends the creation of a 
republican movement to save Westetn civilization . Our 
motto for the coming federal parliamentary elections has 
already gone out: "Now, more than ever !" 

A conspiracy of silence 
The theft of the Patriots ' vote . and the bolstering of the 

Free Democrats ensured , however, that there will be no de­
cisive moves against the Greens, eithtr in Lower Saxo� or 
from the Kohl government nationally , .  unless the grip of the 
"New Yalta" grouping is broken . The last 14 days of the 
campaign were characterized by an impenetrable "conspiracy 
of silence" in the media, as the press gave no coverage what­
soever to the Patriots , and even refused to run paid ads . Only 
when the Patriots agreed to soften the ads ' criticism of the 
other parties and delete direct attacks 'on Moscow, were the 
ads printed ! 

Under the cover of the media blackout, physical attacks 
were carned out against candidates and campaign workers of 
the Patriots , by groups of "punkers" deployed by the Greens . 
In the worst case , a campaign rally in the city of Braun­
schweig had to have heavy police protection, and even then 
had to be canceled when 200 "punkcrs" tried to storm the 
place . 
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Gorbachov declares 
war on bureaucratism 
by Konstantin George 

On June 16 ,  the Soviet Central Committee held a full-mem­
bership session in Moscow, with the lceynote address deliv­
ered by General-Secretary Mikhail Gorbachov . Whilt Gor­
bachov used his address to make another big splash of stra­
tegic nuclear weapoQs disarmament "proposals," the bulk of 
his speech , and the main point on the Central Committee' s  
agenda, was the question of ensuring the actual implemen­
tation of the "Plan B" high technology-based modernization 
and reorganization of the Soviet economy, proclaimed over 
a year ago by Gorbachov and the Russian military high com­
mand. In short, the "bus,iness" under discussion was the 
progress and problems of the industrial economic base to 
Moscow's war buildup. 

Gorbachov was clearly heavily dissatisfied over the slug­
gishness exhibited by the party , government, and manage­
ment apparatus ,  in delivering on the demands set forth by the 
Politburo since spring 1 985 . His speech was nothing less 
than a declaration of war against any and all bureaucratic 
obstacles impeding the required pre-war transformation of 
the economy. 

Gorbachov told the 300 Central Committee members , in 
language taken from Stalin' s  lexicon: "Everything standing 
in the way of reorganizing.the economy must be swept aside ."  
The Soviet leader underscored that things can no longer con­
tinue in the same mode: .tThere are signs of a tendency for economic growth, but, 
the planned! restructuring of the economy [along high-tech­
nology lines] is proceeding only slowly till now ."  Gorbachov 
denounced what he termed "braking factors" blocking the 
reorganization of the economy, and then issued a warning to 
the party and government apparatus: "The past months have 
shown that a reorganization [of the economy] is not possible 
without changing the work style of the party . . . .  At all 
levels ,  the party must free itself of bureaucratic elements . 
That holds true for all levels ,  from the base up to the Central 
Committee apparatus . "  

This warning that higher-ups will not be spared if  goals 
are not fulfilled, was made very concrete i6 the following 
passage: "A special role is required of the Republic party 
secretaries [party heads of each Republic] , Oblast [regional] 
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party secretaries , and city patty secretaries . "  The party first 
secretaries of republics , regions , and major cities , are with­
out exception members of th4 Central Committee, and were 
therefore in the audience Gorbachov was addressing . 

Gorbachov denounced theJ failure of the Soviet leadership 
"during the 1 970s and 1 980s (to] make the jump from exten­
sive to intensive economic g1!owth . "  This was more than an 
attack on the "errors" of the Brezhnev era, .as his statement 
also included a stinging critici�m of the inability to implement 
"Plan B" at the required tempp up to the present time. 

While the Central Committee session did not announce 
any personnel changes , it dic:J adopt proposals submitted by 
the Politburo on "organizational questions ," a sign that the 
three-day session of the Supreme Soviet, which began on 
June 1 8 ,  would announce personnel changes alread)l passed 
behind closed doors by the Politburo and Central Committee . 

Ryzhkov opens Supreqte Soviet 
The keynote address to the Supreme Soviet was delivered 

on June 1 8  by Politburo member and prime minister, Nikolai 
Ryzhkov . Ryzhkov , following Gorbachov' s  lead, lashed out 
against "bureaucratic elements" in the party and government 
apparatus ,  outdoing Gorbachov in the harshness of his at­
tacks on the "complacency" permeating the party . Ryzhkov 
elaborated the focus on "inte.-.sive economic growth" to over­
haul Soviet industry and agriculture during the current Five­
Year Plan. 

The Soviet prime ministk!r also used the language of a 
war declaration against the way the economy has been run: 
"We simply cannot accept me fact that only 29% of our 
serially manufactured machinery products do not meet world 
standards . It has been decided to bring the portion of such 
products up to between 80 and 95% by 1 990."  

He detailed a program qf industrial investments which 
shows that a crash program iii underway to achieve the mod­
ernization of Russia 's relatively backward civilian industrial 
economy. During the 1 986-90 time-frame, 5 1  % of the total 
planned 994 billion rubles of investments are to be for "inten­
sive" industJj.al modernizatipn of existing plant and equip­
ment, as opposed to the previous "norm" of about one-third 
of all investments going fon"intensive" modernization pro­
grams . The 994 billion ruble figure represents an increase of 
190 billion rubles over the tQtal investment allocation picture 
for the 198 1 -85 Five Year plan . 

Thus , in rough terms , instead of about 270 billion rubles 
invested in "intensive" modernization in 198 1 -85 , 1 986-90 
will see 507 billion rubles in such plant and equipment mod. 
ernization investments-a near doubling . 

Ryzhkov went out of l1is way to stress the Five Year 
Plan ' s  primacy assigned to nuclear energy as composing the 
principal addition to Russia'� energy capacity during the next 
5 and 1 5  years . The next p�ase of the Gorbachov "transfor­
mation" of Russia, for the erucial late- 1 980s peak phase of 
Moscow' s  war plan, is under way . Cadres will implement 
the "Plan B" Five Year Pla�, or they will not survive it. 
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, In southern Africa, the Soviets' 
are tightening the military vise 
by Thieriy Lalevee 

The June 16  celebrations of the 10th anniversary of the Sow­
eto riots , expected by the Soviet-controlled African National 
Congress of Oliver Tambo to become the "beginning of the 
mass upheaval" against the South African regime, failed to 
fulfill the ANC's wishes for a bloodbath. The South African 
regime, which had announced at the beginning of June a ban 
on all political meetings , imposed on June 12  a national State 
of Emergency . The entire police and armed forces were de­
ployed to prevent any unrest, as some 2,000 persons consid­
ered to be township agitators were arrested . 

Though impressive , such a deployment could not have 
met its goals alone . Credited with having ensured that mass 
rioting did not take place , was the meeting between President 
P. W. Botha and Anglican Bishop Desmond Tutu on June 
1 3-the first su�h meeting ever. 

One day earlier, as he announced the State of Emergency, 
Botha wamed, "We have leamed the lessons of Vietnam and 
Angola; we will not allow our 300-year-old heritage to col­
lapse into chaos ."  According to BBC, he also revealed that 
among the papers seized by the South African army during 
its recent raids in Zambia, Zimbabwe,  and Botswana, was a 
set of ANC internal memoranda, reportedly describing how 
the ANC is to remain the "only leader of the anti-apartheid 
fight," and saying that although the "work of the UDF [United 
Democratic Front] and of other organizations is useful , they 
have to accept our leadership ."  True to Leninist dogma, the 
UDF and others were described as mere "useful fools . "  

Though the content of  the Botha-Tutu talks was not made 
public , the memos were clearly a topic . Describing his meet­
ing as a "private one" which didn 't require a public commu­
nique , Tutu said afterward they had discussed their conver­
gences: "We are both South Africans ,  we are both Christians ,  
and we are both anti-communists . "  Hence , whatever Botha 
presented as evidence to Tutu was enough for the Bishop to 
find it necessary to stress his convergence with Botha and his 

. divergence with the ANC, whose leadership is staffed by 
members of the outlawed South African Communist Party .  

During Tutu' s  sermon on June 16 ,  he dropped for a mo­
ment the radical tone he has adopted in the last year, calling 
for a "reconciliation between white and black. "  But while the 
mass rioting predicted by the ANC did not materialize , South 
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Africa remains a ticking time bomb. Unless such a reconcil­
iation is permitted to occur, there is no way the conflict can 
be resolved. Preparations have already begun for South Af­
rica to "go it alone ," in defiance of international pressures , 
which will mean a bloodbath and the destruction of any 
potentially positive role for the most economically powerful 
country in Africa� 

Soviets tighten the noose I 
A fight has broken out internationally over economic 

sanctions against South Africa, heralded by an international 
conference sponsored by the "U .N .  Commission for Eco­
nomic Sanctions against South Africa" in Paris June 1 6-20 . 
Dozens of organizations and church groups staged demon­
strations throughout the world . On June 1 5 ,  the Pope de­
manded an immediate end to apartheid . 

Using the fight against apartheid;iwhich obviously must 
be eradicated, the Soviet have built up their strategic position 
in southern Africa through these meetings . On June 16 ,  the 
Front Line states (bordering South Africa) called on the U .N .  
Secunty Council to implement economic sanctions to com­
memorate the Soweto riots . On June 1 8 ,  another Security 
Council session was called on the issue of sanctions , this time 
to protest South Africa' s  alleged June 5 raid on the Angolan 
port of Namibe . 

The Paris U .N .  conference then became a forum domi­
nated by the ANC, with many countries jumping on the anti­
apartheid bandwagon . But with the U.ited States, West Ger­
many, and Britain absent , and France present only as observ­
er, the conference was doomed to fail . An EC foreign min­
isters conference ,  the same day in Luxembourg, decided to 
postpone any decision on sanctions until the heads of state 
meeting at the end of June . 

Further economic sanctions against South Africa will 
mean genocide-as Inkatha, the largest black-liberation 
movement in the country, has stressed� South Africa' s  indus­
trial power is the only basis in the region for large-scale , 
rapid economic development, but the �disinvestment" policy 
pushed by the United Nations , the World Council of Church­
es, and the Soviet front groups would dismantle that capabil­
ity . The Soviets have never shown the least concern for such 
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life-and-death economic issues , as the catastrophe in the 
countries closest to them, such as Ethiopia, betrays . 

In Britain ,  the country responsible for establishing 
apartheid in the first place , the resistance to sanctions is 
hanging by a thread. On June 8, the Sunday Times revealed 
that the Queen of England, generally supposed not to inter­
vene into political matters , was pressuring the British gov­
ernment to enact full economic sanctions .  As Queen of the 
Commonwealth countries, Elizabeth II had reportedly re­
ceived warnings from the prime minister of India and espe­
cially from President Kaunda of Zambia that unless sanctions 
were applied, th�y would leave and break up the Common­
wealth . The group of so-called Eminent Persons is to present 
to a special Commonwealth meeting in London, the results 
of its fact-finding investigations in southern Africa. August 
2 was given as the ultimate deadline . 

Ironically , the Commonwealth may indeed collapse . 
Prime Minister Thatcher, supported by such media as the 
London Times, made it clear that she opposed any wide­
ranging sanctions ,  though she refused to comment on the 
Queen' s  position , outside a mere declaration: "It is between 
me and my Queen ." In the United States , Congress pushed a 
motion on June 1 8  demanding broad economic sanctions . 

The real battles 
The very fact that these debates have taken place , is a 

major success for the Soviet Union . While attention focused 
on sanctions ,  and predictions of ANC leader Oliver Tambo 
in Paris of "success very soon," Moscow's direct, on-the­
ground operations have almost gone unnoticed . Only a few 
months away from Gorbachov 's planned visit to Africa for 
the Ethiopian Revolution celebrations in September, the So­
viets are shoring up their military presence . Since May 27 , 
they have launched three offensives in southern Angola against 
the anti-government forces of Jonas Savimbi ' s  UNITA. Ac­
cording to intelligence reports , the offensive is moving east­
ward toward Zambia, and southward toward the Namibian 
border, with major deployments in the center-east of the 
country . 

. . 

Reports from the battlefield indicate that though the So­
viet and Cuban forces have not yet committed all of their 
military potential , each unit of the FAPLA (Angolan govern­
ment troops) is under direct Soviet and Cuban control . Sim­
ilarly , not one Angolan is being allowed to fly the MiGs or 
the MI-24 gunship helicopters . As in Afghanistan , Moscow 
wants to do it itself. Whether UNITA can resist such an 
onslaught when it is fully unleashed, can only be surmised . 

The aim is to send a message to every African capital that 
the Soviet Union is unchallenged in the region. One response ,  
according to the weekly Jeune Afrique, was the May appoint- . 
ment of a new Zairean foreign minister, Mandungu Bula. He 
was trained in the Soviet Union in the early 1 960s together 
with many of today' s  leaders of the Angolan regime . A for­
mer adversary of Zaire' s  President Mobutu , Bula is strongly 
anti-American . 
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Do You Have the 
Latest 

Ammunition 
To Fight for the 

SDI? 

Japan and the SDI: . 
An Inside Look 

Japan's ful l-scale paJticipation in the U.S: Stra­
tegic Defense Initiative could shorten the re­
search time for deployment by a ful l  two years, 
and bring enormous . economic and defense 
benefits to Japan. 
How this can happen is detailed in the just­
published transcript <;>f a two-day conference 
in Tokyo, "SOl: Mi l itary, Economic. and StrategiC 
Implications,· sponsored by the Fusion Energy 
Foundation and the Schi l ler Institute on April 22-
23, with 180 members: of Japan's scientific and 
pOlitical elite in attendance. 
The consensus at the ' end of the two days was 
that Japan's participation in the SOl as an equal 
partner is both necessary and urgent. As Prof. 
Makoto Momoi of the Yomiuri Research Center 
put it, "Every day that Japan does not partici­
pate in the 501 is another day lost" in the battle 
to counter the SovieUhreat. 

Top U.S., European. . and Japanese scientific. mil­
itary, and pOlitical representatives discussed: 

• the latest technologies of the SOl; 
• specifically what Japan can contribute; 
• the political climate in Japan; 

. 

• the nature of the SOviet threat. 

Ful ly documented at the conference is how SOl 
technologies will bring about a ·100-fold leap in 
energy flux density, dbruptly reversing the de­
cline in productivity in industry. 

Now, the full proce8!dlngs of the conference 
are available in a trcJnscrlpt. Order your copy 
for $100.00 by writing the Fusion Energy Foun­
c:laHon, P.O. Box 17149, Washington, D.C. 20041-
0149. Or call (703) 771-7000 to place your order 
by telephone. Visa/MasterCard accepted. 
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France 

Chirac-Mitterrand: 
uneasy cohabitation 

by Philip Golub 

In the three months which have passed since the legislative 
elections which brought a conservative coalition led by 
Jacques Chirac to power, the contradictions inherent to the 
power-sharing arrangement between Chirac and French Pres­
ident Fram;ois Mitterrand have come increasingly to the fore . 

Fundamentally divergent orientations make these contra­
dictions inevitable in the areas of anti-terror policy and cer­
tain specific aspects of French defense policy . Hence a first 
significant row erupted over the new government' s  intent to 
harden anti-terror legislation in May. Mitterrand argued in 
favor of a rather vague notion of civil liberties against the 

. supposedly repressive nature of the government' s  proposed 
legislation . This dispute has in fact become a permanent 
feature of the relationship between President and prime min­
ister. 

More recently and perhaps more importantly , Mitterrand 
and Chirac have clashed over the issue of defense policy, 
notably on the issue of French participation in the Strategic 
Defense Initiative (SDI) . 

Chirac: 'SDI is irreversible' 
Speaking before the Association of the Diplomatic Press 

May 23 , Premier Chirac declared that his "government has 
adopted a much more positive attitude towards SDI than its 
predecessor. SDI is an irreversible tendency ," said Chirac , 
fully justified by the ongoing ballistic missile defense re­
search in the Soviet Union . He then added at the time, "It 
would be irresponsible for France to stay by the way­
side . . . .  We cannot afford not to associate ourselves . "  

A few days later President Mitterrand chose to rebuff his 
prime minister publicly during the graduation ceremonies of 
the St. -Cyr officers ' academy . Co�thinkers of the previous 
defense minister, Paul Quiles, in the defense ministry fol­
lowed up Mitterrand' s  attack on Chirac and the SDI by in­
serting a dogmatic critique of SDI into the official defense 
monthly of the ministry, Armees d' aujourd' hui (Armed F orees 
Today) . The latest skirmish of this cabinet warfare is the 
publication of a half-hearted defense of SDI in the military 
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journal , Defense Nationale . 
In reality , the debate over ballistic missile defense is not 

so much military or technological as political . President Mit­
terrand has consistently opposed the idea of an SDI/TDI 
(Tactical Defense Initiative) , although French labs working 
on high-powered lasers have producejd some excellent labo­
ratory results over the past two years . Mitterrand knows that , 
were he to concede policy-making powers to Chirac on de­
fense , he would in effect be giving up his major constitutional 
prerogative in international military and security affairs . 
Hence Chirac , by raising the SDI issue , is directly challeng­
ing the President's policy-making pow�rs . Out of this emerges 
the constitutionally defined dilemma of two contradiCtory 
executive authorities which negate each other. 

All major defense and foreign polity decisions will there­
fore be stalled until the presidential elections which are reg­
ularly slated for 1 988 but which could occur earlier if the 
stalemate of cohabitation becomes unbearable . That this is 
not the case for matters pertaining to internal security affairs 
is made clear' by the increasingly successful efforts of the 
Chirac government in anti-terrorist matters . The government 
has recently signed a series of bilateral anti-terrorist accords 
with the United States , the Federal RepUblic of Germany, 
and Italy. Although the details of these accords have not been 
made public , they are said to involve measures to facilitate 
extradition of known terrorists , joint anti-terror actions when 
called for, and reinforced intelligence cooperation . The gov­
ernment is not constitutionally bound to seek out Mitterrand' s 
blank check in affairs which normally pertain to government 
activity . 

Nonetheless, the dilemma remains: a government with 
limited powers facing a President with limited authority . 

The result is government by consensus , where consensus 
can be achieved . The deeper flaw in the arrangement is made 
only too clear in the ongoing negotiations over the French 
hostages still detained by the Iranian!"controlled Hezbollahi 
and the Islamic Jihad, which also detain five American hos­
tages . Prime Minister Chirac has either been forced to accept 
or has chosen to accept political responsibility for the eight 
remaining French hostages. At the same time , President Mit­
terrand has continued to engage in his own, discreet but 
visible personal diplomacy vis-a-vis the Syrian and Iranian 
governments. Special envoys of the presidency have flown 
to D�ascus repeatedly over the past weeks even in the midst 
of the government' s  official negotiations with these govern­
ments . There is no serious reason to believe that the French 
Executive , which is a house divided , will find means to free 
its hostages exept at an extravagant political price, a price 
Chirac cannot accept to pay given his historical and recently 
reiterated ties to moderate regimes in the Mideast. Nor is 
there any reasonable hope that the crude Iranian and more 
subtle Syrian blackmail will cease . Adeadly game is thus in 
process not only between France and her blackmailers , but 
between the President and prime minister of France . 
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Look who's out to stop Israel's 
Marshall Plan' lfor the Middle East 

by Paolo Raimondi 

In our last issue, we presented a report byEIR correspond­
ents Muriel Mirak and Paolo Raimondi, on the results of 
their IO-day visit to Israel at the beginning of June . Titled 
"Debate in Israel Over Mideast 'Marshall Plan, ' " the arti­
cle and accompanying interviews documented the contrast­
ing views of Prime Minister Shimon Peres and his advisers, 
on the one hand, and the grouping around the Armand Ham­
mer Fundfor Economic Cooperation in the Middle East, on 
the other. Here we continue that analysis, and publish more 
exclusive interviews with Israeli policymakers . 

Just as Israeli Prime Minister Shimon Peres and Economic 
Planning Minister Gad Ya'acobi have decided to call for 
international support for a "Marshall Plan" for development 
of the Mideast, and to characterize this as probably the last 
chance for peace in the region , diverse groups and schools of 
anti-growth and pro-austerity economic policies have sur­
faced forcefully in Israel to counter this effort . Leading the 
pack was Kenneth Bialkin , the just-retired chairman of the 
Anti-Defamation League , the Wall Street lawyer well known 
for his association with cocaine mafia boss Robert Vesco . 
Bialkin led a delegation to Israel recently of 60 officers and 
members of the ADL, including the new chairman, Los An­
geles lawyer Burton Levinson, and ADL Associate National 
Director Abraham Foxman. 

At a press conference in Jerusalem on June 9 ,  Bialkin 
declared his intention to stifle the ongoing U. S. investigation 
of the Jonathan Pollard espionage case , with all its traces 
reading to . Soviet spy rings and Israeli power oroker Ariel 
Sharon . Bialkin stated that the U . S .  governnment' s  investi­
gations "were not being sufficiently guided by the broader 
considerations of foreign policy, intelligence policy, and the 
mutual desire of both countries to continue their friendly 
relations . " 

Then Bialkin explained how his organized crime-linked 
grouping intends to undermine Prime Minister Peres ' s  plan, 
and tum Israel into a "free-enterprise" paradise of tourism, 
real-estate "development," casinos , and drugs . The "tran­
scendent question" for Israel, he said, is financial indepen­
dence . He vowed to devote more of his own time ,  in the 
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framework of the Israeli gov�rnment' s  "Operation Indepen­
dence ," to encourage the "freeing up of Israel ' s  economy." 
"For Israel to achieve economic and financial viability , it 
must do more to introduce the free-market concept ," he said, 
adding that he considers himself a "flaming liberal . "  

Operation Independence was intended to achieve­
through austerity measures and redefinition of investment 
targets-"freedom" from the rest of the Western world, and 
in particular from the United States . Economics and Planning 
Minister Ya' acobi revealed ati the end of 1 984 that the nucleus 
of a iask force for this projecti had been created , consisting of 
Bialkin , United Brands magnate Max Fisher, and Charles 
Bronfman. Operation Independence was supposed to involve 
infusions of capital directly into Israeli firms , preferably tour­
ism enterprises . But the core of the plan consisted in trans­
forming the port of Eilat , on the Red Sea, into a "free-enter­
prise zone . "  The Eilat area pas already become , over the past 
few years , one of the most important transit points for dope 
and a "paradise" for drug consumers . 

Operation Independence ,never really got off the ground. 
But Bialkin and company are reviving it now as a countero­
peration against the Marshall Plan , whose contrary economic 
and political philosophy is based on regional development 
through high-technology-veCtored Great Projects in infra­
structure , agriculture , and industry . 

Hammer. and the State Department 
In coordination with the"ADL effort, the Armand Ham­

mer group is promoting similar solutions , rejecting the Great 
Projects concept , in favor oil smaller projects and free-enter­
prise zones , giving free rein to wild speculation and dubious 
financial manipulations .  The Hammer group is now soliciting 
support for its plans from international banks and financiers . 

At the same time, a delegation of economic experts from 
the U .S :  State Departement, led by W .  Allen Wallis , the 
undersecretary of state for economic affairs , arrived in Israel 
for discussions on the econOmic future of the region. This 
team is insisting that all the Israelis' problems could be solved 
with a drastic cut in the budget and massive austerity mea­
sures , especially in social expenditures . Wallis is an advocate 
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( 
of the economic policies of Hitler 's  economics minister, 
Hjalmar Schacht; during the 1 930s he , along with the Harri­
man family, supported Nazi eugenics" policies; more recent­
ly, he collaborated with Milton Friedman's  "Chicago School," 
which advocates drug legalization under the rubric of "free 
enterprise . " 

Then there is the incompetent Israeli minister of industry , 
Ari!!l Sharon , who has been trying for months , with little 
success , to increase Israel ' s  exports . Sharon is .convinced 
that with lower taxes and more subsidies for exports , "the 
country' s  economic problems could be solved . Similar poli­
cies have been adopted by stooges of the International Mon­
etary Fund in many developing countries , with Jhe result that 
their economies have been destroyed , while providing no 
solution at all for the foreign debt burden . 

All these ideologues share the dream that Israel will agree 
to liberalize its economy and privatize the powerful state­
controlled economic sector, hitherto the bastion of techno­
logical advance in the country " . 

Israel 's economic crisis 
For Israel as well as the moderate Arab states , the Mar­

shall Plan is the only way to survive and develop ; and Prime 
Minister Peres is acting on this basis .  He recently appointed 
Prof. Michael Bruno as the new governor of the Bank of 
Israel , one of th<;lse who participated in the formulation of the 
Marshall Plan . Bruno replaces Moshe Mandelbaum, who 
was denounced by the government' s  Bejski Commission , 
along with the presidents of the seven major Israeli national 
banks , for having plotted speculative actions which three 
years ago collapsed the Stock Exchange and led to a 1 ,000% 
inflation rate . 

It is the rapid acceleration of the economic crisis which 
is making the Marshall Plan indispensable for Israel . Besides 
the foreign debt burden , a dangerous lack of water is threat­
ening one of the most productive sectors of !he economy, 
agriculture. In mid-June , the government decided to cut ag­

" ricultural water supplies by 1 60 million cubic meters this 
year. Farmers reacted with dismay , saying that such a mea­
sure could cut agricultural production by one-third . Farmers 
from Galilee angrily said that they would have to uproot 
almost one-third of their banana and avocado trees or else try 
to irrigate the cultivated land until water supplies ran out , and 
then risk losing all the trees .  These farmers demanded cuts 
in energy costs , because they reported that 60% of the cost 
of water comes from the high cost of pumping it. 

Energy is a major problem for Israel . Energy Mini�r " 
Moshe Sh�al recently addressed the Engineers ' Club in 'rei -
Aviv , calling upon them to develop nuclear energy . The 
ministry aims to press the Treasury to provide funds for 
Israeli scientists to take part in research projects , at home atld 
abroad, on a new generation of "mini" atomic power stations .  
These would provide 500 kilowatts of  electricity and would 
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be exactly what Israel and also the rest of the region need 
right now. 

The fact that Israel' s  most precious resources, its tech­
nology and its scientific know-how, are on the line in this 
crisis, was confirmed by the dram�tic call made by the vice 
president of Technion, the university and technological re­
search center of Haifa, Michael Sh�sheim, who said: "Tech­
nion is facing collapse for lack of f�nds."  We were told that 
the research center in the Negev D¢sert was also collapsing 
for the same reason. , .  

Success for the Marshall Plan idea requires that people in 

All these ideologues share the 
dream that Israel wiU agree to 
liberalize its economy and 
privatize the powerful state­
controlled economic �ector, hitherto 
the bastion qf technolOgical 
advance in the country. 

Israel and the Arab world put politlcal and other difficulties 
aside and begin to work immediately on some joint economic 
development projects . International support will be required 
for suc� an effort, because the destabilizers will certainly do 
everything they can to throw it off the track. The current 
economic and social destabilization of Egypt, under the su­
pervision of the International Monetary Fund, is part of this, 
as is the growing social tension in Israel, whose aim is to 
divert attention from the Marshall Plan . In the most recent 
weeks , for example''- warfare has '  been artificially created 
between ultra-Orthodox religious f$latics and a violent coun­
tergang.  The goal is to polarize the country on an irrational 
issue . 

Because of these domestic crises, Prime Minister Peres 
canceled his trip to Peru in June; for the meeting of the 
Socialist International . While this conference has no merit in 
itself, it would have provided a Significant opportunity for 
Peres to meet Peruvian President Alan Garcia, whose fight 
against the IMF and for a policy of economic and technolog­
ical development represents the best example of a developing 
country fighting for its indepen�ce and sovereignty. In 
view also of the present IMF-created political unrest in Egypt, 
it will become more and more urgent that Israel and the Arab 
states establish contact with the countries of lbero-America 
to coordinate a common fight ag�nst the IMF, and for a 
development policy like the one represented by the Marshall 
Plan . 

" 
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Interview: Meir Pa'il 

The economic challenge is the 
best reason to make peace 

Meir Pa ' il is a Member of the Knessel . One of Israel ' s  lead­
ing military historians, he is well known for his groundbreak­
ing proposal for a strategic defense of Israel from behind its 
1 96 7  borders . (See EIR , Jan . 3 1 , 1 984) .  

EIR: What are the main projects i n  the Marshall Plan? 
Pa'il: They include oil pipelines ,  electricity grids , agricul­
tural development , and knowledge in the medical field . 

EIR: Minister Ya' acobi talks about nuclear energy plants in 
the Negev; what do you think? 
Pa'il: I 'm not against it ! There are desert areas between Iraq 
and Jordan , Jordan and Saudi Arabia, in the Negev and in 
Syria, which could be sites . Nuclear plants could be used for 
desalinization and to provide energy for water pumping sta­
tions .  Nuclear plants are not terrible ; we wouldn 't  be building 
Chernobyls ! 

EIR: How do you view the Marshall Plan politically? 
Pa'il: I would stress that in the ancient world , Mesopotamia 
[modem day Iraq] or Egypt , could have managed to develop 
their economies separately, with the Tigris-Euphrates and 
the Nile as water sources :  In modem times , there is no hope 
in the Middle East, unless all countries join for development. 
We deserve to think about the European model,  and to envi­
sion some kind of Marshall Plan . Even if there were not a 
hostile situation , even in peace , economic collaboration is a 
must. This is why everyone in the Middle East, from Iran to 
Libya and Egypt , and Turkey, all should think of themselves 
as parts of an economic unit . 

The economic challenge of the Middle East is perhaps 
the best reason for making peace, an excellent cause for 
taking peace initiatives . When I think about the economic 
pote�tial of the Middle East and ani. convinced that it won't  
work without peace , my sensitivity to this initiative grows .  
This i s  the reason I appreciate the prime minister' s  proposal 
very much. He ' s  right iIi thinking that the Middle East is an 
excellent target for investment; it may even help Germany, 
France, and the United States to solve their unemployment 
crises . It ' s  good fO.r these nations ;  and for us,  it ' s  more than 
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"good," it ' s  the only way out . 
I want to stress that the interest in peace is not only for 

the Middle East but for the rest of the world . If the Soviets 
asked me , i 'd  say even they could take part . I'd tell Mr. 
Peres , "After criticizing you and your party since the Six Day 
War, for not taking initiatives for peace , I consider your 
Marshall Plan a positive development , because I think you 
will gradually come to the conclusion you must be ready to 
evacuate the occupied territories . "  If Mr. Peres would like to 
use this as a covert plan for a peace initiative , that ' s  good, 
too . 

EIR: What are the next steps that should be taken? 
Pa'iI: The main political challenge is to convince the United 
States not only to become the economic sponsor of the Mar­
shall Plan , but the political sponsor of a peace initiative , too . 
This means convincing or educating the Israelis to be ready 
to evacuate the occupied territories . It' s  a difficult job , first 
to convince the United States,  and get them to convince the 
Israelis ! People like myself in Israel try to educate circles to 
take up our peace initiative; an initiative fr�m the ou�side 
would be very fruitful .  

EIR: How do you evaluate the fact, that Industry Minister 
Sharon and the Soviets attacked the Marshall Plan almost 
simultaneously? 
Pa'il: From the Soviets ' standpoint, a Middle East peace 
and Middle East economic development plan, sponsored only 
by the Americans and the West, with developing infrastruc­
ture even owned by forces in the West, would be considered 
"imperialist . "  As far as Sharon' i s  concerned, he doesn 't have 
a very deep understanding of the issues , but thinks that it 
won't  work without a peace settlement-
" 
EIR: -which he doesn 't  like-
Pa'i1: -whiCh he despises , because he knows Israel would 
have to evacuate the occupied territories . Maybe he' s  being 
manipulated by someone . For him, any step toward peace is 
negative , because he knows that it means evacuating the 
territories , which would be a disaster for him . 

EIR June 27 , 1 986 



When we ratified the Camp David agreement in the Knes­
set , Sharon and Geula Cohen astonishingly voted with the 
Communists-what I call the "Soviet Church Commu­
nists"-against the accord . I tried to probe them, I said to 
their leader, "You , who call yourselves Marxist-Leninists , 
socialists , should be for peace , but you have problems with 
the Soviets . Okay, then abstain , but don 't vote against it, 
don't vote with Moshe Arens and Geula Cohen . "  He didn't 
listen. 

EIR: What do you think the Palestinians should do about 
the Marshall Plan? 
Pa'i1: They should be for it, all out . Whatever Palestinian 
entity, state or whatever comes into being , it wouldn't be 
economically viable without open borders and excellent con­
nections to Israel , Syria, Jordan and Saudi Arabia . After the 
establishment of peace , the Marshall Plan would be a form 
of economic rescue , to save them from poverty . The Pales­
tinians don' t  have the advantage Israel has , of being a bridge­
head to Europe . If there is peace , I hope to see Israeli com­
munities in Iraq, Syria, and Iran again , and Arab communi­
ties in Israel . Why not? I can envison something like a "United 
States of the Middle East. "  

EIR: One of  the major problems lying in  the way of  devel­
opment is the massive debt both Israel and Egypt have . What 
do you think of their jointly renegotiating it, to release de­
velopment resources? 
Pa'i1 :  It is an excellent idea . But the problem is , the peace 
process stopped after Sadat, because he and others thought 
that the Egypt-Israel axis would broaden to Jordan , Saudi 
Arabia and so on . Since this process has not continued, Egypt 
sees its economic-political cooperation with Israel as a dis­
advantage to them in the eyes of the Arab world . Who is to 
blame? We Israelis ,  Begin , Shamir and , at least until the 
Marshall Plan , also Peres . 

The Taba issue is an excellent example of the delaying 
tactic that they have been using . Here is a piece of land, less 
than one square mile . The Israeli authorities are delaying; 
once the first step is taken towards Jordan and the Palestinians 
together, the economic renaissance between Israel and Egypt 
would continue between Jordan and Israel . If Syria were to 
join , so much the better. H,ere there is the other problem of 
the Israeli authorities and public opinion: Psychologically , 
the Israelis have been caught in a trap by these territories . 
Just imagine: There is an Egyptian pipeline from the Nile to 
EI Arish, all along the Sinai northern coast . To build a con­
tinuing pipeline to Israel is not difficult , but for Egypt to do 
it, means that nation would be called a Quisling . We have 
water problems . Israel has just found deep water in the Negev 
Mountains , which could be used, mixed with Galilee waters . 
But waters from the Nile would be even better. Even disre­
garding the IMF problem, pipelines could be built, paid for 
with Israeli goods to Egypt. 
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Interview: Yitzhak Artzi . 

Goal: cooperation 
among 'enemies 

Yitzhak Artzi is a Member of Knesset from the Independent 
Liberal Party. 

EIR: What can you tell us about the Mideast Marshall Plan? 
Artzi: The choice of the name is aiready indicative of the 
concept . The original Marshall Plan aimed at recovering the 
European economy tom by war, but -its basis was cooperation 
among former enemies . This is the reason why Peres and his 
advisers took this notion . 

EIR: What is its basic idea? 
Artzi: Since oil prices are down , and the financial situation 
of European and American consumets is improved , an inter­
national fund should be set up to operate in the Middle East , 
as well as perhaps in the developing sector, to solve the basic 
problems of those countries .  A body would be set up with the 
special assignment to help Middle East countries and develop 
development plans . The political thinking is to create an area 
of mutual interest above the reality of war, by creating areas 

"The Marshall Plan. could improve . 
the climate between israel and the 
Arab countries. The idea is to 
disconnect the political l:dfortJrom 
the economic one, to reach, a 
situation where two countries 
technically in a state qf war, are 
cooperating. " 

of strong cooperation . This requires meetings , discussions , 
and direct contact; it means spreading knowledge of it among 
the masses. It could improve the climate between Israel" and 
the Arab countries ,  and be a complement to efforts for peace. 
The idea is to disconnect the political effort from the econom­
ic one , to reach , through international agreement, a situation 
where two countries technically in a state of war, are coop­
erating in plans vital for their future . 

EIR: What are some of the specific areas of cooperation 
considered? 
Artzi: First is water. Israel has a water shortage , Syria is 
suffering , too . Nile water could be used for both . Also .the 
Yarmouk River in Jordan , whose resources are currently not 
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being fully exploited, could increase the water supply for 
Jordan and Israel . Cooperation with Jordan could help solve 
the problem of soil erosion caused by the Dead Sea. 

Another important area is tourism. If we could offer pack­
age tours to lsrael , Jordan, and Egypt, it would increase the 
flow of people into the area. This could be accomplished if 
the ministers of tourism came together to guarantee safety 
from terrorism. 

EIR: What have the reactions to the Marshall Plan been , in 
the Knesset? 

. Artzi : It has never really been discussed there formally , but 
has been brought up in the framework of Peres's trips and 
reports . Right now it depends on the big powers in the West , 
. to set up the funds , or go for the idea. The Marshall Plan may 
change the whole region in a revolutionary way . 

Interview: Professor Ze'ev Hirsch 

The Hammer Fund: 
free-trade zones 

Ze' ev Hirsch, chairman of the Armand Hammer Fund for 
Economic Cooperation in the Middle East, is a professor at 
TelAviv University . The Hammer group sponsored a confer­
ence at the university in June, where this interview took 
place . 

EIR: Could you tell us about the Hammer Project? 
Hirsch: Prof. Ben-Shahar, in his opening speech to this 
conference , went through this . The work conducted through 
the Hammer Fund at the Tel Aviv University goes back to 
before [the late Egyptian President Anwar] Sadat ' s visit here . 
The idea was that peace should be taken seriously , and that 
once peace is established, economic considerations will be­
come relevant, in which we want to minimize rivalries among 
�ations and maximize benefits . We started thinking, then, 
what sort of economic approach we should have , once the�e 
is a political settlement. The president of the Tel Aviv Uni� 
versity at the time , Prof. [Haim] Ben-Shahar, wanted to 
involve Americans financially in the area. David Rockefeller 
had been helpful in the early stages of negotiations between 
Egypt and Israel , but lowered his profile later, when it was 
clear the peace process would not encompass the rest of the 
region . Hammer intervened later; he is a person who sees 
opportunities offered by political changes . Ben-Shahar per­
suaded him to support a group working here at the Tel Aviv 
University . We worked on meetings ,  bilateral and multilat-
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eral , among those of the regloJ, to develop thinking on eco-
nomic develQpment. j . 

l 
EIR: This sounds like the Mari;hall Plan , which Prime Min­
ister Peres has launched. Is thete a connection? 
Hirsch: No. The Marshall PI�n is a government plan. The 
Hammer Fund is an indepen4ent project. We worked on 
projects which could be usef41 if the Marshall Plan were 
implemented . ·  If adopted ,  ourl projects for joint Egyptian­
Israeli cooperation , could receiive funding . 

EIR: What kind of developmept plans have you proposed? 
Hirsch: For example , a port atGaza could be used by Israel , 
the West Bank, and Jordan , as well as the Gulf states . It 
requires only Israel 7 s  and Jordap's  agreement to allow goods 
to enter the port. The port wo�ld be run by Arabs , it would 
be an Arab enterprise , not an �sraeli state enterprise , Other 
projects contemplate utilizatioq of Nile River water for Gaza 
and the Negev desert , which would allow Israel to provide 
its water to the West Bank. <t, joint fertilizer production: 
currently Egypt and Israel eac� have some but not all of the 
basic raw materials for fertilizors; if they pooled these mate­
rials , they could jointly produc� fertilizers . 

_ EIR: The Mideast "Marshall Plan ," according to Minister 
Ya' acobi , calls for nuclear ene�gy plants in the Negev. What 
is your group' s  approach? Do �ou agree? 
Hirsch: No. The first priority �e see , in the energy field, is 
the sale of Egyptian gas to Israel , which could be accom­
plished through a pipeline . 

I 
EIR: The Hammer group tal�s a lot about free enterprise 
zones and free trade zones . Ca, you explain this? 
Hirsch: These free trade zon�s would facilitate joint ven­

. tures between interests in differl:nt countries ,  without forcing 
the countries into cooperation . Fgypt and Israel already have 
them. 

·�rmand· Hammer is a master at . 1 
combining politicC14l and 
commercial opportJunities. This was 
clear in his entertrJg deals with 
Russia, at the time oj Lenin 's New 
Economic Program. " 

i 
EIR: What is Armand HamJ1l.er' s  interest specifically here? 
Hirsch: I can only guess at if, but I know he is a master at 
cOJIlbining political and com�ercial opportunities .  This was 
clear in his entering deals witQ Russia, at the time of Lenin' s  
New Economic Program. ' 
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Middle East Report by Thieny Lalevee 

Islamic fanatics rampage in Egypt 

The Muslim Brotherhood has flexed its muscles in Asyut, and a 
showdown with the government is inevitable . 

In recent months , the political and 
social life of the town of Asyut in Up­
per Egypt has been radically trans­
formed . It is still officially ruled by a 
governor, newly appointed last April 
by the central government in Cairo , 
but the power of decision-making af­
fecting the daily life of the inhabitants 
of the city , has gradually shifted into 
the hands of the Ikhwan al Muslimiin 
(Muslim Brotherhood) . In early April , 
the Brotherhood launched what can be 
best described as a general assault on 
the town. 

The pretext for the operation was 
given on April 10 ,  when a member of 
the organization was wounded after a 
fight with two policemen. Shot in the 
head , Shabaan Rashed died four days 
later in a military hospital in a Cairo 
suburb. 

What has happened since , has be­
come the most important test of 
strength to date between the central 
government and the Brotherhood, 
which has always been active in the 
region . Hours after President Anwar 
Sadat's assassination in October 198 1 ,  
the Brotherhood r�mpaged in Asyut 
with a violence unequaled elsewhere . 
More recently during the riots of Feb. 
25 , the Brotherhood of Asyut was 
again in the forefront . By taking over 
Asyut, the Brotherhood had interlock­
ing aims: 

• First, to prove that the Broth� 
erhood is now powerful enough to im­
pose its own "Islamic Ikhwan order" 
on an entire city , This could not be 
done in either Cairo or Alexandria, 
which are better protected, but this 
could happen in a city hundreds of 
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kilometers south of Cairo . 
• Second, to make a mockery of 

the police forces . It must be kept in 
mind that the new interior minister, 
Mllior General Zaki Badr, was ap­
pointed last March because it was con­
sidered that, as governor of Asyut up 
to then , he had successfully crushed 
the Brotherhood. 

• Third , to control a strategic lo­
cation . For oenturies ,  Asyut has been 
at the crossroads of routes linking 
Egypt to Sudan as well as to Libya 
through the Western Desert . These 
same routes are still used by arms and 
drug smugglers . The latest informa­
tion indicates that Libya is running a 
lucrative cocaine-smuggling network 
into Egypt , via Asyut . Considering 
also thflt Asyut is one of the main cen­
ters of the Egyptian Coptic Christians , 
the success of the Brotherhood in­
volves another level of religious war­
fare . 

Following the death of Shaaban 
Rashed, the Islamic groups launched 
a successful operation to take cpntrol 
of the university . Through sheer ter­
ror, which included the physical beat­
ing of professors and students ,  they 
imposed separation between women 
and men, according to a rigid interpre­
tation ofIslamic law , and attacked any 
male daring to speak to a woman. 

They went on to change the curric­
ulum of the university " banning the 
teaching of certain scientific subjects , 
while imposing interruptions to lead 
the prayer. In the city itself, the same 
method was implemented toward 
shopkeepers , with similar results . 

The "Talae al Iman" (Vanguard of 

the Faith) , a fundamentalist organi­
zation led by the sons of one of the 
historical founders of the organiza­
tion , Hassan al Banna , has become 
one of the top financial powers of the ' 
province . Operating according, to Is­
lamic principles and working with its 
own Islamic Bank, "Talae al Iman" 
controls almost everything from real 
estate construction to food markets , 
housing, cement factories , and clothes 
shops . 

, As investigations show, such a fi­
nancial empire cannot be built only 
through local power. Money pours in 
from Islamic fanatics working in the 
Gulf, and according to some, directly 
from Iran and Libya, through some 
embassies in Eur.,pe , notably in Scan­
dinavia . Hence, far from being local 
events , Asyut' s  troubles have become 
the focus of an international mobili­
zation among Islamicists , The con­
nection with Cairo is very active . In 
recent months , some 20,000 weapons 
disappeared in the military garrisons 
of the capital; most found. their way to 
Asyut, reports Le Monde . 

These events coincided with the 
illness and death of Omae el Telmes­
sani , one of the last historic leaders of 
the Brotherhood, but somehow con­
sidered as "moderate . "  In- the weeks 
before his death, the battle for the 
succession among younger and more 
radical Brothers who have come out 
of the local groups , the Komitehs and 
Gamaat of the mid- 1 970s , had al­
ready begun . It has since intensified. 
Meanwhile the Brotherhood has be­
c,ome more powerful in parliament . 

Faced with these events , in addi­
tion to many other economic prob­
lems , the central government has re­
mained ominously powerless . How­
ever, as rumors spread in Cairo of an 
upcoming social , explosion , a show­
down between thl; government and the 
Brotherhood is now inevitable . 
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Report from Rio by Lorenzo Carrasco 

Bragan�as ask return to monarchy 

But three different branches of the family claim to be the true 
royal descendants . 

T he Brazilian daily Jornal do Bra­
sil reported in June that Prince Phi­
lippe de Tassa Saxe-Coburgo e Bra'; 
gan<;a (Thurn und Taxis ,  in German) 
is proposing the return of the monar­
chical system to Brazil , alleging that 
it is the only political system that could 
guarantee stability in the country . "It 
is the most advanced system, portends 
national stability , and gives greater 
flexibility to government initiatives ," 
opined the Prince . 

Great grandson of the Emperor 
Peter II , Philippe believes that it will 
be possible to install a British-styl�d 
parliamentary monarchy through the 
deliberations of the National Constit­
uent Assembly, which will be elected 
at the end of this year to write a new 
Brazilian constitution. Philippe and the 
rest of the royal Bragan<;a family insist 
that in the Constituent Assembly , "all 
forms of government should be dis­
cussed , and the people should choose 
the concepts most appropriate to . . . 
their country . " 

This latest bit of insanity from the 
Thurn und Taxis and Bragan<;a fami­
lies could be dismissed, were it not for 
the widespread coverage it has re­
ceived in newspapers like Jornal do 
Brasil, whose editors have perhaps not 
forgotten their own monarchical 
origins in the year 1 89 1 .  In fact, Jor­
nal do Brasil was founded with the 
collaboration, among others , of the 
Baron Rio Branco, for the purpose of 
serving as the mouthpiece of the mon­
archist tendencies that existed at the 
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birth of the republic . Today, Jornal 
do Brasil is intertwined with the inter­
ests of the Bank of Boston , another 
enemy of the republican system of 
government, known for its role in drug­
money laundering . 

Meanwhile , the Baron Rio Bran- . 
co , founding father of Itamarati (Bra­
zil ' s  foreign relations ministry) , de­
fended in his correspondence of that 
era the idea that "the parliamentary 
monarchy is a more advanced form of 
government than a republic , and served 
less the interests of the Bragan<;a fam­
ily , than of the nation . . .  by making 
Brazil an exception in America . "  It 
was precisely through the creation of 
Itamarati that the Baron succeeded in 
prolonging imperial foreign policies , 
even under the republic . 

This fact would be little more than 
an anecdote of history , were it not for 
the present-day intrigues of Itamarati , 
such as were shown during the recent 
visit of President Jose Samey to Por­
tugal . There, under pressure of Ita­
marati protocol , President Samey of­
fered a reception which differed little 
from the monarchist fashion of ren­
dering homage to the Emperor Peter 
II , as even Jornal do Brasil noted . It 
was perhaps this very detail which res­
urrected the old illusion of a Brazilian 
monarchy . 

The illusion does not lack advo­
cates , even within government cir­
cles . Take the case of Celio Borja, a 
minister of the Federal Supreme .Court. 
Celio Borja, adviser to President Sar-

ney , last �ar spread the outrageous 
proposal tIlat Brazil ' s  credit system be 
handed over to the foreign banks . At 
the time he declared: "The Brazilian 
debt is private . . . .  It would be suf­
ficient for the government to let go of 
centralization of exchange to situate 
the renegotiation of the debt in other 
terms . Encijng the centralization of ex­
change wo!.Ild open up an opportunity 
for foreign ;creditors to bring dollars to 
Brazil . Thb opening up of strategic 
sectors such as the financial system 
and of computer data systems to for­
eign capital would make the political 
renegotiatibn of the foreign debt pos­
sible . "  

The representatives of  the Bank of 
Boston , arid of course the editors of 
Jornal do Brasil, fully agree with such 
a proposalJ 

The monarchists have their Bra­
zilian Mo�archist Party (PMB) , with 
backers iri various Brazilian states . 
Three branches of the Bragan<;a fam­
ily claim to be legitimate heirs to the 
non-existeht throne of the Brazilian 
empire . First, the branch of the Va­
souras , wbo have as their pretender 
Don Luis I.de Orleans e Bragan<;a, a 
prominentimember of Tradition , Fam­
ily , and Ptoperty (TFP) , the parami­
litary cult whose "political platform" 
is premised on the return of the tradi­
tional monarchy to Brazil . The Va­
souras farriily lives in Sao Paulo, Bra­
zil . 

The Bmgan<;a family lives in Pe­
tropolis , and is headed by Peter Gas­
tao de Orleans e Bragan<;a, who ad­
ministers the inheritance of the Em­
peror Petet II . A third branch is the 
already cited Thurn und Taxis , headed 
by Prince · Philippe de Tassa Saxe­
Coburgo e IBragan<;a, born in Austria 
but a nationalized Brazilian and a pro­
moter of the Brazilian Institute of 
Monarchist Studies of Rio Grande do 
SuI , in theiextreme south of the coun­
try . 
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Northem Flank by Goran Haglund 

A moderate war of succession 

will the Moderate Party chairman' s  quitting make Sweden' s  
largest opposition party face issues it' s now busy evading ? 

T he June 4 announcement of resig­
nation by Moderate Party chainnan {llf 
Adelsohn, who assumed his post five 
years ago , has put Sweden' s  largest 
non-socialist party in a bind . Adel­
sohn 's quitting not only took the Mod­
erate Party by surprise , as his tenn was 
to expire only in 1 987; but no serious 
rival has emerged, despite Adelsohn ' s 
failure to oust the Social Democratic 
regime in last year's elections. 

Traditionally Sweden's right-wing 
conservatives , the Moderates have be­
come increasingly dominated by neo­
liberalism, as a younger, yuppie­
minded generation pushed aside the 
more conventional , pro-defense and 
economic-growth outlook of the post­
war era. 

Old-line conservative leaders, with 
a classical education or finnly ground­
ed in the reality of Swedish export 
business, with whatever flaws that may 
entail , were replaced by young up­
starts , trained as speed-reading career 
politicians, whose only reality princi­
ple is the next imaginable promotion . 

Although himself a colorful spot 
in the grey landscape of Swedish pol­
itics ,  the ascension of Adelsohn thus 
coincided with the rise of neo-liberal­
ism and strategic softness. The non­
socialist opposition came to richly de­
serve the epithet of the foremost asset 
of the ruling regime . 

This dire condition of the Moder­
ate Party, and of Sweden, is epito­
mized by the person singled out by 

, media and opinion polls as Ulf Adel­
sohn's  most likely successor: Moder­
ate foreign affairs and security 
spokesman, 37-year-old Carl Bildt, the 
son-in-law of Adelsohn' s  predecessor 
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as party chainnan . 
Bildt has never revised his false 

claim that President Reagan' s  Strateg­
ic Defense Initiative "is and remains a 
technological impossibility ," which, 
nonetheless , would "have trouble­
some consequences for Europe . "  
While paying lip-service to conserva­
tive catch-words like a "strong de­
fense," Bildt has always been keen on 
horse trading with the regime, in the 
name of cross-party unity behind 
Swedish "neutrality" -a dogma he 
fanatically defends against those who 
campaign for a Swedish alignment to 
the West, particularly the European 
Labor Party , the LaRouche co-thinker 
organization in Sweden. 

Given Bildt ' s  aristocratic veneer 
and air of still being wet behind the 
ears , some circles are looking for an 
alternative , and push the candidacy of 
Ingegerd Troedsson, the first deputy 
speaker of the parliament and vice 
chainnan of the Moderate parliamen­
tary group . 

Fonnerly minister of health in the 
non-socialist coalition that took power 
in 1976, the 57-year-old Mrs . Troeds­
son, unlike the Moderate speed-read­
ers mentioned above , is not lacking in 
real-life experience, but like most 
Moderates , tends to become overly 
enthusiastic when there is talk of "the 
magic of the marketplace" and cutting 
the budget. 

Arguing that Moderate policy is 
eternally given, and that the choice of 
chainnan bears only upon who ' s  best 
to sell that policy to the voters , the 
Stockholm-based Moderates have 
called for quickly electing a new 
chainnan at an extraordinary party 

congress on Aug. 23 . Some Gothen­
burg Moderates want to postpone the 
party congress until November, to give 
members a chance to debate and influ­
ence the election. 

Moderate po(icy is not pre-deter� 
mined, argued the fonner1eader of the 

, Gothenburg M04erates, Stig Gunne , 
hut rather "all agree that the election 
will strongly influence which policy is 
to be pursued during years to come ."  

. This statemetlt of  dissent by some 
Gothenburg Moderates, who are tra­
ditionally more conservative than oth­
er Moderates , and whose city is even' 
nick-named "Little London" because 
of its W�stern tici; ,  caused consterna­
tion among th{)S� anxious to remain 
neutral . 

Asked for comment on the succes­
sion fight, another old-line Moderate 
and immediate predecessor of Adel­
sohn , Gosta Bohm.an, made no bones 
about his disapPfoval of Adelsohn' s 
premature resignation . Moderate ' 
chainnan during 1970-8 1 ,  the 75-year­
old Bohman said that assuming the 
party leadership is a mission in life­
like a marriage---not something you 
quit after five years . Especially not if 
there is no succe�sor. 

While refusi�g to recommend any 
particular name, Bohman asserted that 
a Moderate leadJr must be able to go 
down to the harbor and share half a 
bottle of booze with the dockers-a 
rude disqualification of all thinkable 
contenders . 

Pressed as to whether he would 
like his son-in-law, Carl Bildt ,  as the 
new chainnan" Bohman quipped, 
"Sure I like him,i he ' s  my son-in-law , 
isn' t  he? And I need him for assisting 
me in chopping up the firewood, cut­
ting down trees, ; painting sheds, tar­
ring boats , and everything imagina­
ble . As to the qUestion of the party 
chainnanship , it Shall be answered not 
by me, but by 4te election commit- ' 
tee . "  
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Jane 's says Soviets are 
10 years ahead in space 

The Soviet Union has taken an "almost 
frightening" IO-year lead over the U . S .  in 
its space program, Jane' s  Space Flight Di­
rectory reported in its latest issue June 1 7 .  

The Soviets are so far ahead of the 
Americans , "that they are almost out of 
sight ," said editor Reginald Turnill .  Soviet 
cosmonauts have logged more than 4,000 
days in space, compared with the American 
astronauts ' 1 ,587.  "Worse, the U . S .  expe­
rience is largely based on short flights , giv­
ing no more than three days at a time of 
uninterrupted materials-processing and 
crystal-growth experiments . "  The advanced 
Salyut space station Mir is already in place , 
but "for all NASA's  brilliant interplanetary 
successes, the U . S .  space station is receding 
into the mid- 1 990s" and NASA is "now 10 
years behind the Soviets in  the practical uti­
lization of what President Nixon so long ago 
dubbed ' this new ocean. ' "  

Turnill called the superpower dispute 
over the Strategic Defense Initiative a "phony 
controversy," since the Soviets , too, have a 
well-advanced space weapons program. 

Goethe Institute charged 
with spreading decadence 

West Germany's  Goethe Institute, a govern­
ment-funded cultural center with branches 
all overthe worid, is spreading degenerate 
trash instead of classical cu,lture, and aban­
doning the heritage of the German classics 
to East German propagandists . So charged 
Franz-Josef Strauss , the chairman of the 
Christian Social Union party and governor 
of Bavaria, in a speech to a meeting of In­
stitute officials in Munich on June 1 2 .  

The Institute i s  linked politically to the 
Free Democratic Party of Foreign Minister 
Hans-Dietrich Genscher, a Strauss oppo­
nent. It promotes the activities of such groups 
as the anthroposophs , the Greens , and the 
films of degenerates like the late homosex­
ual drug-addict Rainer Fassbinder. 

The Goethe Institute ' s  policy, Strauss 
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said, "has turned our country's cultural work 
abroad into a free playground for the inter­
national culture 'chi·queria. ' "  

Strauss said that East Germany 's  image 
abroad "will , in the long run , have a more 
lasting success than the dim 'Twilight of the 
Gods' variety presented by the Federal Re­
public of Germany . "  

The institute , Strauss said , has shown 
favor toward that "considerable part of the 
writing profession in Germany which has , 
for two decades, undermined this state, ruled 
by democratic law, slandered its responsible 
personalities ,  and evil-mindedly presented 
a distorted image of this state ' s  institutions . " 
Many of these writers and publishers , he 
said, were living in a "political-utopian neu­
tralism. "  

Strauss ' s  charges provoked enraged re­
sponses from the Free Democrats and Social 
Democrats . Former education undersecre­
tary Mrs . Hildegard Hamm-Bruecher (FDP) 
accused Strauss of directing his attacks 
against Foreign Minister Hans-Dietrich 
Genscher. The Social Democrats have in­
sisted on a parliamentary debate on "the 
Strauss case . "  

Thailand slaps on rules 
to limit Libyan 'aid' 

After a mid-June visit by Defense Secretary 
Caspar Weinberger to Thailand, the Thai 
government has asked Libya to channel any 
further money it sends to the nation' s  Mus­
lims only through the Thai government. 
Deputy Foreign Minister Arun Phanuphong 
told a Libyan- delegation led by Ahmad Mu­
hammad ai-Sharif that the government 
"knows Thai Muslims the best and would be 
able to allocate the aid properly . "  

Although al-Sharif denied that Libya sent 
aid to anned Muslim separatist groups in the 
south, Thai intelligence sources say that the 
Libyans have provided both funds and train­
ing for Muslim separatists . 

AI-Sharif, however, insisted that Lib­
ya' s  only involvement with Thailand' s  
Muslim minority was via small sums of 
money for schools and orphanages . 

\ 

Arafat: PLO accepts 
all U.N. resolutions 

"We accept all U . N .  resolutions ,"  said Pal­
estine Lib�ration Organization chief Yasser 
Arafat, in 1m interview with Maxim Ghilan 
in the Jumj issue of the Paris-based monthly 
Israel and.Palestine. Interviewed in Tunis,  
Arafat underscored that "we have stated that 
we accept international legality , by which I 

' mean the implementation of all the United 
Nations resolutions .  And the Israelis must 
remember that Israel is . the only state that 
has been created according to these U . N .  
resolutions . " 

Asked about his present policies on peace 
in the Middle East , Arafat answered that the 
PLO has since 1 969 proposed three solu­
tions . Thel first was the creation of a "dem­
ocratic stale in which we would all live to­
gether, Jews, Christians, and Mus­
lims . . . .  This was rejected . So we said: 
OK, back to international legitimacy and 
implementation of all U. N. resolutions . . . 

"In 1 977 , [we 1 stated that we were ready 
to set up OUr own national state in any part 
of our lan� from which Israel would with­
draw or which would be liberated . This has 
been rejected . 

"Last year, we offered the third propos­
al , through the Jordanian-Palestinian con­
federation. and this was also rejected. "  

Ambassadors in Sweden 
escape killers 

U .  S .  Ambassador to Sweden Gregory New­
ell escaped an apparent assassination at­
tempt during a dinner party the evening of 
June 1 7 ,  when his bodyguards fired at two 
armed men found lurking outside . "We are 
assuming that the men were attempting an 
assassination of the U . S .  ambassador," 
Stockholm police commissioner Sven Lilja 
said . 

Among the other guests was Mexico's  
ambassador, Andres Rosenthal . Newell and 
Rosenthal Were being entertained with about 
20 other guests at Lagno Island, east of 
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Stockholm, at the home of a millionaire 
Swedish industrialist, Bo Johnson. 

Two bodyguards of ambassador Newell 
stumbled across the gunmen while making 
a routine inspection of the grounds. The two 
men, according to the police chief, were 
armed with an assault rifle and a double­
barreled hunting rifle . The bodyguards fired 
three quick shots. The two men turned and 
fled on a motorcycle parked nearby . Police 
mounted a manhunt with boats , helicopters 
and dogs but without success . 

Sweden has been the focus of Soviet 
military harassment, including submarine 
incursions and activity by spetsnaz special 
commando forces . The assassination of 
Prime Minister Olof Palme was part of this 
Soviet-sponsored campaign of intimidation, 
as EIR has shown. 

Ramsey Clark in 
Libya illegally 
Former U.S.  attorney-general Ramsey Clark 
met with with Libyan dictator Muammar 
Qaddafi at the latter' s  home in Tripoli June 
17 ,  Libyan television reported. The report 
quoted Clark condemning the U. S .  raids on 
Tripoli and Benghazi as "violating Ameri­
can and international law ." 

Clark said he wished that all Americans 
could see the damage that the attack caused. 
Clark told reporters he was on a private visit 
to Libya for legal matters, involving firms 
he was representing . His clients were not 
named. 

President Reagan's  ban on Americans 
traveling to Libya remains in effect . U .S .  
government spokesmen commented that 
Clark's passport had not been marked for 
travel to Libya. 

China says it won 't 
aid'Filipino communists 

China has pledged to give no "substantial" 
support to the outlawed Communist Party of 
the Philippines ,  Vice-President Salvador 
Laurel told a news conference on June 1 7 .  
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"I have been assured by Deng Xiaoping and 
Premier Zhao Ziyang that the Chinese CP 
has stopped all contacts with the CP in the 
Philippines .  " 

He added, however, that the Chinese 
leaders had indicated that their party would 
continue sending "fraternal greetings" to the 
Philippine Communists , whose New Peo­
ple' s  Army has been fighting the govern­
ment in Manila for m;my years , with in­
creasing success . 

Laurel, the first senior Philippine offi­
cial to visit Peking since the Marcos govern­
ment was overthrown, said truce talks with 
the New People's  Army had just begun, but 
he declined to go into detail . Laurel also 
announced a new package of trade and eco­
nomic agreements with Peking. He said that 
the assurances given to him demonstrate 
"once and for all" that China will "not in any 
way caUSe trouble" for the Aquino govern­
ment. ''I 'm satisfied with it," said Laurel. 

French police head off 
anti-nuclear riots 

More than 10,000 people demonstrated in 
Cattenom, France June 1 5  against a new 
French nuclear power plant, the largest in 
the world. The demonstrations were kept 
peaceful by the pre-emptive action of French 
police . 

In May, in Wackersdorf, Bavaria, 
hundreds of West German police were in­
jured in a demonstration spearheaded by 
paramilitary chaoten. punkster youths con­
trolled by the Green Party and German 
Communist Party . 

The demonstrators in France came from 
West Germany, Luxembourg, and Bel­
gium, as well as France . Some 1 ,000 riot 
police set up roadblocks in a three-mile ra­
dius of the plant and made spot checks on 
cars . The police also blocked border cross­
ings between Luxembourg and France with 
barbed wire; traffic jams of several miles 
built up at remaining frontier posts . Police 
said no disturbances were reported at the 
rally and there were no arrests . 

. The first of Cattenom' s  four 1 ,300 me­
gawatt reactors is due to come on line in the 
autumn. 

1 BTiefly 

,. OVER 100 POLICE in West 
Germany have resigned in disgust 
over the gov¢rnment' s  soft attitude 
toward rioterS at the June 7 demon­
stration against the Brokdorf nuclear 
reproce'ssing plant , the police union 
reports. Polige are demanding that 
rioters be given stiff sentences , and 
are directing many of their attacks at 
the liberal Free Democratic Party , 
which they blame for the govern­
ment' s  "continuing indecisiveness ."  

• HABIB BOURGUIBA, Presi­
dent of Tunisia, declared to a June 14 
closed session of the ruling Destour 
party' s  cen!J'al committee, "However 
many years I live , I will devote them 
to fight againSt this evil phenomenon 
of Islamic fundamentalism." / 

• BUENOS 'AIRES, Argentina was 
covered with, posters June 15 de­
manding to know, "Will we pay the 
illegitimate foreign debt with sover­
eignty?" and displaying photos of 
leaders of the ' 1976 coup with Henry 
Kissinger, denounced as "ideologi­
cally responsi.,le. " The poster showed 
Kissinger sh�ing President Alfon­
sin's  hand, stating that he has advised 
the President �ince 1984 . 

• SENIOR U.S .  and Soviet offi­
cials are scheduled to meet in Stock­
holm at the end of June to discuss the 
Middle East; under an agreement, 
worked out �t the Geneva summit, 
diplomatic sources told Reuters. Both 
Soviet and U':S .  embassy officials in 
Sweden declined to comment. 

• GRAMM-RUDMAN was cited 
as the reason why the U .S .  is cutting 
aid to Indonesia, at the meeting of the 
Inter-Governtnental Group on Indo­
nesia, June 1 8 .  U .S_aid to Indonesia, 
will drop 14% during the next aid 
year, from $100 million to $86 mil­
lion . The 1 2-nation group that de­
cides on official aid to Indonesia was 
meeting at The Hague. 
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The 'sleaze factor' : It's taken 
over the Democratic :Party 
by Jeffrey Steinberg 

It began during the 1984 presidential contest , when the issue 
of Democratic · Party vice-presidential nominee Geraldine 
Ferraro's longstanding family ties to organized crime emerged 
as a loud background noise during the heated final days of 

. the campaign . When wrong-doing emerged in the Republi­
can camp sometime earlier, the pundits of the press quickly 
gave it a catchy name: the "sleaze factor. " 

Now; nearly two years after the runaway Reagan-Bush 
victory over Mondale-Ferraro , the "sleaze factor" has be­
come a nationwide characteristic of the official Democratic 
Party-one that appears to have spread into every comer of 
the party. From New York City and State to Chicago and out 
to the . West Coast , startling revelations are coming to the 
surface , principally through a string of aggressive federal 
investigations ,  of ties between top officials of the Democratic 
Party-and of the Anti-Defamation League of B'nai B 'rith­
with the top brass of organized crime . 

Not surprisingly, a close correlation has also emerged 
between the "sleaze factor" . in and around the Democratic 
National Committee and those Democratic' Party officials 
who have conducted the most hysterical and illegal actions 
against the citizen-candidates movement associated with 1988 
Democratic Party presidential candidate Lyndon H. La­
Rouche , Jr. 

After an unsuccessful 1 980 bid for the Democratic Party 
presidential nomination , LaRouche helped to found the Na­
tional Democratic . Policy Committee , a group that has sup­
ported thousands of candidates running for local , state , and 
federal office . According to an NDPC spokesman, the polit­
ical action committee is devoted to returning the control of 
the Democratic Party to the disenfranchised majority of tra­
ditional ethnic minority , and blue collar voters whose politi-
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cal views are in deep conflict tith the radical-liberal policies 
of the current party national teadership-a leadership now 
apparently being exposed as a virtual arm of organized crime. 

On June 12 ,  the New Yor� Daily News revealed that the 
New York State Democratic Party leadership had launched 
"Operation LaRouche ," aim�d at throwing up every road­
block imaginable to prevent . a ·  slate of several dozen La­
Rouche-backed candidates frC>m achieving ballot status for 
the September primary electiqns . Adding his personal stamp 
of approval to the "sleazy" operation, Gov . Mario Cuomo 
delivered an anti-LaRouche diatribe at a breakfast event dur­
ing the recent state party convbntion. 

If the Ju
.
stice Department tnsiders who spoke to EIR this 

month are nght, then Governor Cuomo may have very well 
placed his foot in his mouth .• According to sources in both 
Washington, D .C .  and Manhtttan , the governor' s  name has 
now arisen in mushrooming city and state financial scandals 
that have already seen over * top officials of the Ed Koch 
administration in New York qty resign since last September, 
many of them on their way to criminal indictments . 

If these reports are accu.-e, then the LaRouche-associ­
ated slate in New York could ride into another series of 
primary upset victories on the�heels of the scandal . 

New York's PVB scaD(�al 
The current round of scandals first broke into the public 

light on Jan. 10 when Donald Manes , the late Queens Bor­
ough president, was first identified as being at the center of a . 
kickback scandal around servke contract,s issued by the city ' s  
Parking Violations Bureau . �anes allegedly committed sui� 
cide March 1 3  on the eve �f an expected indictment for 
accepting $540,000 in bribeS in return for securin� PVB 
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contracts for some of his cronies , including former Cuomo 
campaign manager for Queens,  Michael Dowd. Despite ef­
forts by New York Mayor Koch to bury the scandal along 
with Manes , the "sleaze" spread. By late March indictments 
were handed down against former Koch Deputy Mayor Stan­
ley Friedman, and three former top officials of the PVB , 
Michael Lazar, Lester Shafran, and Geoffrey Lindenauer. 

In the midst of the Manes-centered phase of the scandals , 
. federal prosecutors began probing the hospital administra­
tor's job held by Manes's  wife .  Sources have told EIR that 
the hospital was financed by Bank Leumi, and that the Manes 
job was a quid pro quo for the bank financing . Bank Leumi 
of New York currently lists the law firm of Andrew Cuomo, 
the governor's son and one of his top campaign officials, as 
its counsel . 

On April 26, the New York Post published the first evi­
dence of direct Koch involvement in the financial dirty deal­
ings inside his a�inistration . Koch was personally linked to 
the signing of a special exemption on a Times Square office 
building, owned by LaZar, that blocked the building from 
being condemned as part of a midtown renovation program. 
As the result of Koch's signature, Lazar and his partners 
walked off with a cool $14 million in clear profit. The mag­
nitude of the scandal was compounded when reporter Ray 
Kerrison discovered that the building was occupied by the 
PVB . 

On April 1 5  , the Post had hinted that the real estate boom 
was at the center of the city-state scandal , when it published 

. an exclusive report on the over $4 million in campaign con­
tributions that were funneled into the Board of Estimates , the 
city's real estate authority, from several dozen of the city 's  
largest construction and management companies. Mayor Koch 
was the personal recipient of $ 1 .4 million in campaign funds 
from New York real estate biggies-many of whom have 
been' linked to the international drug money-laundering busi­
ness in the bestselling book, Dope, Inc. 

The magnitude of potential corruption surrounding the 
city Board of Estimates prompted U . S .  Attorney Rudolph 
Giuliani-whose office has spearheaded the crackdown on 
corruption-to publicly characterize the board as a "built-in 
conflict of interest. "  "Some congressmen have gone to jail : 
for doing the kinds of things that are permitted in New York," 
he added. 

The Pittsburgh connection 
Ironically , the dimension of the New York scandal that 

may most readily blow up in Governor Cuomo's face centers 
around a major construction contract being offered by the 
city of Pittsburgh, Pa. Mattone Group, Ltd. , a New York 
City construction firm, was well on the way to securing a 
$414 million contract to expand Greater Pittsburgh Interna­
tional Airport into what would become a major East Coast 
customs port, when a New York magazine article described 
Mattone executive Nicholas Sands as a "godson" of orga­
nized crime boss-of-bosses , Carlo Gambino, the late chief of 
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the Gambino family . Sands was a tOl> official of the Cuomo 
for Governor campaign , and , �ubseq�ently , a chief fundrais­
er for the Geraldine Ferraro vice-presidential effort . .  

When the magazine piece hit tbe stands , at least one 
member of the Allegheny County Board , Barbara Hafer, 
decided that an investigation was in order. As the result of 
that investigation and controversy stip"ed up around it , Mat-

tone Group, Ltd. lost the bid. I 
Representing the Mattone Group and Nicky Sands in the 

Pittsburgh area was a local attorney, Philip Baskin , who is 
also the director of the local chapter of the Anti-Defamation 
League. The Baskin firm, Baskin, Fl�erty , Elliott and Man­
nino, was a spinoff of a law partnership that Baskin had 
maintained with former Bronx Bor�U:gh President. Stanley 
Steingut and John Sears , briefly the :campaign manager for 
the 1 980 Reagan-Bush campaign .  

Sources familiar with the New York-Pittsburgh "sleaze" 
probe report to EIR that the Baskin�Steingut connection has 
opened up a Pandora's  box of new leads tying directly back 
into the construction industry in a Half dozen major urban 
centers around the United States . According to these sources , 
the ties of several major . insurance 'companies, who have 
served as insurers and underwriters Of major urban develop­
ment projects , to organized crime-controlled contractors will 
soon emerge as a scandal making the Manes-Koch affair look 
mild in comparison . 

These sources further report that the insurance company 
"connection" will directly intersect the stock market scandals 
that rocked the Israeli financial establishment in recent months, 
and will reveal the existence of a massive Russian-Israeli 
mafia organization based in Brooklyn and Long Island . That 
"Russian Mafia" has already been implicated in a series of 
indictments handed down last Decerhber, involving gas tax 
evasion up and down the East Coa�t . One such insurance 
company, Union Indemnity , went belly up as a result of the 
December indictments , and a second insurance company, 
Dome Insurance of the Virgin Island� , collapsed' in April of 
this year as a result of the original Ca$e . 

If, as the sources have reported, '  the insurance industry 
ultimately emerges :at the center of' the Democratic Party 
"sleaze" scandal , some of the nation js most powerful 'finan­
cier circles will come directly under tlte prosecutorial gun for 
the first time . 

. 

U . S .  Attorney Giuliani , himself once an assistant attor­
ney-general , has a great deal of backing inside the DOJ head­
quarters in Washington, D'.c .  He has already shoWD.a  great ' 
deal of courage and prosecutdrial Savvy in his pursuit of 
several major Israeli gun-running cases.  If the momentuIIi 
continues in the Koch-Cuomogate dfair, American politics 
may never be the same. Freed from the legacy of "sleaze"-,­
which some Democratic Party sages trace back to the admin­
istrations of New Yor� Mayor FiQrello LaGuardia-the 
Democratic Party 'could go through a rapid cleanup and re­
vival . That might even breathe some life back into the Amer­
ican two-party system. 
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Rehnquist court heralds a return 
to the 'status quo ante bellum' 
by Sanfbrd Roberts 

The sudden retirement in the second week of 'June of Chief 
Justice Warren Burger was an ominous event for the republic . 
While Burger was no shining paragon of constitutional wis­
dom, his successor, Associate Justice William Rehnquist, is 
a hardcore Anti-Federalist, whose chief justiceship will prob­
ably return the Supreme Court to a view of the Constitution 
articulated by Roger B .  Taney . The Taney Court ( 1 837-63) 
produced several of the worst opinions in American history , 
including the notorious Dred Scott decision of 1 857 . 

In the early days of the Burger Court , Associate Justice 
Rehnquist labored in obscurity as a brilliant , but crankish , 
dissenter from the Court's majority opinions . The ascension 
of President Ronald Reagan and his "New Federalism" marked 
a corresponding rise for Rehnquist as well , but , unfortu­
nately , the "New Federalism" is really the "Old Anti-Feder­
alism."  

The historical background 
The principal problem with today ' s  so-called conserva­

tives , including those Reaganites who are enthusiastic about 
the Rehnquist appointment, is their conception that the U . S .  
Constitution i s  a document which confers limited powers 
upon the federal government and leaves all other governmen­
tal authority in the hands of the states . This belief runs counter 
to the views of the Federalists , led by Benjamin Franklin and 
Alexander Hamilton , who directed the 1 787 Constitutional 
Convention which swept away the Articles of Confederation 
and bestowed full sovereign powers upon the national gov­
ernment. The sovereign prerogatives oftbe various state gov­
ernments were subordinated to federal authority by virtue of 
the Constitution' s  supremacy clause . 

The Anti-Federalists , who emerged after the adoption of 
the Constitution and the Bill of Rights , asserted the suprem­
acy of state sovereignty . Their plan of government differed 
very little from the unworkable Articles of Confederation . 
However, they came to power with the election of Thomas 
Jefferson in 1 800, and their influence is still felt today . 

The Federalist conception, based upon Hamilton' s  vision 
that the United States should be an industrial and commercial 
republic , was masterfully enshrined in the fundamental prin-
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ciples of constitutional law by John Marshall ,  our nation 's 
greatest Chief Justice, who served from 1 80 1 -35 . Marshall . 
and fellow members of his Court, particularly Associate Jus­
tice Joseph Story , strengthened the powers of the federal 
government in the face of the. centrifugal tendencies of the 
several states . The constitutiollal framework which fostered 
the development of the Unite4 States as a great nation was 
established during the MarshaU period. 

The process of consolidati,ng the powers of the national 
government over and against I the states provoked extreme 
reactions from the Anti-Federalists . In the 1 8 1 9  case of Coh­
ens v. Virginia, the Marshall <rourt for the first time decided 
that the U . S .  Supreme Court «ould overturn a decision by a 
state court. The Anti-Federalist jurist Spencer Roane , whom 
Thomas Jefferson wanted to �ppoint as Chief Justice if the 
opportunity arose , railed againSt Marshall and his colleagues . 
The Supreme Court ofthe United St�tes , he said, has as much 
power over the sovereign state of Virginia as it does over 
Russia. 

After the death of Marshall , the Anti-Federalists took 
control of the Court under the leadership of Roger Taney . 
The Taney Court, most of whose members became overt 
Confederate sympathizers during the Civil War, either over­
turned or significantly undel1Jlined many of the landmark 
precedents of the Marshall era. In contradistinction to Mar­
�hall and Story , Taney articulated a constitutional theory 
which came to be known as dual sovereignty . It maintained 
that the U .  S .  Constitution had established a bilateral system, 
in which the federal government and the governments of the 
several states exercised diffe�nt powers , neither being su­
preme or subordinate to the other. The result of the Taney 
Court 's approach was a disintegration of the federal govern­
ment' s  power to establish a National Bank (Taney himself 
was the architect of President 1 ackson 's policy to destroy the 
Second National Bank) , regulate commerce , provide a uni­
form currency , and legislate against slavery. 

Rehnquist: a Taney Court disciple 
William Rehnquist is a latter-day follower of the judicial 

philosophy of the ante bellum Taney Court. Being an ardent 
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champion of "states rights ," he has acted to prevent the ex­
ercise of authority by the federal courts . The more parochial 
state courts , where judges are frequently subject to popular 
election, are just as capable of providing justice . 

Under Rehnquist' s stewardship, the federal courts , tra­
ditic,nally the bastion for litigants seeking to vindicate their 
constitutional and civil rights , have virtually become pad­
locked to these litigants . In a line of decisions starting with 
the 197 1  case of Younger v. Harris, tQe Burger Court , fre­
quently with Rehnquist as the upfront spokesman, has in­
structed the federal courts to abstain from exercisingjurisdic­
tion in civil-rights cases where there are pending state court 
proceedings. The full sweep of the Younger doctrine is not 
completely defined, but under the Rehnquist regime , it can 
be expected that Younger will be �xtended to apply to any 
and 'every state court proceeding . 

The effect of Younger has been monumental . Anytime 
the state authorities initiate a state court proceeding, however 
trumped up, the citizens who are the subjects of the proceed­
ings will be foreclosed from litigating their, constitutional 
claims , no matter how viable , in federal court. They will be 
forced to litigate their civil rights in state court, or not at all .  

Even those who manage to make i t  into federal court on 
a constitutional or civil-rights claim, will wonder if it was 
worth the effort . Under Rehnquist , it can be expected that 
Bivens suits (money-damages claims based upon violations 
of constitutional rights committed by federal officers) will be 
eliminated. FBI agents , the chief targets of Bivens suits , will 
probably rest easier knowing that they can commit constitu­
tional violations with impunity and not be held monetarily 
accountable .  Injunctive relief from unconstitutional actions 
by federal or state officers will also be harder to sustain . 

The Pburteenth Amendment, .which applies the basic 
constitutional liberties embodied in the B ill of Rights against 
the governments of the several states , will be gutted . This is 
because Chief Justice Rehnquist does not believe that the 
Fourteenth Amendment was meant to do anything but redress 
a few constitutional deficiencies arising from the problem of 
slavery and the Civil War. The sweeping applications of the 
Fourteenth Amendment will be curbed in some areas and 
rescinded in others . 

, Civil rights are not the only rights which the Rehnquist 
Court will consign to the states. Two years ago, the Supreme 
Court, in an opinion clearly �nsp'ired but not authored by 
Rehnquist, decided that the Eleventh Amendment to the Con­
stitution ,precluded the federal courts from enjoining the, states 
or any state agency on the basis of state-law claims. This 
case, Pennhurst State Hospital v. Haldeman, was a radical 
departure from all previous Eleventh Amendment jurisprud­
ence, which had severely limited the sweep of this "states 
rights" amendment. An outraged dissent from Justice John 
Paul Stevens claimed that Pennhurst overturned 26 prece­
dents dating back almost 100 years . 
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The plenipoteniary power of Congress to regulate com­
merce may also fall . In 1 976, RehnqUist authored a majority 
opinion for the Court which held that the federal government 
could not legislate minimum-wage standards for state work­
ers . The Rehnquist opinion invoked a long-discredited theory 
of the Tenth Amendment, which Roger Taney frequently 
employed to strike down or circumscribe congressional leg­
islation . Even though this 1 976 opinit>n was overturned last 
year by a 5-4 majority , the elevati0llt of Rehnquist to chief 
justice and the appointment of new justices in his mold , could 
quickly tip the balance back in favor of the 1976 ruling . 

Antonin Scalia , the man selected � replace Rehnquist as 
associate justice , can certainly be considered in the Rehnquist 
mold. He is an expert in administrative law who supports 
deregulation of the economy. In 1982, the Reagan adminis- . 
tration brought Scalia from the University of Chicago to the 
circuit bench of the D . .c . Circuit Court of Appeals . There is 
no better place from which to carry ou� a plan for deregulation 
than the D .C .  Circuit , which predominantly oversees litiga­
tion involvirig the federal government and regulatory agen­
cies . 

Judge Scalia' s  best-known opinion was delivered at the 
begining of this year, in the case of United States v. Synar, 
the lawsuit involving the constitutional challenge to the 
Gramm-Rudman budget-cutting legisl�tion. Rather than strike 
the statute as an abuse of congressional power, Scalia wrote 
an opinion literally asking the Supreme Court to overturn a 
50-year precedent which is the constifutional foundation for 
every regulatory agency in Washington . Judge Se,alia ' s  at­
tempt to carry out deregulation in one fell swoop was appar­
ently ignored, since neither the att�eys nor the justices 
raised the issue when the Synar case was argued before the 

,Supreme Court on April 23 . 
The present appointments are only the beginning . Four 

of the present Supreme Court justices are 77 years or older. 
The likelihood is that President Reagan will have the oppor­
tunity to pick several more justices in the very near future . If 
the Rehnquist and Scalia appointments are any indication , 
the nation ' s  highest bench may return to the bygone days of 
the Taney Court . 

Coming next week . . . 

The Supreme Court on June 9 de<;ided to strike down 
the Reagan administration ' s  contrQversial "Baby Doe" 
rulings , which protect the lives of handicapped infants . 
Read about the far-reaching implications of this hide­
ous victory for the "right to die" lobby , in next week's  
EIR . 
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illinois Dems exclude 
head of party slate 

In an action which might well have been taken by the Soviet 
Union' s  Politburo , the Democratic Party of lllinois excluded 
its own candidate for lieutenant-governor from the party 's  
state convention on the weekend of June 14- 1 5 .  State party 
officials ; bent on silencing associates of Democratic presi­
dential contender Lyndon LaRouche , excluded Mark Fair­
child, the LaRouche ally who won the March 1 8  Democratic 
primary for the number-two post, giving as official grounds 
that there was "no room" for the party' s  highest-ranking 
candidate in the convention hall . 

In fact, they were barring the head of the slate , as the 
Democratic gubernatorial candidate , Adlai Stevenson, has 
subsequently quit the party, to seek nomination in a new third 
party , "Solidarity ," rather than run with associates of La­
Rouche . Though he is no longer even a Democrat, Stevenson 
was an "honored guest speaker" at the convention . 

Anticipating that he would be illegally excluded, on June 
1 3  Fairchild sought and won a lO-day temporary restraining 
order in court, stipulating his right, as a duly elected, high­
ranking Democratic candidate, to participate in the conven­
tion . But Demuzio and his cronies willfully violated the or­
der, risking fines and/or jail sentences , to keep Fairchild and 
his associates out 

On June 1 8 ,  Fairchild filed suit in Cook County Circuit 
Court, where Judge Anthony Scotillo had earlier issued the 
temporary restraining order. Fairchild' s  suit seeks sanctions ,  
a contempt citation, and "other relief as the court deems just" 
against Demuzio and others complicit in the violation of the 
court's  order. 

Judge Scotillo' s  original order cited Democratic Party 
rules ,  which state, " All public meetings at all levels of the 
Democratic Party of Illinois are open to all members of the 
Democratic Party of Illinois , regardless of race , sex , age , 
color, creed , national origin , religion, ethnic identity , eco­
nomic status , or philosophical persuasion."  

In  that order, Judge Scotillo stated , " I  think it i s  unfortun­
ate that the case had to be filed here . You wouldn't think after 
winning the Democratic primary you'd have to ask the court 
for assistance to address party leaders . . . . The people have 
decided . They [Fairchild and Janice Hart, nominee for sec­
retary of state] happen to be in conflict with those who are in 
temporary control of the party ."  Hart was in West Germany 
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at the time of the conventionl touring at the invitation of the 
LaRouche-associated Patriots for Germany party, whose 
Lower Saxony campaign coi.cided with the lllinois conven-

1 tion . J 

In his suit , Fairchild will submit ample proof, in testi­
mony and affidavits ; that Dlemuzio' s  underlings excluded 
from the convention only those whom they thought were 
associated with LaRouche, admitting all others, whether or 
not they had valid credent�al�. 

The Lincoln tradition 
The real reason for Fairchild's exclusion�what Demu­

zio feared he might say and do-was outlined in a statement 
Fairchild released to the lllineilis press corps at a press confer­
ence following Judge Scotillo's  ruling . "I live by the prin�iple 
of Abraham Lincoln , and in that great tradition , the decision 
of Judge Scotillo is a true vi¢tory . I will use my presen� at 
the convention to mobilize patriots in lllinois to repay the 
debt to Germany and to the <lierman-Americans who helped 
put Abraham Lincoln into thi White House . 

"Janice Hart is risking hdr life on "the front line in Lower 
Saxony, West Germany , in pampaigning against the Green 
Party, who use steel pellets ; knives , and guns . In lllinois , 
I 'm fighting against people • like Demuzio, who are using 
exclusionary tactics which will do injury to the voters of 
Illinois .  The citizens of Ge�any are frightened of the Green 
Party , and the cjtizens of Iijinois ,  who are watching these 
exclusionary tactics ,  are afraid of them."  

Fairchild concluded, "The Judge said I have a right to 
participate in the conventioh. I want to say , as Friedrich 
Schiller did, 'There is a limtt to tyrants ' power, '  and I will 
snatch down my inalienable rights from the heavens whence 
they reside ."  

At the convention itself, i the LaRouche Dem�rats were 
the center of media attention , as a sympathetic press corps 
sought to report on the bizarre turn of events. Fairchild walked, 
civil-rights-style , arms linked with Democratic congression­
al nominee Dominick Jeffrey (a LaRouche associate who was 
also excluded from the convtntion) , and Sheila Jones, Dem­
ocratic candidate for mayor of Chicago, to the credentials 
table . As credentials chairmtm State Sen . Patrick Welch (D­
Peru) was turning them away, someone in the jeering crowd 
behind Welch threw a can of beer at the candidate , striking 
Fairchild in the face . 

Stunned but not daunted , Fairchild quipped, "I didn't 
think I was being so terrible by being elected. "  

Turning to the press cofpS , Fairchild declared, "Vince 
Demuzio is doing his best to' imitate the policies of Moscow . 
His orders come from those who are cutting a 'New Yalta' 
deal with the Soviets . . . .  The attempt to stifle my voice in 
this context benefits mainly Moscow."  

Judge Scotillo i s  expected to hold a hearing on  Fairchild's  
complaint the week of June 23 , in which Demuzio will be 
subpoenaed to testify . 
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Establishment maps 
'Stop LaRouche' drive 

Leading what they dubbed the "Stop LaRouche" movement, 
the country' s  most notorious "liberals ," like New York's  
Sen. Daniel Patrick Moynihan , Illinois ' s  Adlai Stevenson , 
Washington' s  Edward Bennett Williams , and Boston' s  Paul 
Kirk are calling for measures to bounce any candidate asso­
ciated with 1 988 Democratic presidential candidate Lyndon 
LaRouche from the party , end primary elections , and ally 
with anyone, including organized crime and the drug lobby , 
to stop the LaRouche candidates' movement from winning 
primary elections . The latest tactic by this group has been 
pressuring Democratic Party officeholders in states like Mas­
sachusetts and Illino�s to launch investigations into compa­
nies and organizations identified with LaRouche , on bogus 
charges such as classifying loans to LaRouche ' s  1984 presi­
dential campaign as "unregistered securities . "  

Sources i n  the Democratic Party say this strategy evolved 
out of discussions with the organized-crime-linked Anti-Def­
amation League (ADL) . According to one "insider" Demo­
crat at a D .C .  big-name lawfirm, "The basic strategy is , if 
you can' t  beat 'em, bankrupt 'em ."  

Pat Moynihan , according to sources ,  "has been sobered 
by the success of LaRouche . "  On June 1 1 ,  the New York 
Daily News leaked that Moynihan is up to his ears in a finan­
cial warfare operation against LaRouche Democrats . "At the 
urging of Sen . Daniel Moynihan . . .  state Democratic lead­
ers have quietly begun to plan an all-out political assault on 
the followers . . .  of Lyndon LaRouche ," the paper wrote . 

''Though the strategy has not yet been completely worked 
out, party chairman Larry Kirwin and his staff have agreed 
to get county Democratic leaders to throw all LaRouche 
candidates off the September Democratic primary ballot , 
invoking a state law that permits parties to deny membership 
to those whose views are not those of the party main­
stream. . . . In addition , the party will also begin an aggres­
sive drive to check the filing petitions of suspected LaRouche 
followers . .  " . [This] means that . . .  even those with valid 
petitions will have to go to court to be reinstated on the ballot 
. . . a time-consuming process that might deny them a place 
in the primary simply because they could run out of time [and 
money] fighting the court cases . "  

Roots of the operation 
In a June 1 5  campaign statement endorsing Art Hoffman, 
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Democratic Party candidate for House of Representatives 
from California, who smashed an otganized-crime effort 
against his campaign , LaRouche described the roots of this 
dirty-tricks operation as a 20-year b�ttle with the Eastern 
Establishment: 

"The 'Stop LaRouche ' movement," stated LaRouche , 
"which has exploded on the national !fene since March 1 8 ,  
1 986, has been in existence since I took o n  McGeorge Bun­
dy 's  backing of Mark Rudd, back in 1968 . The Soviet gov­
ernment has been running covert oper.ions against me since 
about 1 97 1 .  A faction of the internati�nal banking commu­
nity has been after my hide since I 974�75 . The international 
drug-traffickers and the U . S .  drug-lobby have been on a hate 
campaign against me since the 1978 completion of the book 
Dope, Inc .  Except for these three grodpings of my enemies , 
I know of no significant enemies frotn the past or present 

'od I pen . 
"Other people do disagree with me on issues , sometimes 

very strongly, but not in a way whidh makes us enemies . 
Honest critics are never 'enemies . '  There are no 'honest 
critics '  behind the 'Stop LaRouche ' movement . In each case , 
those behind the 'Stop LaRouche ' movement now targeting 
Art Hoffman, are proven by investiga�ion to fall into one Or 
more of the following three categories� 

" 1 )  Either directly Soviet agents , dr sympathizers of cer­
tain key elements of current Soviet strategic doctrine . 

"2) Members of drug-trafficking otganizations, or mem­
bers of the lobbies for relative or absolute legalization of the 
drug traffic . 

"3) Representatives of that 'Establishment' like Mc­
George Bundy, historically and presently based on a consor­
tium of multinational financier interests , chiefly in Venice , 
Switzerland , London , and Manhattan . 

"Although not each of the persobs involved in one of 
these three classification is necessarily'linked to the other two 
. . . [they] do have important connections .  The multinational 
financiers are heavily involved in the money-laundering side . 
of the international narcotics traffic . . . . A large section of 
the Establishment has agreements with Moscow for redivid­
ing the world' s  political map; a 'New Yalta' agreement, as 
part of establishing what the Trilateral Commission describes 
as its ' global society ' utopia for a 'bi-polar world . . . . '  That 
is the controlling level of the 'Stop LaRouche ' movement . "  

On  June 19 ,  the "Stop LaRouche" hysteria reached a new 
level of the ridiculous when Massachusetts Secretary of State 
Michael J .  Connolly held a grandstand press conference an­
nouncing that he was issuing subpoenas for records to what 
he erroneously called "four Lyndon URouche campaign or­
ganizations . "  Connolly , who did not deliver any subpoenas , 
but went to the press instead , is inves,tigating complaints by 
two individuals that they had not reCeived payments on a 
$ 1 ,000 and a $250 loan to the 1984 laRouche presidential 
campaign . Connolly absurdly maintaihs that campaign loans 
are "securities" which have to be registered with the state . 
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Sumner sore loser 
as Hoffman certified 
by Stephen Pepper 

The victory of Art Hoffman in the Democratic primary in 
California's 40th C .D .  was certified by the Orange County 
Board of Registrar on June 1 7 .  Judge Bruce Sumner, the 
loser, immediately moved for a recount, and threatened to go 
to court to ask for an entirely new election . 

Pofitical observers are amazed and agh,ast at the lengths 
that Sumner, the Orange County Democratic Party chairman, 
is committing the Democratic Party to go in fighting a losing 
cause . Basically , he is asking for relief because he can not 
stand the idea of a LaRouche Democrat, Hoffman , winning , 
and , like Adlai Stevenson in Illinois, he will disenfranchise 
an important portion of the electorate to carry out his vendet­
ta . 

Lyndon LaRouche 'himself has written a major policy 
statement endorsing Hoffman, which puts the entire affair in . 
perspective . In passing , he mentions that Sumner is connect­
ed to organized-crime networks (more on that below) , but 
LaRouche concentrates on the issues which shape his en­
dorsement . 

LaRouche calls on Hoffman' s  opponent, incumbent Rep. 
Robert Badham, to join with Hoffman in using the election 
to force a debate on the crises the nation is actually facing . 
Among them, he lists the strategic crisis and related foreign­
policy crises in which the United States is losing its world­
wide position to the Soviet Union , and in which our own 
State Department is abetting the Soviets . LaRouche identifies 
the problem of the real collapse of the economy, in contrast 
to the general belief among Republicans that we are in a 
recovery . Finally , he places great emphasis on AIDS' as an 
issue which will play a much larger role in political debate 
come the general election than currently. 

But, above all ,  LaRouche urges Badham to follow the 
course of debating the issues, and avoid the path chosen by 
Sumner of -retailing the garbage produced by drug-pusher 
Dennis King , to focus on the so-call_ed "LaRouche factor. "  
He reminds Badham that , a s  the case of Sumner merely 
exemplifies, where electoral opponents of LaRouche candi­
dates have turned their campaign into an exclusively "Stop 
LaRouche" effort, vo�ers have increasingly voted in favor of 
the LaRouche candidates . 

The Korshak connection 
There is little doubt that Sumner chose almost exclusively 

to attack LaRouche under orders from organized-crime-linked 
elements within the Democratic Party , with whom Sumner 
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is personally associated. Hislprincipal connection in this re­
gard is to long-time fixer Sidney Korshak, who operated as 
the go-between for Jackie Presser and the Teamster Pension 
Fund and crime bosses in La$ Vegas . 

Korshak' s  son in a member of the law firm of which 
Sumner is a partner, and most of the senior partners of that 
firm have been directly engaged in business deals with Kor­
shako 

This really should come its no surPrise , since the pattern 
of crime-family and, what is almost the same thing , ADL 
(Anti-Defamation League) connections to the 'official Dem­
ocratic Party leadership is a widespread pattern. At present, 
investigative reporters for this ,publication and EIR's bi-weekly 
law-enforcement publication , Investigative Leads, have 
turned up such combinations in New YorJ<, Chicago, and 

- Pittsburgh . In each case , a pr4>minent Democrat has taken the 
lead in mouthing the most oQtrageous attacks on LaRouche . 
Most notably, Mario Cuomo, governor of New York, has 
issued vituperative statetnen, against LaRouche Democrats., 
and, along with New Yori 1 

en . Daniel Patrick Moyn"an , is instigating dirty tricks to 
block LaRouche Democrats , . access to the ballot on any and 
all possible grounds they can dream up-the law and the 
voters be damned. 

I 

The exact same pattern I appears in the case of Vince 
Demuzio , the current chai�an of the Democratic Party in 
Illinois .  Demuzio has gone fO far as to risk a contempt-of­
court citation to block the L;p-ouche-backed, elected Demo­
cratic nominee for lieutenant �governor of Illinois, Mark Fair­
child , from merely attending the Democratic State Conven­
tion that was held on the weekend of June 1 2-13 . 

So, it is the lengths to which he will go to disrupt the 
candidacy of LaRouche Democrat Art Hoffman that most 
clearly indicts Judge Sumner. Normal political warfare­
even bitterly fought-would not produce the kind of "Ma­
ginot-line" mentality exhibi�d by Sumner. He is pushed to 
it because the dirty networks in the Democratic Party will 
absolutely not countenance , 'in any degree , the validation of 
the LaRouche movement , irr,espective of the voters . 

At this writing , the recount has been begun, and has 
already produced a very explosive atmosphere. 

Hoffman ' s  attorneys are; seeking to have a handwriting 
expert examine the evidence of forged signatures in two 
precincts . Visual evidence suggests that many were signed 
by the same individual . 

. 

Sumner became hysterical at this suggestion. He de­
manded that it be made cle� that "those people" could not 
be allowed to change these ballots during the recount, as if 
the recount was exclusively for the purpose of improving his 
count. 

Then, Judge Sumner pointed his finger at Hoffman's  
attorney and shouted in front of the entire room: "Your pub­
lications accuse me of being organized crime . . . . "  

Whereupon, Sumner's attorney jumped up to_ ask for a 
recess . 
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'Kissinger Watch by M.T. Upharsin 

Of conflids of interest, 
and interest in conflicts 
"Why does Henry escape scrutiny?" 
This question was asked by Washing­
ton Times columnist John Lofton, June 
1 1 .  Lofton cited a late-May column 
by the New York Times' Leslie Gelb , 
raising "the question of possible con­
flicts of interest," which rujse, in Lof­
ton's paraphrase of Gelb, "because Mr. 
Kissinger-while being the sole own­
er of Kissinger Associates-is also, 
simultaneously , on the President ' s  
Foreign Intelligence Advisory Board , 
,where he has served as a member since 
March 4, 1984 ."  

To our knowledge , this i s  the first 
time a significant Kissinger conflict­
of-interest charge has been raised, 
outside of EIR, since Texas Rep . Hen­
ry Gonzalez , 'in the 1 983-84 period, 
had questioned Kissinge,(s participa­
tion in the President' s  Commission on 
Central America. At the time , Kissin­
ger Associates had business interests 
in that region. 

After 'his citation of Gelb , Lofton 
concludes: "( 1 )  it does seem impru­
dent to choose anyone for member­
ship on the PFIAB who runs a busi­
ness that depends on and profits from 
the dispensation of 'geopolitical-eco­
nomic advice , '  as Mr. Kissinger says 
his business does . And (2) this partic­
ular case would seem ripe for at least 
a detailed investigation by the media. 
And this 'hasn' t  happened. "  

Of John Lofton' s  points , we have 
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no disagreement with the first , al­
though we would state the matter much 
more strongly . Of the second, we ap­
preciate the implication behind the 
words "at least": Henry Kissinger' s  
conflicts of  interest, indeed, would 
most certainly qualify him for prose­
cution on several counts , if anybody 
wanted to pursue the case in the courts. 
We disagree, however, with the 
"hasn't happened": This column has 
repeatedly , and in detail, provided 
more than enough evidence to whet 
any investigator' s  appetite . But let us 
present more . 

Policy by Fiat 
Gelb raises several questions on the 
conflict-of-interest theme, all accom­
panied by Kissinger or Kissinger As­
sociates directors ' disclaimers . The 
points include: 1) When Kissinger was 
appointed to be a member of the Cen­
tral America Commission in mid-
1983 , Kissinger Associates was ad­
vising banks with business in that re­
gion. 2) As a member of the Presi­
dent' s  flAB , Kissinger would have 
access to information that would help 
his business . 3) One Kissinger Asso­
ciates director, Brent Scowcroft, was 
also the director of a government com­
mission on strategic issues , the Scow­
croft Commission. 

Gelb also provides other evi­
dence, en passant, that he never fol­
lows up. What he provides , in this 
way , gives a classic example of how 
Kissinger illicitly puts money in his , 
pocket, and how public policy in the 
United States may be distorted in the 
process . 

Gelb mentions ,  for example , that 
one of Kissinger Associates ' clients is I 
the Italian Fiat Corporation. The Ag­
nelli family of Fiat , based in Turin, 
has emerged as one of the leading mo­
tivators of East-West economic and 

cultural deals . It was a key participat­
ing interest in a June 1 6- 1 8  East-West 
trade conference' in Vienna, spon­
sored by the Sov�ts ' Dzhermen Gvi­
shiani . It will be . sponsoring a major 

, event on the "Fi\1e Year Plans of the 
East Bloc ,"  in Venice , Italy in 1 987. 
In May of this year, with HenryXis­
singer an invited guest, Fiat sponsored 
a conference on "futurism" in Venice , 
with Gianni Agnelli , himself billing 
"futurism" as a bridge between East 
and West . In April of this year, Fiat 
provided financing for a conference in 
Milan on East-West economic ' rela­
tions , sponsored by the New York­
based Institute fot East-West Security 
Studies . 

Since early MIlY of this year, Hen­
ry Kissinger has been persomuly lob­
bying for the United States to begin a 
phased military , withdrawal from 
Western Europe . Once a prominent 
policy figure like Kissinger begins 
lobbying in such; a way ,  the pace of 
European trade , �trategic , and pOliti­
cal deals with Moscow heats up, be­
cause clever Europeans , understand­
ably, evaluate s�h lobbying to rep­
resent some kind :of policy consensus 
in the United States . Conversely , 
Moscow' s  room for maneuver and 
economic and Sffategic gain in Eu­
rope , is greatly increaseq by such pol­
icy advocacy on the part of Kissinger. 

Question one: How much is Kis­
singer gaining by such Fiat deals? 
Question two: How much· has Kissin­
ger's  policy influ�nce in Washington 
given the AgnelU-Fiat group the green 
light for milking big deals with Mos­
cow? Question tqree: How much has 
Kissinger' s  advocacy of the phased 
withdrawal from Europe influenced 
U . S .  policy? QUestion four: How 
much have his : "business percep­
tions," gleaned through such rela­
tions,  affected evaluations passing 
through the President' s  FlAB? 
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Congressional Closeup by Kathleen Klenetsky 

House passes tough . 
South African sanctions 
The House voted up a bill June 1 8  that, 
if made into law , would slap on a near­
total U .  S .  economic boycott of South 
Africa, beginning in 1 80 days . 

The sweeping measure, endorsed 
by voice vote , would require the with­
drawal of all United States businesses 
and American investment in South 
Africa. Such a move, say well-in­
formed sources ,  could precipitate a re­
taliatory South African embargo of es­
sential strategic mineral exports to the 
United States . 

Crafted by Rep . Ron Dellums , a 
super-liberal California Democrat with 
close ties to the Institute for Policy 
Studies and other radical left organi­
zations, the bill contains much harsher 
provisions than the legislation that 
House members were originally 
scheduled to vote on, a sanctions bill 
sponsored by Rep . William Gray (D­
Pa. )  

The Dellums measure calls for a 
total trade embargo between the two 
countries . It would also deny landing 
rights to South African airlines , and 
permanently ban the import of gold 
Kruggerrand coins . Additionally ,  it 
would cut off the flow of strategic 
minerals from South Africa, except 
those required for U . S .  defense . 

Opponents of sanctions did not ac­
tively oppose the Dellums measure, 
claiming the bill is so draconian, the 
St";nate would never consider it seri­
ously. Rep. Mark Siljimder (R-Mich. ) ,  
a leading foe of sanctions , declared 
right after the House vote: "Sanctions 
are dead . "  

But House Democrats are jubi­
lantly predicting that the Dellums bill 
is going to significantly step up the 
pressure on the administration · to · ac� 
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cept new punitive measures against the 
Pretoria regime . 

"It sends a great message to the 
President . . . and to the nations of the 
world ," House Speaker Tip O'Neill 
(D-Mass . )  gloated . Bill Gray asserted 
that while the Dellums bill has vir­
tually no chance in the Senate, there 
would now be "irrepressible pressure" 
on the Senate to agree to some form of 
<o:!mrtinn<o: 

In an 1 1  th-hour attempt to head off 
sanctions legislation, National Secu­
rity Adviser Adm. John Poindexter had 
sent a letter to House Minority Leader 
Robert Michel (R -Ill . ) ,  stating that the 
administration had "grave misgivings 
and strong opposition" to any sanc­
tions initiatives . 

That concern was emphasized by 
White House spokesman Larry 
Speakes the day after the Dellums 
measure passed. "We believe that leg­
islation of this type would erode our 
capacity to promote negotiations in 
South Africa and would likely further 
separate an already divided society ," 
said Speakes . 

Senate mobilizes 
against the SDI 
Thirteen U . S .  Senators , all of whom 
voted for the ABM treaty in 1 972, sent 
a letter to Reagan June 1 8  expressing 
continued support for the Kissinger­
negotiated accord. 

The letter also called for the United 
States to comply with the "strict inter­
pretation" of the treaty, a reading , the 
signers say, which would prohibit 
some of the major directed-energy 
programs now being pursued by the 
Strategic Defense Initiative Organi­
zation . 

The letter was released by the Na-

tional Campaign to Save the ABM 
Treaty, an umbrella organization 
headed by SALT negotiator Gerard 
Smith , which coordinates anti-SDI 
operations both in and outside Con­
gress . 

Terming the ABM treaty "an im­
portant contribution to American se­
curity ," the letter states that when the 
Senate. approved the agreement, "it 
understood that the treaty prohibited 
the development and testing as well as 
deployment, of all space-based and 
other mobile-based ABM systems and 
compdnents, regardless of whether 
they use 1972-era or new technolo­
gies . . . . . " The senators add: "We 
believe that this clear meaning of the 
treaty is crucial to its viability as a 
valuable agreement that promotes 
American security ."  

According to an accompanying 
press release, this would mean that 
"new technologies such as lasers and 
directed energy which are being de­
veloped" under SDI are banned. 

Signers include: Mark Hatfield (R­
Oreg . ), Alan Cranston (D-Calif. ) ,  
DanielInouye (D-Hawaii) , Claiborne 
Pell (O-R . I . ) ,  Llgyd Bentsen (D­
Tex . ) ,  Quentin Burdick (D-N.D . ) ;  
Lawton-Chiles (D-Fla. ) ,  Thomas Eag­
leton (D-Mo . ) ,  Ted Kennedy (D­
Mass . ) ,  Charles Mathias (R-Md. ) ,  
William Proxmire (D-Wisc . ) ,  Robert 
Stafford (R-Yt. ) ,  and Lowell Weicker 
(R-Conn. ) .  The press release also 
quotesiGerard Smith praising the sen­
ators ' action. 

In mid-June, the Senate Armed 
Services subcomniittee on strategic 
nuclear forces-slashed $800 million 
out of the administration's  $4.8  bil­
lion budget request. On the House side, 
Armed Services chairman Rep. Les 
Aspinis predicting that Congress will 
freeze SDI funding at this year's level 
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0($2 .8  billion. The members of the 
House Anned Services Committee, he 
says, rank SOl as a low priority . 

Meanwhile , two more senators­
Bill Bradley (D-N . Y . )  and "conser­
vative" Orrin Hatch (R-Utah)-have 
added their names to a widely publi­
cized letter demanding that SOl fund­
ing increases be kept to a maximum of 
3% . That brings to 48 the number of 
Senators who have endorsed this 50% 
cut in the SOl budget, � cut which 
SOlO officials say will effectively kill 

' the effort to develop an anti-missile 
defense. 

Moynihan expresses 
love for McNamara 
Chest-thumping "neo-conservative" 
Pat Moynihan, a favorite of the oh-so­
conservative Commentary/Washing- ,  
ton Times crowd, took a few moments 
away from his liquor cabinet the other 
day to issue a diatribe against Presi­
dent Reagan for abandoning the un­
ratified, Soviet-violated SALT II 
treaty. 

The New York Democrat let Rob­
ert Strange McNamara, the man who 
almost singlehandedly destroyed the 
U .S .  military during the 1 96Os , do his 
complaining for him. Moynihan in­
serted into the June 10 Congressional 
Record a commentary McNamara had 
penned for the New York Times, in 
which he ranted that Reagan's  drop­
ping of the treaty "will , unless re­
versed, severely harm U . S .  security 
interests . " 

McNamara also .insisted that none 
of the many documented Soviet vio­
lations of SALT II and other arms trea­
ties is "militarily significant . "  

Moynihan termed McNamara' s  
pro-Soviet outpouring "cogent and 
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patient," adding that should the United 
States decide to break out of the ABM 
Treaty as well,  "we shall have lost ."  , 

Lost what, Senator? 

Congress trembles at -
Mexican debt crisis 
The possibility that Mexico may soon 
declare a moratorium on its huge for­
iegn debt , is sending tremors through 
various financial and political power 
centers, including the U. S .  Congress .  

Representative David Obey (D­
Wise. ) ,  chairman of the Joint Eco­
nomic Committee, announced June 19 
that his panel has scheduled hearings 
for June 24 that will focus on the debt 
crisis in lbero-America in general, and 
Mexico in particular. Key witnesses 
include Robert Lorenz., a West Coast 
banker, and Norman Bailey , who 
wants to "solve" the debt crisis by 
forcing Third World countries to sell 
off their economies tc:> foreign inves­
tors in exchange for debt relief. 

The reason the hearings are being 
held now , a JEC staffer confided, is 
the prospect that "Mexico may do 
something more radical than Peru" to 
deal with its debt problem. -,'The per­
ception is widespread that [Finance 
Minister] Silva-Herzog was ousted 
because he wanted to be very concili­
atory. . . . He wanted to do things that 
would make tb.e banks-happy . . . .  My 
sources tell me there is a large faction 
in the Mexican cabinet that wants de 
la Madrid to declare a debt morato­
rium. The situation in Mexico is very 
ripe for something like that to happen, . 
and we have to be prepared. "  

The JEC issued a report May 1 0  
warning that the Baker Plan represents 
a totally inadequate response to the 
debt crisis . It stated that if the United 

States were not able to come up with 
something more p�atable to debtor 
nations , the possibility of their taking 
"more radical , unilateral actions" 
could hardly be avbided . It appears 
that their worst fearS may soon come 
true. 

T ales from the 
dark side 
• EIR hears that Sen . John Warner' s  
(R-Va . )  daughter i s  married to the 
nephew of Prince Johannes Thurn und 
Taxis , a Bavarian oligarch who wants 
to plunge the world back into feudal­
ism . Thurn und Taxis titil lated West 
Germany gossip columnists in early 
June when his youQg , punkster wife -
Gloria presented him with a birthday 
cake that bore 60 mllIzipan penises in 
lieu of candles .  . . . 

• London sources report that Sen . 
Joe Biden (D-Dela. � , one of the many 
Democratic preside(ltial hopefuls lit­
tering the Washington scenery , sPent 
several days in May at a Bahamas re­
treat where he was given a strategic­
policy retooling by several as-yet un­
identified "strategic experts . "  Maybe 
this has something to do with the fact 
that Biden subsequently took the point 
in the Senate' campaign to reinstate the 
disastrous SALT II treaty, and to gouge 
SOl spending . . . . . 

• Senator Al Gore (D-Tenn . )  has 
been delivering a' speech ' against the 
SOl every day for two weeks , retailing 
the usual discredited canards against 
the program. Rumor has it that long­
time Soviet agent-of-influence Ar­
mand Hammer has had a hand in Go­
re' s  anti-SDI temper tantrum. Ham­
mer, of course, is a business partner 
of Gore IS father, a former U. S. sena­
tor. 
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Weinberger sets record 
straight on SDI 
"We're not trying to protect any target in the 
United States . We're trying to destroy So­
viet missiles before they cari get into the 
atmosphere . We're not interested in site de­
fense, We're not interested in protecting the 
missiles.  We're interested in protecting the 
people ," Secretary of Defense Caspar 
Weinberger told reporters June 1 7 .  

He continued: " I  want to knock down 
any hint that it is developing as a terminal 
defense . The major thrust, 99% of the ef­
fort, is to get them as they come out of the 
silos . . . then to get them in th� separation 
phase" before the missiles deploy their war­
heads in early flight . "We want to destroy 
them any way we can . But it was designed 
to destroy them as effectively, as thorough­
ly , as reliably, as quickly as possible . "  

Weinberger's  insistence that the Stra­
tegic Defense Initiative is directed toward 
population defense , not terminal defense , 
was prompted by statements made by Assis­
tant Secretary of Defense Richard Perle on 
June 3 .  Perle said that a leakproof defense 
against missiles "is not a shon-term propo­
sition , and it may not even be possible in the 
long term. "  The SDl's  goal is "not the de­
fense of the nation as a whole , not of every · 
city and person in it, but the defense of 
America's capacity to retaliate . "  

Said arms-control negotiator Paul Nitze 
of Perle' s  statement: "I know for a fact, that 
it is contrary to the White House vie� of the 
matter. Maybe it ' s  his view , but I can't un­
derstand the rationale for it . " 

Bodansky to be cited 
in Pollard case? 
"Yossef Bodansky will be identified as the 
unnamed associate of Jonathan Pollard, who 
introduced Pollard to the Mossad," an Isra­
eli source has told EIR . 

Pollard, a civilian employee of Naval 
Intelligence, was arrested in November 1985 
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in possession of classified U. S .  documents 
on his way into the Israeli embassy in Wash­
ington. An unnamed associate was cited in 
court papers filed by the Justice Department 
at subsequent hearings . 

"It ' s  got to be Bodansky . He was ac­
quainted with Pollard, and was a former Is­
raeli Air Force officer. He would be the ob� 
vious person to have introduced him to Air 
Force General Aviem Sella, Pollard's  first 
control ," said the source. 

Bodansky is an employee of Arnaud de 
Borchgrave ; Robert Moss , and John Rees at 
Mid-Atlantic Research. He is a Russian-Is­
raeli emigre formerly employed by the De­
fense Department. EIR ' s  recent special re­
port, Moscow' s Secret Weapon: Ariel Shar­
on and the Israeli Mafia, identified him­
and Pollard-as a "false flag" agent, a So­
viet operative working for the Israeli ser­
vices.  

Also identified as such by EIR was Ste­
phen Bryen, an underling of Richard Perle 
at the Defense Department's  Technology 
Transfer Branch, where Bodansky also 
worked. Said a former senior Justice De­
partment official , "I don' t  know if Pollard 
was associated with Steven Bryen, but there 
was a connection through his wife,"  Shos­
hana Bryen, director of the Jewish Institute 
of National Security Affairs . 

Public Health chief 
asks plan against AIDs 
"Clearly, a national , coordinated respOnse 
is necessary ,"  said Dr. Donald I. Mac­
Donald, director of the U.S .  Public Health 
Service, in reference to the spreading of Ac­
quired Immune Deficiency Syndrome 
(AIDS). "We are suggesting that a national 
commission representing public, private, and 
voluntary sectors, as well as all levels of 
government, be set up to look at anticipated 
needs and resource availability, and to make 
recommendations on how all sectors of our 
society can handle this major crisis . 

"In the absence of a cure or vaccine for 
the disease, "  Macdonald stated, "our most 
powerful tool for the next few yt;ars will 
continue to be the traditional public health 

infectious-disease control measures . . . .  
This is a major problem, probably bigger 
than the ' Public Health Service . . . .  Our 
work m�t be intensified . "  

O n  Jtme 1 5 ,  the Richmond Times-Dis­
patch w�t on record demanding tradi�onal 
meas� of quarantine and prevention. ''The 
nation is facing a public-health problem of 
staggering proportions ,"  stated an editorial, 
''The AIl>s Hydra. " It charged that "instead 
of stopp�g the spread of the virus through 
mandatory testing and quarantines , officials 
of some cities,  including the District of Co­
lumbia' s City Council , seem more con­
cerned about protecting the civil liberties of 
persons ; in AIDS high-risk groups . . . .  
Moreovor, a preliminary paper drafted by 
Justice Department staffers opines that per­
sons witJt AIDS should be categorized as 
'handicapped individuals , '  with full protec­
tion of civil rights laws . "  

I t  closed b y  quoting a doctor: "The in­
dividual' s  rights to avoid becoming infected 
with and dying from AIDS must have the 
highest jriority . " 

Brzezinski book: 
Give 'away Europe 
Zbignieiv Brzezinski calls for giving Europe 
to the Soviet Union and limiting the Strateg­
ic DefenSe Initiative to point defense of mis­
sile silos, not population centers, in his 
widely publicized new book, Game Plan: A 
Geostrafegic Framework/or the Conduct 0/ 
the U.S.'-Soviet Contest. 

BrzC1zinski, National Security Adviser 
to Jimmr Carter, maintains that the current 
Americ� force deployment is wrong, be­
cause it places the majority of ground forces 
in 'Western Europe, which he calls the least 
volatile i front in the U . S . -Soviet conflict. 
The United States should reduce its forces 
in Western Europe and encourage the allies 
to bear III greater share of the defense burden. 

He also insists that using the SOl for 
populatipn defense is in,tpossible. The pro­
gram should be redirected into defense of 

. retaliatOry capabilities only . 
Intefyiewed by the New York Times on 

June 1 7 ;  Brzezinski said that he wants to sell 
a "no-win" policy to President Reagan. ''Our 
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I . .  

task i s  to design a longer-range geostrategy 
which enables us to compete with the Sovi­
ets on an enduring basis . . . and perhaps 
even eventually prevail . However, I have to 
add immediately that prevailing has to be 
viewed as something quite different from 

. traditional victory. . . . "  

NASA cancels · 
Centaur rocket program 

. NASA canceled the Centaur rocket program 
June 19 .  The liquid hydrogen-fueled rocket 
was to be used to launch scientific satellites 
from the payload bay of the Space Shuttle. 

Since the Challenger accident in Janu­
ary, . a handful of congressmen, including 
Edward Boland (D-Mass . )  who heads the 
subcommittee which appropriates NASA's  
budget, have attacked the Centaur and relat­
ed programs as hopelessly dangerous Shut-
tle payloads. . 

The Centaur was designed in the late 
1950s by German rocket scientist Krafft Eh­
ricke and has been used for 25 years as an 
upper stage on expendable rocket vehicles. 
It was scheduled to be used with the Galileo 
probe to Jupiter, the European Ulysses sat­
ellite to study the Sun, and the Magellan 
probe to Venus. Any alternative to the Cen­
taur will mean at least a two-year delay, 
possibly longer, in launching any of the three 
payloads . 

Indiana officials confused 
'by 'Stop ,LaRouche' role 
The Indiana Securities Commission proved 
to be in a state of disarray after filing a cease­
and-desist order early in June against Cau­
cus Distributors, Inc. (COl) and Ron Fred­
man, an associate of presidential candidate 
Lyndon LaRouche . The order alleged that 
COl and Fredman were selling "unregis­
tered securities . "  

The so-called securities are actually po­
litical contributions and loans to organiza­
tions which support the programs of La-
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Rouche . Indiana is one of five states to file 
cease-and-desist orders against such politi­
cal fund-raising, at the instigation of the Anti­
Defamation League, the organized-crime 
front group, which is spearheading a nation­
wide "Stop LaRouche" drive. 

One such order filed in Minnesota even 
called a political loan to a LaRouche presi­
dential campaign committee an "unregis­
tered security. " 

Indiana officials, however, seemed to be 
confused by the very illegality of what they 
have been told to do to aid the ADL. After 
initially postponing a hearing, which Cau­
cus had demanded, the State Securities 
Commission notified COl's Indiana lawyer 
that the hearing would go forward the very 
next day. The hearing officer, who is also 
the prosecutor, ruled against COl's motion 
to dismiss; but then said the case would be 
postponed indefinitely . 

He told COl's  lawyer that he expects 
COl to file for an exemption from the secu­
rities law. One reporter told the lawyer: "This 
certainly appears to be a victory for COL" 

Georgetown group to 
seek more 'arms control' 
Georgetown University' S  Center for Stra­
tegic and International Studies (CSIS) has 
set up a new "discussion group" to assess 
the "full range of issues of deterrence, force 
structure , and arms control ," initiated by 
former Reagan National Security Adviser 
Robert McFarlane . 

In plainer English , the group's purpose 
will be to devise and foist upon the President 
a new , "post-SALT arms-control frame­
work," to provide more time for the transi­
tion to a "New Yalta" world order dominat­
ed by the Soviet Union . Sources say the 
group is working closely with White House 
Chief of Staff Don Regan for this purpose . 

The . group includes Kissinger Associ­
ates partner Brent Scowcroft; Rep. Les As­
pin (D-Wis . ) ;  Carter-era Pentagon chief 
Harold Brown; Rep. Richard Cheney (R- . 
Wyo.) ;  Sen. William Cohen (R-Maine); Sen. 
Sam Nunn (D-Ga. ) ;  James Schlesinger; and 
Adm. James Woolsey. 

The group says it wants no publicity . . 

BJfiejly 

• AMA DELEGATES convened 
in Chicago for the American Medical 
Association' s ; annual meeting June 
15 - 19  and adopted a five-point pro­
gram: 1) Put AIDS-infected children 
into public classrooms. 2) Close gay · 
bathhouses and adult bookstores to 
stop AIDS' spread. 3) Cut back on 
the number of medical school admis­
sions and resuict foreign students . 4) 
Reduce adveqising for alchohoL 5) 
Adopt a voucber system for Medicare 
to place it on a basis of "sound fiscal 
principles . "  , 

• 350,000 SOLDIERS could be 
eliminated if pramm-Rudman's  .au­
tomatic-cuts provision is triggered, 
could be eliminated if Gramm-Rud­
man's automatic-cuts provision is 
triggered, the !Congressional Buqget 
Office head warned June 19 .  Ru­
dolph Penner told House-Senate 
budget negotiators that defense ac­
counts would be hurt much more than 
domestic spending. If the deficit ex­
ceeds the target by- $20 billion, U .S .  
military personnel accounts would be 
reduced " I I % below the level needed 
to support . current manpower 
strengths ," he said. 

• ROBERT BYRD, Senate Dem­
ocratic leadet, introduced a resolu­
tion June 19 to have the United States 
invoke the U.N.  Genocide Treaty on 
Soviet atrocities in Afghanistan. The 
Senate also unanimously approved a 
resolution that praises . the Afghan 
rebels' "valiaJl,t strugglif;" Both res­
olutions were prompted by the visit 
to Washington of Afghan alliance 
leaders who met with the President 
and lawmake� . 

• PRESIDENT REAGAN told 
Congress June 1 8  that Saudi Arabia 
has met coriditions for receipt of 
AWACS radar planes purchased from 
the United Stiltes in 198 1 .  In a letter 
to the House and Senate, Reagan said · 
$it the Pentagon and State Depart­
ment had negotiated "agreements and 
other actions" with the Saudis to ful­
fill requirements dictated by Con-
gress for the sale . . 

. 
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Editorial 

Her Majesty's bloodbath in South Africa 

The Queen of England, for the first time since the ab­
dication of Edward VIII , is now in open conflict with 
the"l� ritish government' s  prime minister, over the mat­
ter of proposed economic sanctions against the Repub­
lic of South Africa. It is a situation unique in postwar 
British political affairs . So far, Parliament, in a vote on 
June 1 7 ,  has sided with the prime minister in opposing 
the economic sanctions demanded by the Queen . Of 
the major newspapers , the Times of London has taken 
a stand strongly in favor of Prime Minister Margaret 
Thatcher, and against Queen Elizabeth II . The Arch­
bishop of Canterbury , on the other hand" sided with the 
Queen against the government . 

The strategic and institutional implications of this 
conflict are far reaching , both for the United Kingdom 
and for the world strategic situation . 

In part, the far-reaching character of these impli­
cations is concealed behind what might appear an ar­
cane formalism: Queen Elizabeth has decided to pick a 
confrontation with the prime minister, not in her capac­
ity as the Sovereign of the United Kingdom, but , in­
stead , in her capacity as the Head of the Commonwealth 
of Nations ,  popularly known as the "British Common­
wealth . "  

Elizabeth ' s  status ,  today , i s  the world ' s  most ex­
traordinary and convoluted legal tangle ever devised by 
man (or woman , for that matter) . Legally , she is the 
Queen of England and Scotland and Northern Ireland; 
also the Queen of Canada, answerable to the Canadian 
Parliament rather than to Westminster; also the Queen 
of Australia, answerable to the Australian Parliament, 
rather than either Westminster or Ottawa.  

She is similarly the Queen of  New Zealand, Fij i ,  
Papua New Guinea, Mauritius , Grenada , Belize, Bar­
bados , Bahamas , Jamaica,  Trinidad and Tobago , and 
such other places as Bermuda, Cayman Islands , Virgin 
Islands , Turks and Caicos Islands,  Falkland Islands , 
and so forth . She is also the Head of the Commonwealth 
of Nations , consisting of some 42 nations,  most of 
which are heavily , and some totally , dependent on Brit-
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ish banking and commercial services for their survival . 
Many of Elizabeth ' s  legal titles and dignities are 

independent of each other. She could, for instance , stop 
being the Queen of the United Kingdom , say by act of 
revolution of Parliament and so forth , and still remain 
Queen of Canada and Head of the Commonwealth and 
so forth . 

Not only is Elizabeth th� most complex legal entlty 
in the world today , but she is also the second (after 
Andrei Gromyko) longest serving public official today ; 
her coronation was in 1 953 . :  

In this 'extraordinarily complex capacity , Queen 
Elizabeth is the world lead�r of the movement to de­
stroy the Republic of Soutlt Africa. Her reasons for 
pursuing this objective , needless to say , have nothing 
to do with any , either real , or imagined , moral abhorr­
ence to apartheid . In fact, it was her own British pred­
ecessors who , as rulers of Sduth Africa, introduced and 
institutionalized apartheid. elizabeth's belated discov­
ery of a dubious sense of racial justice dates back to 
May 3 1 ,  1 96 1 ,  when South: Africa ,  having had its fill 
of British colonialism, decl�d itself a Republic and 
unilaterally walked out of the British Commonwealth . 

Now , one-quarter of a century later, Elizabeth , as 
head of the Commonwealth � is orchestrating her forces 
and her dupes in an assault to dismantle South Africa. 
Independently of what her dllpes believe their purposes 
to be , the Queen ' s  crafty hand is manipulating a very 
ugly strategic gambit , whose purpose is not merely the 
destruction of the Republic of South Africa,  but, through 
the instrumentality of this destruction , the removal of 
the last hope for Africa ' s  industrial , technological , and 
scientific development . 

To understand the reasop why , one must pay heed 
to the public utterings of her consort Phillip ' s  philoso­
phy of bewailing Africa ' s  excessive human popUlation , 
and the , damage that this human population is causing 
to the great hunting reserves of Africa. The Queen is 
fulfilling the dream of the World Wildlife Fund , under 
the guise of "fighting aparth�id . "  
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