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From the Managing Editor 

In the wake of Russian President Boris Yeltsin' s October 1995 visit 
to the United States, Lyndon LaRouche identified the need to revive 
the U.S. strategic foreign policy outlook of President Franklin Roose­
velt, to create a U.S. partnership with China and Russia to overcome 
the effects of the imminent collapse of leading world monetary and 
financial institutions (see EIR, Nov. 3, 1995, p. 70). Without such 
cooperation in creating a "New Bretton Woods" system, the power 
of the British Empire today, which is opposed to economic recovery 
measures as well as the sovereign nation-state, might not be chal­
lenged effectively. 

Our Feature this week, Working Paper WP/96/014, prepared by 
Academician Dmitri S. Lvov, Dr. Valeri G. Grebennikov, and Dr. 
Victor E. Dementyev, of the Central Economics and Mathematics 
Institute of the Russian Academy of Sciences, and an introduction to 
the report by Lyndon LaRouche, presents the situation in Russia 
today. The authors show how far Russia has disintegrated under Inter­
national Monetary Fund-dictated shock therapy policies, which, as 
LaRouche notes, were consciously designed to destroy Russia. And, 
the paper gives cause for optimism, that a policy-program for recov­
ery, which, in the appropriate strategic context of the New Bretton 
Woods agreements, would restore Russia to a necessary positive role 
in the world economy, is at hand. 

The report's authors and LaRouche both address the coming dis­
integration of the international financial system. LaRouche elabo­
rates this further in Economics, "The 'Globaloney' Is Over," which 
is supplemented by a look at the German economy, and how the 
financial "elites" who met in Davos, Switzerland during Jan, 31 to 
Feb, 4, also realize that the systemic crisis is at hand. In the United 
States, LaRouche writes, people give blank stares when the term 
"depression" is used-because they associate that with bread lines­
but, they recognize the decline of the physical economy when one 
uses the term "hard times." 

And, we are in "hard times," 
A growing mass-strike response to the depression is under way, 

which most recently toppled President Abdala Bucaram in Ecuador 
(p. 62), a topic which LaRouche also addresses in the Editorial. 
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The 'globaloney' is over! 
by Lyndon H. LaRouche, Jr. 

Feb. 1 2, 1 997 

Back in the years 1 989- 1 992, when "Thyroid Storm" wracked 
Washington, President George "Trilby" Bush declared him­
self virtual emperor of the world: at the direction of Margaret 
"Svengali" Thatcher. No more Soviet empire ; nation-state 
not needed! Would-be "Lord of the Flies" George, and his 
playmates, called it "a new world order." Saner voices called 
it "globaloney ." Then, came New Years 1 997 ; the "globalo­
ney" is over. No more "new world order." At least, no new 
world order as the Emperor George had imagined it. 

Take the case of Germany, whose population today is in 
the same range as on the day George Bush ' s  daddy, Prescott, 
switched around the Harriman-controlled funds in German 
banks, to bring Adolf Hitler to power. As Rainer Apel re­
ported in last week' s issue: Two weeks ago, Germany' s  em­
ployment office reported unemployment had reached the 
same numbers as Great-Depression years 1 932- 1 933 .  Germa­
ny ' s  actual level of unemployment is about 50% higher than 
officially reported, and zooming upward. 

Meanwhile, as EIR has been reporting these events, dur­
ing the recent several months '  editions, an ominous wave of 
political mass-strikes has been building up: France, Belgium, 
Greece, Serbia, Bulgaria, South Korea, Albania, and, in this 
week ' s  edition, the tell-tale fal l ,  on Feb. 9, of the would­
be Newt Gingrich of Ecuador, current ex-President Abdala 
Bucaram. In Germany, political strikes are also on the in­
crease, as the savageries imposed under the Maastricht treaty 
threaten to end the nearly fifteen-year reign of Chancellor 
Helmut Kohl .  Meanwhile, as shown in a Russia Academy of 
Sciences report, published in this present issue of EIR, Russia 
is  a political bomb ready to explode .  

Not only i s  the Second Great World Depression of  the 
century fully on; like the 1 930s, throughout most of today' s  
world, the spreading, leading new phenomena are an overlay 
of political mass insurgencies against IMF, or Maastricht aus­
terity, added to the already ongoing, increasingly powerful, 
waves after waves of financial earthquakes. 

Meanwhile, inside the U .S . ,  a false, but temporary politi-
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cal calm prevails on the surface. Underneath that deceptive 
calm, a massive political eruption is building up . 

Life in 'hard times' 
Until now, here, in the U .S .A. ,  if EIR had used the word 

"depression" to describe the state of affairs, most citizens' 
abrupt, knee-jerk response would have been a glare of incre­
dUlity. Usually, that citizen' s  image of the 1 930s Great De­
pression, is textbook photographs of long lines of grey-faced 
unemployed at open-air soup kitchens or shabby employment 
offices .  Instead of "depression," try another word from the 
1 930s : hard times. With the change of terms,  from "depres­
sion" to "hard times," a glow of recognition can be seen com­
ing to the surface of the reflective hearer' s facial expression . 

Speak of the need for two to three jobs to support a house­
hold, and stil l  to fall short of the real purchasing-power, in 
physical terms, of a household formerly living on one or one­
and-a-half incomes, thirty years ago. Speak of the percentile 
of total after-tax household income taken by rent, or equiva­
lent costs of home-occupancy .  Speak of many added hours of 
costly commuting each week. Speak of costs of health-care, 
a life-and-death issue for many, and also, for many, the item 
in the family budget which drops the household below the 
welfare line. Speak of credit-cards loaded to, or near their 
limits, and all the other household debt, besides. Look at the 
decay of neighborhoods,  or the "Potemkin Village" delusion 
which cloaks the economic reality of "gentrified" urban or 
suburban-"development" residential areas . Or, look at the ac­
celerating collapse in quali ty of education at all levels. 

These are "hard times." If the citizen is a pensioner. or 
approaching retirement, these are terrifyingly "hard times." 

When did it begin? For many, it started about 1970, the 
time ofthe bankruptcies of both the Penn Central and Chrysler 
Corporation. It grew much worse during late 1 97 1  and 1972, 
with the Nixon Administration' s  inauguration of those harsh 
austerity measures against working people, which were 
named officially "Phase 1" and "Phase II ." It grew worse about 
the time the government of Saudi Arabia exposed the efforts 
of the London petroleum cartel ' s  U .S .  Secretary of State, 
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Henry Kissinger, to bring about the great oil-price hoax of the 
middle 1 970s: under the impacts of artificial shortages offuel ,  
and prices suddenly jacked way up, real incomes of farmers, 
factories,  and most ordinary working families dropped, sud­
denly, by a large margin. It grew worse, rapidly, especially 
for farmers, under David Rockefeller' s and Zbigniew Brzez­
inski ' s  President Jimmy Carter. 

Carter' s  October 1979 appointment of Paul A. Volcker as 
Federal Reserve chairman, not only set up the nation' s  Sav­
ings and Loan banks for the looting which bankrupted them 
under the terms of the Bush-league Garn-St Germain bil l .  It 
wrecked the U .S .A . '  s role as an agro-industrial economy. The 
Bush gang' s  "junk bond" piracy of 1 982- 1 987,  plucked the 
meat from the U .S .  economic turkey;  the 1 988-1996 "deriva­
tives" swindle grabbed the remains of the carcass .  The "deriv­
atives" bubble has transformed the world from a collection of 
economies,  into what France' s  Nobel Prize-winning econo­
mist, Maurice Allais, has fairly described as a Casino Mondi­
ale, transforming yesterday ' s  economists, accountants, and 
bankers into today' s gangland-style "bookies." 

As the fact has been documented in earlier editions of 
EIR: If we measure "market baskets" in the combination of 
equal relative qualities of useful physical goods, plus equal 
relative qualities of necessary health-care, education, and sci­
entific services, the average income of Americans, per em­
ployed member of the total l abor-force, i s  approximately half 
what it was thirty years ago. Thus,  two to three jobs are re­
quired today, to bring the family income up to something less 
than the standard of l iving which a comparable household 
achieved with one to one-and-a-half incomes thirty years ear­
lier. This downward trend has been consistent, tending to 
accelerate greatly since 1 987 .  Overall ,  since 1 970, the U .S .  
economy has been contracting, per capita of  labor-force, at a 
rate in excess of 2% per year. 

S ince about 1 99 1 -1992, the lower 80% of the U .S .  family 
incomes have been sliding downward and deeper, into what 
the majority of our adult citizens must recognize, on reflec­
tion, as "hard times"-increasingly "hard times." 

The delusion of U.S. economic growth 
During the 1 996 U.S .  e lection-campaign, the joke was, 

that when President Clinton announced that so many millions 
new jobs had been added, the ordinary working-man with 
the loud voice, announced from the balcony: "Yes, and I am 
working three of them." 

This  plunge into "hard times" did not happen yesterday. 
Think: What is different about today' s U .S .  economy, as com­
pared with the "hard times" of sixty-odd years ago? The dif­
ferences lie chiefly in three factors of financial life and em­
ployment: 1 )  Access to a relative abundance of high-priced 
consumer credit, as typified by blown-out credit-cards ;  2) As 
will be documented in the next issue of EIR, the involvement 
of nearly 40% of U .S .  households in the high-risk mutual 
funds market, including households within relatively lower 
middle income to lower income-brackets ; 3) The use of the 
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monetary inflation created by wide reliance on high-priced 
loose credit, to create the market for a l arge ration of essen­
tially "make-work," non-productive employment in the cate­
gory of clerical and other unski l led services. Most Americans 
are going deeply into a high-priced debt, which, the saying 
goes,  "they can ill afford," simply to pay one another for 
taking in  each other ' s  washing. The ri sk to those in the lower 
80% of income-brackets is savage. 

In addition to straight gambling of assets they can not 
afford to risk, on mutual-funds, a very large portion of the 
nation' s pension funds are tied up in either very high-risk, or 
other risky financial-market ventures .  Given, for example, the 
growing number of expert forecasts of a l ikely 20-30% drop 
in the U .S .  and international securities markets, soon, the 
more highly leveraged investments in those markets could be 
wiped out by such a drop, while related nominal holdings of 
that sort would  be savaged, if not wiped out altogether. In 
a collapse of the "derivatives" bubble-the looming "B ig 
One"-all ,  pensions,  and much else, would be vaporized. By 
all traditional standards of financial prudence, Americans in 
the lower 80% of income-brackets have no business risking 
their pensions and other savings in such high-risk markets. 

Nonetheless, many take that risk. Their argument is ,  that 
they "can not afford" not to take that risk: they "could not 
afford" to invest in, for example, much safer, lower yield U .S .  
Treasury securities. The fear invoked by  perceived necessity, 
i s  father to the wish. The fearful wish, in tum ,  is  father to the 
delusion. The financial bubble is zooming near to the bursting 
point? "That' s good ; my investments are booming!" Showing 
a friend how they are able to borrow against their mutual fund 
investments, they wink: "Believe me, I don ' t  know how I 
would get by wi thout it." 

There is an additional , crucial factor which prompts to­
day ' s  U .S .  citizens to tend to blind themselves to the economic 
reality of their situation . There has been a fundamental change 
in values, from the generation which experienced the Great 
Depression of the 1 930s, to the generations of adult Ameri­
cans between 21 and 55 today. 

As the so-called "Baby-Boomer" generation, has come to 
replace World War II veterans in the top-most positions of 
government, finance, production, and universities, the entire 
nation is suffering the impact of that switch, away from a 
productive, to that "consumerist" and "neo-Malthusian" out­
look, which was embedded in the majority of the university 
population of "Baby Boomers" during the middle through 
late 1 960s . These induced "cultural-paradigm shifts" of the 
1960s, have been established as the hegemonic matrix for 
opinion-making, throughout most of society ' s  institutions 
and population-strata today. 

Most World War II veterans, and their parents, grand­
parents, and great-grand-parents-all the way back to Presi­
dent Abraham Lincoln, and to Benjamin Franklin, earlier, 
defined reality from the standpoint of production. Leading 
electronic and print news- and entertainment-media, political 
candidacies, and so on, show today' s  U.S .  opinion tending 
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toward Nazi philosopher Martin Heidegger's, and his lover 
Hannah Arendt's existentialist standpoint. It is the standpoint 
of the "me generation," which, like Heidegger, conceives of 
the individual as a kind of alien to society, "thrown" unwill­
ingly into that hateful jungle, which is society. "My desires, 
my consumption. my possessions, my body, my opinion," 
color every experience with a literally pathological, existen­
tialist fallacy of composition. 

We should not be surprised, therefore, that Nazi Heideg­
ger, his adored proto-Nazi forerunner Friedrich Nietzsche, 
radical conservative Friedrich von Hayek, and kindred exis­
tentialist types, are the preferred assortment of thinkers from 
among which to choose, within the philosophy curricula of 
universities and community colleges today. 

The typical American, prior to the 1960s "paradigm 
shift," thought in terms of the necessary conditions for soci­
ety's production of those products and services which were 
essential to family household and local community life. At 
least sixty percent of the labor-force was employed in "blue­
collar" production operations. That American thought of him­
self, or herself, as both a producer and a consumer. 

The 1960s radical youth-counterculture accomplished a 
mass-indoctrination of university and other youth in the luna­
tic view, that there existed a deep moral conflict between a 
class of predators, known as producers, and the white-collar, 
or unemployed classes, and the young children, which the 
producers allegedly "exploited," through playing upon the 
"victim's" sense of needs. Scratch one of today's "consumer­
ists," and, often, the legacy of that I 960s radical youth-count­
erculture shows, beneath today's veneer of politically-correct 
social dogma. 

That generational shift, from a productive, to a consumer­
ist outlook, does much to account for the fact; that, up to a 
certain point, the suffering majority of the population will 
continue to tolerate, and even support the policies which have 
brought these increasingly cruel "hard times" upon them. A 
population which thinks from the standpoint of production, 
will look to increasing production, or increasing the produc­
tive power of labor, as the means for overcoming want, or 
increasing strength to resist other kinds of threats to national 
security. 

However, the increasing eruption of political mass-strike 
ferment, inside Europe and elsewhere, demonstrates afresh, 
that there are limits to the ability of even deeply ingrained 
ideologies to control mass opinion. Throughout modern his­
tory, political mass-strikes, whatever their particular form of 
expression, represent a condition in which a growing major­
ity, or near-majority of the population has lost all confidence 
in, not established policies, but, more profoundly, the ability 
of those in power to make any policy which does not worsen 
an already intolerable state of affairs. In short, people have 
ceased to trust the institutions which govern them, as we see 
in the U.S. today in the rate of abstentions of eligible voters 
from the most recent national election. 

In western Europe, as in Russia, the threat of political 

6 Economics 

explosions "from below" comes from the perception that 
those in power will willingly choose no policy less odious 
than that which is responsible for the existing, worsening 
pattern of grievous popular suffering. In western Europe, the 
goad to political mass-strike processes is governments' politi­
cal suicidal stubbornness, in clinging to the Maastricht policy 
destroying those nations. In eastern Europe, it is the existing 
powers' stubborn submission to the geopolitically motivated, 
insane, "reform and democracy" dogma imposed by the 
Thatcher-Bush combination. Throughout the so-called "de­
veloping sector," the detonator of political mass-strike fer­
ment, is the "IMF conditionalities," and kindred austerity 
measures. 

All our readers are more than familiar with, and disgusted 
by that immoral agreement which has governed each and all of 
the League of Women Voters-supervised campaign debates. 
This has been an understanding reached on limiting the dis­
cussion to a listed of artificialized topics called "the issues." 
For the most part, the ostensibly approved selection of "is­
sues" has no relationship to the realities of the nation's econ­
omy, foreign relations, or much of anything else important. 
The result is much passion expressed on the kinds of topics 
better relegated to the mythical sages of Jonathan Swift's 
fictional floating island of Laputa. The usual debater's point 
proferred by candidates in such debates, falls into the same 
general class of unreality as the doomed Queen Marie Antoi­
nette's fabled, "then, let them eat cake." 

When, under conditions of persisting, worsening, existen­
tial qualities of crisis, a government, and its leading political 
figures and parties, cling stubbornly to such irrelevancies as 
"the issues," the resulting despair may prompt a sorely frus­
trated, desperate populace to see no remedy but to rid itself 
of such political institutions. In such a crisis., when govern­
ment will not bend, it will be broken. The eruption of rising 
waves of political mass-strikes, is the last warning, before 
desperation takes command. The next act in that drama, will 
bring dictatorship, revolution, sheer chaos, or some combina­
tion from among such alternatives. 

In a perceived general Depression, or similar general ca­
lamity, the impulse which arises from within the populace, is 
the demand that "government do something." The populace 
abandons its former, uneasy toleration for Thatcher-Bush 
"Globaloney," or a Gingrich attempt to eliminate the relevant 
powers of government "to do something." The world of 1 997-

1998 does not belong to the Bushes, the Gingriches, the Lotts; 
what is already visibly building up around the world, and also 
in the "boondocks" of our U.S.A., will soon bring to an end 
the recent utopian, mayfly fads of "gJobaloney" and the 
"neo-conservatism. " 

Admittedly, often. in recent history, the very word "De­
pression" has excited a dangerous sort of deep political pessi­
mism in populations. The rise of fascism to power in Germany 
was made possible by such Depression-caused moods. The 
crucial political, and economic question now, is: How do we 
take such terror out of the word "Depression"? In recent U.S. 
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history, the relevant word for optimism i s  "Franklin Delano 
Roosevelt ." Modem history shows,  that there is always a road 
to economic recovery; the word "Depression" must be used, 
but it  must be used as a way of saying, that the time has come 
to scrap those misguided policies which have led us down 
the road to thi s  mess, and to adopt, instead, the appropriate 
economic-recovery program. 

Therefore, the fight i s  between those who cling stubbornly 
to the policies which have caused this Depression, and those 

who are committed to scrapping failed policies, in favor of 
viable alternatives. There are no national recovery programs 
which do not depend upon returning to the role of the sover­
eign nation-state, and no international economic recovery, 
which does not require compacts among cooperating, 
sovreign nation-states .  

Gennany: The Great 
Depression of 1997 
by Lothar Komp 

The release of the latest unemployment figures on Feb. 6 
has put Germany into a state of shock. Not since 1 93 3  has 
Germany seen such high official unemployment. And not 
since the beginning of official unemployment record-keeping 
in the 1 920s, has there been such a huge one-month jump in 
the unemployment figures.  Unemployment hit 4.65 8 million 
in January 1 997,  an increase of 5 1 0,000 unemployed in one 
month-more than 1 0% higher than the previous month. 

However, as will be demonstrated here, by taking into 
account the camouflaged unemployment, the demographic 
structure, and the structure of employment, the situation today 
is ,  in effect, even worse than that of 1 932-33 .  Only one term 
can describe the present state of the German economy: depres­
sion . A depression cannot be fought by minor corrections, 
only by reversing its major causes. Three such principal 
causes of the 1 997 German depression can be identified: 

• The worldwide slump in productive investments, apart 
from some locations in eastern Asia, caused by the "pyramid 
scheme" inflating of the global financial system. Under these 
circumstances, an economy like that of Germany,  fully depen­
dent on the export of high-quality capital goods, cannot survive. 

• The failure of the government of Chancellor Helmut 
Kohl to push through a great reconstruction policy for eastern 
Europe, as it was elaborated in the 1 990 Productive Triangle 
program of Lyndon LaRouche, and the government' s  impo­
sition of a Weimar-style budget-cutting policy, as demanded 
by the European Union' s  Maastricht Treaty. As the historical 

chance of the reunification was missed, the "Reconstruction 
East" degenerated into an "abortion" of the post-communist 
eastern German economy. 
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• The transformation of pol itical, industrial , and banking 
leaders in Germany toward a globali st, neo-liberal (that i s ,  
free trade) outlook, thereby abandoning the traditional 
strength of the German economy:  an excel lent physical and 
soft infrastructure, as wel l as a tcchnology-oriented Mittel­

stand. The Mittelstand were a success not because they did 
business cheaply, but because they maintained a high rate 
of technological improvements.  

Worse than Weimar 1932 
The last time in German hi story that official unemploy­

ment rose above the 4.5 million level, was in June 1 93 3 .  The 
January 1 997 unemployment is even 400,000 higher than the 
previous post-war record high of February 1 996. As a share of 
the total workforce, the official unemployment rate increased 
from 1 0.8% to 1 2 .2% between December 1 996 and January 
1 997. In eastern Germany, thi s figure jumped from 1 5 .9% to 
1 8 .7% . Meanwhile, in western Germany, for the first time 
ever, official unemployment, surpassed 3 million, reaching 
3 .26 million in January 1 997 . 

The most devastating decline in employment was in the 
construction sector. Here, the unemployment exploded in Jan­
uary 1 997 toward 25 1 ,000 in western Germany, and 1 50,000 
in eastern Germany .  This corresponds to a shocking 57% in­
crease in western Germany, and 75% in eastern Germany, 
compared with the month before. The main reason for this 
unprecedented increase in unemployment in the construction 
sector is  not the cold weather. but the shrinkage of public in­
vestment in infrastructure and housing. According to the latest 
figures available, orders in the construction sector fell  in 
November 1 996 by  1 5 . 5 %  in western Germany, and by 8 .7% 
in eastern Germany.  In the case of pu bl i c orders on I y, the west­
ern German construction sector collapsed by 3 1 . 3% in  No­
vember 1 996. According to the German construction industry, 
this is the biggest ever monthly drop (Figures 1 and 2). 

When Hitler took power in January 1 933 ,  the official un­
employment stood at 6.0 million. The record-high of 6. 1 mil­
l ion had already been reached in  February 1 932.  At that time, 
the total workforce, as registered at social security offices, 
amounted to 1 8 .6 million; that is,  one out of every three persons 
in the workforce was unemployed. Today, we are dealing with 
4.66 million unemployed people out of a total work force of 
39. 1 8  million; that is ,  one out of every eight is  unemployed. 
However, to compare the German depression of 1 997 with that 
of the late Weimar period, the above fi gures are not sufficient. 

First, the real unemployment in Germany today is much 
higher than the official figures suggest. For example, the Ger­
man unemployment offices registered 7 million people. who 
had been at least temporarily unemployed during the year 
1 996. A detailed account of the various categories of hidden, 
or camouflaged, unemployment was recently given by the 
N urem berg -based Ins ti tu te for Labor Market Research (IA B),  

which is  part of the Federal Labor Office. It  should be noted 
here, that the board of the Federal Labor Office, in late Decem­
ber 1 996, presented a resolution to the German government, 
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FIGURE 1 
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employers' associations, and trade unions, warning that the 

unemployment in Germany had reached a level, which is 

"threatening the democratic society." In 1996, states the lAB, 

the overall unemployment in Germany averaged 7.7 million. 

This includes the official unemployment of 4.0 million people 

(west, 2.8 million; east, 1.2 million), but also some hidden 

unemployment categories. According to the lAB, during 

1996, there were on average 260,000 people (west, 70,000; 
east, 191,000) participating in state-funded job creation mea­

sures, the so-called ABM jobs. Part-time work during 1996 
amounted to the equivalent of 102,000 full-time jobs (west, 

74,000 ; east, 38,000). Another 1.06 million people (west, 

560,000; east, 500,000), after losing their jobs, were not regis­

tered as unemployed because they were temporarily partici­

pating injob training measures or took part in an early retire­

ment scheme. 

In addition to this, the lAB states, there are about 2.2 
million people without ajob (west: 1.9 million; east: 0.3 mil­
lion), who have given up on finding a job and are no longer 

registering themselves at the unemployment office. Alto­

gether, in 1996, this makes 7 . 7  million people, on average, 

without ajob in Germany. 

There is a continuous net flow of people from the official 

unemployment categories into the hidden categories, not the 

other way around. That is, the increase from a 1996 average 

of 4.0 million, to a January 1997 figure of 4.66 million, is not 

caused by having the hidden unemployed achieve a status of 

official unemployment, but by the cancellation of real jobs. 

The hidden unemployment in January 1997 , therefore, is at 

least as high as the 1 996 average. A fair estimate of the total 
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FIGURE 2 

Monthly unemployment, 1991-97 
(millions) 
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December 

unemployment in Germany in January 1997 , all categories 

included, is 8.5 million to 9 million. A year ago, in January 

1996, the lAB had already put the total unemployment at 8.3 
million, at a time, when the official unemployment was half 

a million less than it is now. 

As for eastern Germany, the president of the German As­

sociation of Unemployed People, Klaus Grehn, is warning, 

that by taking into account hidden unemployment, about 50% 
of all people of working age will soon lack a regular job, a 

figure without precedent anywhere in the European Union. 

Of course, techniques for camouflaging unemployment 

existed in the Weimar period. However, the effect was much 

smaller then than it is today. In November 1932, the chief 

economist of the federal trade union (ADGB), Wladimir 

Woytinski, calculated that a hidden unemployment of about 

2 million should be added to the official figures. A much more 

dramatic correction must be made by taking a closer look 

at the 193 3  workforce figures. The above-mentioned total 

workforce of 18.6 million included only those workers who 

were registered at the various health insurance companies. 

The 9 million Germans working in the agriculture sector, and 

several more millions in other areas, were not included in this 

category. Therefore, the actual workforce was much higher. 

The Federal Statistical Office gives a 1933 figure of a 32.3 
million workforce, including the 6 million people unem­

ployed. Before dividing this work force into different eco­

nomic sectors, let us start with a look at the overall demo­
graphic pattern, then and now. 

In the year 1925 , in which a detailed population census 

had taken place, there were 16.1 million people in Germany 
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TABLE 1 

Employed workforce in Germany, 1933 

Sector 

Agriculture 

Mining 

Industry 

Construction 

Energy, water 

Transport 

Trade 

Services 

Total 

Employed workforce 

9.0 million 

0.5 million 

7.0 million 

1.1 million 

.2 million 

1.3 million 

2.7 million 

4.5 million 

26.3 million 

below age 1 5 , and another 3 .6 million people aged 65 and 
older. The working-age population totalled 42.7 million. In 
early 1 93 3 ,  the estimated figures were 15.1 million below the 
age of 15, 4.4 million at least 65 years old, and 45.7 million 
of working age. Out of the last category, there were 32.3 
mil l ion people recognized as in the workforce ;  that i s ,  26.3 
million people with j obs  and another 6.0 million people offi­
cially unemployed (Table 1). 

The latest detailed review of the German population by 
the Federal Statistical Office is for the year 1 994. Out of 
a total population of 81.5 million, there were 1 3 .3 million 
children below the age of 1 5, and 1 2.5 million people aged 
65 and older. Thi s  leaves a working-age population of 55.7  
million.  These figures have not changed significantly in Janu­
ary 1 997. As mentioned before. the present workforce totals 
39.2 mil lion, out of which 34.5 million are employed and 
4.7 mill ion unemployed. Table 2 l ists all these figures as 
percentages of the total population; the year 1 964 was added 
to the table, to give an example of a sound economy. The 
hidden unemployment is included in the category "working 
age, unemployed"; that is ,  8.5 million in January 1 997, and 
8 .0 mill ion in January 1933 .  

The table shows that, in addition t o  record-high figures i n  
absolute unemployment, such as those o f  1 933,  today there i s  
a dramatic decl ine i n  the numbers o f  young people i n  the 
demographic structure . While the percentage of children be­
low the age of IS falls  from 22.5% to 1 6 .3%,  between 1 964 
and 1997, the percentage of older people i ncreased from 
1 1 .7clc to 1 5.3%.  The problem is not these figures per se, but 

TABLE 2 

Demographic characteristics of Germany in 
1933, 1964, and 1997 

Population group 1933 1964 1997 

Children 23.2% 22.5% 16.3% 
Working age, employed 40.3% 45.8% 42.3% 
Working age, unemployed 12.3% 0.3% 10.4% 
Working age, not in workforce 17.5% 19.7% 15.7% 
Elderly 6.7% 11.7% 15.3% 
Total 100.0% 100.0% 100.0% 
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the dynamic they indicate for the years ahead. This can be 
seen more clearly in a comparison of a Weimar-era age-pyra­
mid with a modern German example (Figures 3 and 4). 

In the year 1925, for example, the female sector in age 
groups above 1 5  is an ideal version of an age pyramid. There 
is an obvious deficiency in the category of children below the 
age of IS years, in particular, in the age group of 5 to 9 years . 
This is a consequence of a collapse in the birth rate during 
World War I, and the depression period which immediately 
fol lowed. Another deficit can be seen in  the male sector in 
age groups of 25 to 44 years; this  i s  caused by the millions of 
men killed during the war. 

In contrast, the 1994 age "pyramid" i s  completely differ­
ent, with a rather erratic character. Apart from the surprising 
difference between the male and female section, with an al ­
most equal division among the female age groups, there are 
two main features to address.  First, not surprisingly ,  there is  
a much higher percentage today of older people, thanks to 
improvements in medicine . However, there is a worrying 
shrinkage of the younger age groups.  In spite of the fal l  in 
births during war-time, 46% of the population was below the 
age of 25 in 1925; today this figure is less than 28%. The 
German baby boomer generation-in the year 1994, these 
were the age groups between 25 and 34 years-does not really 
represent a "boom," but rather the last occurrence of a some­
what normal birth rate. As the age group below 25 years 
enters the workforce in the years ahead, the percentage of the 
population that is of working-age wil l  shrink further. 

Every job eliminated under these circumstances will be 
much more serious than in previous years, because one em­
ployed person will have to produce the goods for a l arger and 
larger number of people who are not employed. 

Even worse, a growing percentage of the remaining jobs 
is  not productive. If we list as productive categories the eco­
nomic sectors of agriculture, mining, industry, and construc­
tion, as well as those publ ic works devoted to soft and physical 
infrastructure, the number of productive employees in 1 933 
was about 20 million. Today, far less  than half of the jobs can 
be counted in the productive category-roughly 15 mi l lion. 
A large and rapidly growing part of the service jobs today is 
only part-time jobs. For every 1 00 productive jobs in 1933 ,  
there were 225 people who were not productively employed; 
today this figure has doubled, to 444 (Figure 5). 

Destruction of the 'Mittelstand' 
The present German depression, unlike former post-war 

recession periods, is characterized by an unprecedented wave 
of corporate bankruptcies .  Many of the medium-sized compa­
nies that failed in recent years had been around for 50 years, 
often for more than 1 00 years . There will be no quick replace­
ment for these companies, even if orders were to start to in­
crease again. The present record-high unemployment, there­
fore, is not a consequence of temporary layoffs, but of the 
irretrievable loss of the economy' s  productive capacity. 

The sharp increase of corporate bankruptcies in Germany 
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FIGURE 3 

Age pyramid for Germany, 1925 
(millions) 
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FIGURE 4 
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FIGURE 5 

Distribution of non-productive population in 
1933, 1964, and 1997 
(per 100 productive jobs) 
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is documented by figures from the economic research agency 

Creditreform. In 1996, corporate bankruptcies totalled 

26,500, which is 19% more than the year before. The estimate 

for 1997 is 30,000. For the fifth year in a row, the bankruptcy 

wave has reached new post-war record highs. The immediate 

damage of the 1996 corporate bankruptcies amounted to OM 
45 billion in western Germany, and another DM 17 billion in 

eastern Germany. In this process, 317 ,000 jobs were elimi­

nated in the west, and 1 70,000 in the east. For eastern Ger­

many, this means an increase in jobs lost of 67%, compared 

with the year before. Almost 90% of the jobs cancelled 

through bankruptcies, belong to small and medium-sized 

companies. Since 199 1 , the rate of corporate bankruptcies in 

Germany has tripled (Figure 6). 
In this respect, it is noteworthy that no other German 

state suffered such a skyrocketing increase of unemployment 

during the recent 10 years, than the supposed powerhouse of 

the German Mittelstand, the southwestern German state of 

Baden-Wiirttemberg. Unlike the agricultural regions of 

northern Germany and parts of Bavaria, and unlike the former 

centers of German heavy industry in western Germany, the 

state of Baden-Wiirttemberg was synonomous with medium­

sized high-tech industry, in particular, machine building. 

However, it is exactly these categories of high-tech Mittel­
stand, as well as the most advanced sections of big industry­

that is, aerospace, defense, and nuclear technology-which 

are showing the most devastating decline in employment. In 
the last five years, 550,000 jobs were cancelled in the German 

machine-building sector, 310,000 in western Germany, and 
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240,000 in eastern Germany. Only 950,000 jobs in  the Ger­
man machine-building sector had survived at the end of 1 996.  

That is,  more than one-third was wiped out (Figure 7) .  
Even more dramatic is the collapse process in the German 

machine tool sector. Since 1 990, the number of jobs in eastern 
German machine tool companies dropped from 1 00,000 to 
1 0,000, while jobs in western German machine tool produc­
tion fell from 1 00,000 to 60,000. Almost every week, another 
traditional German machine tool company is forced to file for 
bankruptcy. In October 1 996, the Chemnitz-based machine 
tool producer, Heckert, collapsed, followi ng the failure of its 
western German mother company Traub. Founded in 1 885,  

Heckert became Europe' s  leading producer in several catego­
ries of metal-cutting machines. In 1 990, Heckert still had 
4,300 employees, and was perceived as being one of the most 
successful privatizations of former East German companies. 

Shortly before Heckert, the other leading eastern German 
machine tool company, Fritz Werner & Niles, had collapsed. 
In December 1 996, the well-known western German machine 
tool company Hermann Kolb followed. In January 1 997, the 
Pittler group went bankrupt. In early February, Naxos-Union 
Schleifmittel und Schleifmaschinenfabrik AG, with 250 em­
ployees, had to file for bankruptcy. Just days later, Mikromat 
Werkzeugmaschinenfabrik Dresden GmbH, founded in 
1 869, collapsed. With 380 employees, Mikromat had been 
one of the largest remaining machine-building companies in 
eastern Germany. Mikromat is a specialist in high-speed and 
high-precision cutting technology, and recently constructed 
the first worldwide faci lity for overall micro-processing of 
steel. It collapsed, in spite of increasing orders from China, 
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FIGURE 7 

Employment i n  German machine tool sector* 
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because ofthe dramatic shrinkage in orders from its customers 
in the German machine-building and automobile sectors. 

Good-bye, Germany 
The new depression in Germany is also indicated by an­

other important factor: emigration. The yearly rate of emigra­
tion by Germans (not including emigrations by foreigners 
out of Germany) has reached a new post-war high-that is, 
1 30,000 during 1 996. This figure was announced in January 
1 997 by Christopher Layden, General Secretary of the Ham­
burger Raphaelswerk, a church-run advisory office for emi­
grants. In an radio interview, Layden warned that because 
of the mass unemployment and other individual economic 
problems, the rate of German emigration has increased for 
the last four years by 20,000 annually. The majority of the 
emigrants are relatively young. It should be noted, in this 
regard, that the mass cancellation of jobs is being accompa­
nied by a dramatic shrinkage of apprenticeships in German 
companies, the traditional method of entry to the job market 
for young people. With the number of new apprenticeships 
faIling to 400,000, there will be about 200,000 fewer appren­
tices by September 1 997 . 

The federal trade union, DGB, has just declared a "state 
of emergency" for the apprenti ce system, a backbone of the 
German Mittelstand model. According to figures by the Fed­
eral Statistical Office in Wiesbaden, the yearly emigration of 
Germans had been very high in the early post-war phase, 
reaching 1 1 4,000 in 1 956,  but then fell to 50.000 to 60,000 

during 1 970 and 1 98 8 .  In just a few years,  this figure has more 
than doubled. 

Economics I I  



World financial elites 
focus on systemic 
crisis in Davos 
by William Engdahl 

A most revealing indicator of how insiders view the immi­
nence of a systemic financial cris is ,  i s  the degree with which 
the subject preoccupied debate at the World Economic Forum 
held in Davos, Switzerl'-" :d. The talks, held this year on Jan . 
3 1 -Feb. 4, are organized LO bring together once each year 
the leading figures in international banking. central banking. 
multinational corporations ,  and government, for informal 
high-level exchanges of views on major i ssues of concern. 

This year' s talks were in stark contrast to those of the 
previous several years . Debates ranged from, "Do we need 
to worry about financial system fragility?" to whether the 
Japanese banking crisis could erupt into a global crisis; the 
dangers in the present moves toward the European Monetary 
Union (EMU) amid soaring unemployment, and the danger 
of an outbreak of a new monetary crisis ;  or, whether there i s  
risk of a breakdown in the global interbank payments system. 

But what made the talks more striking, was the fact that 
they took place against a backdrop of alleged global economic 
growth, low inflation, and record highs in major stock markets 
around the world. The contrast between what the ordinary 
citizen is  being told, i . e . ,  "the economy is all rosy," with what 
senior financial circles at Davos expressed, could not have 
been more stark. 

What is the World Economic Forum? 
The Davos World Economic Forum was established in 

1 97 1 , by a Swiss businessman, Klaus Schwab. Schwab' s 
worldview was shaped during the 1 960s as a student at the 
Harvard seminars of Henry Kissinger, who is also a Davos 
regular. Schwab' s model for the Davos gathering, he ac­
knowledges, came from attending meetings of the secretive 
Bilderberg Group. Schwab developed the format of a highly 
expensive (each delegate must pay $ 1 6-20,000 to attend) ,  
elite meeting in the Swiss Alps ,  which would focus on the 
major concerns of the global establishment in banking, gov­
ernment, and business .  Well more than 1,000 delegates and 
speakers meet over several days each year in public sessions. 
but more importantly, in informal private talks. Here, policy 
and deals with strategic importance are shaped. Who is  invited 
and who not, i s  taken as a sign of political "acceptance" by 
thi s  globalist establishment. 

Among this year' s participants were financial speculator 

1 2  Economics 

George Soros ;  heads of the largest European, Japanese, and 
American international banks ; finance ministers from most 
Organization for Economic Cooperation and Development 
(OECD) member countries; as well as heads of central banks, 
senior International Monetary Fund CIMF) officials,  and oth­
ers . In short, the people who allegedly know the true state of 
world financial and monetary developments. And, they're 
preoccupied wi th the likelihood of imminent systemic crisis 
as never before. 

A change in the bankers' mood 
It is useful to reflect on the previous several Davos meet­

ings to underscore the importance of thi s  year ' s  debate. Dur­
ing 1 993-96. Davos took place amid a backdrop of the most 
dramatic financial crises since the Great Depression. This 
included the derivatives debacle at Metallgesellschaft, the 
B anesto bank crisis in Spain, the January 1 995 Mexico peso 
crisis and the $40 billion rescue package, the Japanese bank 
and stock market crises, the collapse ofB arings Bank, Orange 
County, California' s bankruptcy, and mass strikes in France 
in protest against Maastricht austerity . 

Yet, in each of those past four meetings, by eyewitness 
accounts, the overriding focus was how to further advance 
the agenda of "globalization," especially in the area of world 
finance; how to force more deregulation and privatization of 
each nation ' s  public enterprises. Each of the crises was cited 
by leading participants as "proof' that the system worked, 
not as a symptom of its imminent disintegration. Emerging 
markets from Russia to India to southern Africa were to be 
forced open to "free market" liberalization . 

In the 1 992 Davos meeting, precisely as the U.S . ,  British, 
and Japanese banking systems and economies were strug­
gling with the most severe bank crises and depression since 
the I 930s, problems directly tied to implementation of finan­
cial deregulation, Davos promoted IMF "shock therapy" guru 
Jeffrey Sachs as the model for eastern Europe and Russia. 
Davos in fact played a key role introducing Sachs to Russia. 
Sachs ' s  shock therapy played a vital role in facilitating the 
looting of Russia' s economy and raw materials by Sachs ' s  
friend Soros and others. 

As well, when the Mexico peso crisis threatened to deto­
nate a global liquidity crisis in February 1 995 during the 
Davos meeting, conference delegates, including U.S .  Trea­
sury Undersecretary Lawrence Summers, told attendees that 
the crisis was under control and would not spread. Two days 
l ater, it emerged that Washington had pledged a record $40 
billion stabilization deal for Mexico. No problem. The next 
year, Mexico' s finance minister was at Davos to deliver reas­
suring words. 

This year, however, something had definitely changed 
the mood of the participants .  Reality dictated that a detailed 
discussion of the imminent systemic financial crisis was in 
order. Not, it should be noted, in order to avoid such catastro­
phe through radically different economic and national mone­
tary policies, as Lyndon LaRouche has urged repeatedly .  
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Rather, to inform the fellow members of the elite establish­
ment what was imminent, so they might better prepare to 
emerge as survivors from the rubble. 

The crises 
Fred Bergsten, director of the Washington-based Institute 

for International Economics, set the tone in the first plenary 
address. He bluntly warned of "potential major shocks to the 

world economy; any of them could hit in 1 997. The most 
immediate and urgent problem is Japan." 

Bergsten outlined the Japanese financial system crisis .  
Despite more than $500 billion in government economic stim­
ulus programs to revive economic growth ,  with near-zero 
interest rates,  and huge trade surpluses ,  the Japanese econ­
omy, Bergsten stressed, "has been the weakest in both the 
industrial world and East Asia for five years, despite its loca­
tion in the world' s most dynamic region . Something funda­
mental is obviously wrong. The main culprit is the weakness 
of the financial system, which continues to overhang the en­
tire economy." 

The current intent of the Ryutaro Hashimoto government, 
despite the weak economy, to ape European governments and 
U .S .  Republicans,  by imposing severe budget cuts to  balance 
the budget, Bergsten warned, would further depress the econ­
omy in an extremely fragile moment, and could trigger a "sell 
Japan panic," which would drive investors out of Japan to 
seek gains abroad. This ,  in the wake of a 53 % drop in the yen 
since April 1995, Bergsten said, could force Japanese banks 
and pension funds "to liquidate their still  massive holdings 
around the world and provoke severe reactions in foreign 
markets as well as their own."  

The present state of  the EMU and the soaring unemploy­
ment in the European Union, was identified as a second possi­
ble trigger to a major global crisis .  

As the text of the Maastricht Treaty on the EMU explicitly 
states ,  1997 is  the decisive year to determine whether coun­
tries meet the "convergence criteria," which mandate a maxi­
mum national budget deficit no more than 3% of GDP, and 
a maximum public debt no more than 60% of GDP. As of 
December, only Luxembourg had met both criteria for partici­
pating in the single currency two years hence. Germany' s  
1 996 deficit was way above the 3% level, as was that of France 
and other EU members . Thus ,  in order to qualify for joining 
the new Euro, set to start on Jan. 1 ,  1 999, these countries must 
continue savage budget austerity . For the past two years, such 
fiscal austerity , or deflation policies, have driven unemploy­
ment in the EU to an all-time record 20 million. S ince the 
December 1 996 Dublin EU summit, a major split between a 
French view of the new Euro, and the German view, began to 
emerge for the first time. This split was evident at Davos. 

Horst Siebert. president of Germany' s Kiel Institute of 
World Economics,  stated, "The two important countries of 

the European Monetary Union, France and Germany, have 
not yet found a common phi losophy on the very essence of 
the monetary union. According to the German understanding, 
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the money supply should be taken out of the hands of the 
politicians . . . .  France has a diametrically different under­
standing. According to the French view, monetary matters 
are a political phenomenon and should not be left to 
' technocrats . '  " Given such a fundamental split between the 
two key member states ,  he concluded, "it is  difficult to see 
how such a significant project can succeed." 

Siebert ' s  pessimism was underscored by remarks of one 

of the most influential German bankers, Ulrich Cartellieri of 
Deutsche Bank. Cartellieri , an aggressive advocate of the 
Euro project until recently, declared that he expected a major 
financial crisis to develop this year over the planned EMU. 
He added there was a real risk of a "crash of the EMU project. 
We need leadership and we need vision, probably this year 
more than ever." He added that, for example, allowing Italy 
in would set off a "ticking time bomb" on the whole project. 
Italy today has one of the highest public debt levels in the 
world, some 1 35% of GDP, more than double the Maas­
tricht limit. 

B ritish Chancellor of the Exchequer Kenneth Clarke was 
the first to state that the "Emperor Euro" has no clothes. "I 
doubt that the EMU will start on time," he said. Soros retorted 
to the prospect, declaring about the EMU, "If it is delayed, it 
would be catastrophic ." 

The meeting examined possible systemic "triggers" in the 
global interbank payments system and hidden risks not yet 
seen. Andrew Crockett, general manager of the Bank for In­
ternational Settlements, the Swiss-based lobby group of ma­
j or world central banks, defined the risk to the global interbank 
payments settlement system as a major worry : "Twenty years 
after the Herstatt Bank crisis ,  l ittle has been done," adding 
the alarming note, "When Drexel Burnham went under [in 
1 99 1 ] ,  we were very close to a global system freeze." 

Just how such a new interbank crisis could develop was 
suggested by Onno Ruding,  vice-chairman of Citicorp. "In 
their crisis in 1 990, U .S .  banks took appropriate steps [sic ] .  
Japanese banks and the Japanese government have yet to  take 
such steps .  There is a real danger that a bank or other failure 
could have a domino effect on the interbank settlement sys­
tem.  What happens if, say, a Japanese bank in New York or 
London has a liquidity crisis at a time of day when Tokyo i s  
sleeping? Would the problem get out of  control in the few 
hours before Tokyo opened its business day?" 

Perhaps most telling of all in the debates at Davos, is 
that none of the leading figures of the present international 
financial order offered any serious remedy to a global system 
so obviously teetering on the brink of catastrophe. This ab­
sence of an alternative was perhaps best underscored by How­
ard Davies ,  deputy governor of the Bank of England, who 
proposed instituting "stress tests" on such areas as Japan ban­
king or the EMU to determine possible systemic threats .  
What, then, if  such a systemic threat was confirmed? The 

response was a deafening silence . This pm1 of their agenda, 
apparently, these elites discuss only behind very tightly 
closed doors . 
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Business Briefs 

Economic Policy 

Tax the speculators, 
says Chinese economist 

Hu Angang, the leading economist who is 
an advocate of developing China's interior, 
proposed taxing speculators to meet national 
revenue needs, in a commentary in the Jan. 
23 Asia Times. He proposes that the govern­
ment create "new, exclusive tax resources," 
which can serve the needs of the economy 
without taking revenue from local govern­
ments. The best source for new revenue, he 
sa id, is "coll ecting taxes from stocks, bonds, 
options. and foreign currency ."  

The "Tobi n  tax,"  a proposal b y  Prof. 
James Tobin fur a 0.2% tax on finanical 
tramactions, has been d iscussed widely over 
recent years ill China. Hu Angang also pro­
pose, centralizing social securi ty systems, 
investing the money in government bonds, 
and new val ue-added taxes on the service 
sector. 

Abo, " Beij ing must regain control of the 
nari(lI1 ' s taxes," he said.  The two-tier tax sys­
tem implemented over the past few years, 
spl ilting tax revenue between Beij ing and the 
provi nces, has "not measurably improved 
the central government' s  financial condi­
tion," He insisted that "it i s  imperative to re­
centralize some of the country ' s govern­
ment power." 

Investment 

Innovation and R&D are 
key, says French adviser 

Bernard E,ambert, who adv ised France's 
late President Georges Pompidou on i ndus­
trial matters, said that the key to sohing the 
cu rrent economic crisis.  is to invest in " inno­
\' ation and research and development," in an 
interview with FiKuro Economy on Feb. 2. 
' "This is the only way," he said, "to counter 
the constraints of cost competition by the 
newly developed countries." 

Esamber! ' ,  view as to how "Europe can 
become the great economic conti nent," puts 
forth proposals which go against the Malthu-
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sian views adopted b y  the French elites in  
recent years. There is no reason why France 
cou ldn't return to growth rates of over 3 % ,  
h e  said. The precondition i s  not t o  b e  "short­
si ghted and Malthusian." He attacked the 
elites' lack of "a grand design," and the i llu­
sion of those who think that the Maastricht 
criteria can have a positive i mpact. 

Esambert said it was a shame that in re­
cent years R&D spending has plummeted, 
and cal led for the creation of an Armard­
Rueff committee (named after the two econ­
omists who created de Gaul l e's economic 
boom) to reevaluate all current state employ­
ment assistance to companies, in  order to 
transform it into a serious policy to aid inno­
vation for small  and medium-sized compa­
nies. We have "to abandon this Malthusian 
behavior which only brings death and which 
only leads us to rationing," he said, call ing 
for French society to become more "Pro­
methean." 

UnfOitunately, Esambert also favors 
freezing wages and increasing part-time em­
ployment, i n  the tradition of the United 
States, Holland, and now Germany. 

Space 

India to develop space 
plane technologies 

India is consideri ng developing a series of 
small  technology demonstrator vehicles to 
indigenously develop critical technologies 
needed for a reuseable aerospace plane, ac­
cording to Dr. S .  Sreeni vasan, director of the 
Vi kram Sarabhai Space Center in New 
Delh i, The Hindu reported on Jan. 3 1 .  Such 
an aerospace plane would have to function 
both as a hypersonic aircraft and as a space 
vehicle, he said, in  the Dr. B iren Roy Trust 
Lecture at the annual general meeting of the 
Aeronautical Society of India. 

Given the cost of developmcnt. an inter­
national effort would probably be needed to 
design and build the plane, he said. India 
needs to develop indigenous capabil ity i n  
critical areas o f  technology, if it  wishes to 
participate in  an i nternational  endeavor of 
this nature . 

" We may be the first country to plan the 

critical technology development through 
small  flight demonstrators," said Dr. Sreeni­
vasan. Thi s  strategy would minimize the 
risks, cost, and time needed for devel op­
ment. Both the Indian Space Research Orga­
nization and the Defense Research and De­
velopment Organization have carried out 
studies on small  demonstrator vehicles. 

Eurasia 

Uzbekistan President 
promotes land-bridge 

Uzbekistan President Islam Karimov spoke 
of building a "Shanghai to Paris railroad," 
in  a press conference on Dec. 27, 1996 i n  
Tashkent, the Foreign Broadcast Informa­
tion Service reported. 

In answer to a question from a Russian 
journal ist, Karimov described the current 
rai l-building projects going on in Uzbeki­
stan. He said:  "You ask how real istic is the 
grandiose route that would l ink us with the 
port of Shanghai. I want to tell you: We are 
in the process of negotiations with China and 
Kyrgyzstan regarding this project. The 
P.R.C.'s fi ve-year plan envisages construc­
tion of a rail  link to Kashi within three years. 
This project has been designated as a priority 
in  China. The task of the two countries­
Kyrgyzstan and Uzbekistan-- is to bui ld a 
rai l  l ink to Kashi from our s ide. We are cur­
rently conducting negotiations and mapping 
the route ." 

Karimov said, 'This project could be 
very significant. It can l ink Shanghai and 
Paris. The rail l ine wil l  traverse 1 2  countries . 
It has already been completed everywhere 
else-all that remains is to huild this 
segment. 

"What sources of financing will be 
brought in? . . .  I can only tell you with abso­
lute certainty that international corporations 
and well-known companies are showing 
great interest in  this project. The most im­
portant point is that this is not fantasy-this 
is a real project that can be realistical ly im­
plemented within five years ."  

On internal rai l projects, Karimov said: 
"The rail  l ink under construction will  nm 
from Zarafshan to Nukus . . . .  This i s  approx-
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imately three times longer, and therefore the 
proj ect cost is much higher. The second proj ­
ect, building a Guzar-B ay sun-Kumkurgan 
rail l ink, also i s  a very large and complex 
project because it  involves a mountain 
crossing." 

Another proj ect, a highway from Angren 
through the Kamchik mountain crossing, "is 
currently in the implementation stage," he 
said. "This motor transport route also is very 
complex because it  wil l  require two tunnels.  
We should be finishing it in 1997 . This high­
way wil l  enable u s  to l ink Tashkent with the 
Fergana Valley, bypassing the territory of 
Taj ikistan ' s  Leninabad Oblast. We have no 
problems with financing these projects . . . .  
The highway project can be completed 
within 1 .5 years ." 

Transportation 

Japan to help China 
with bullet train 

The research arm of the Japanese Rai lways 
group of companies, the Railway Technical 
Research Institute, said on Jan . 29 that it  has 
signed an agreement with China' s Railway 
Research Institute to conduct tests toward 
providing digital automatic train control 
(ATC) technology to help China build a 
high-speed bullet train system l inking 
Beij ing and Shanghai, Kyodo press reported, 
according to the Foreign Broadcast Informa­
tion Service on Feb . 6 .  

ATC is a computerized system that con­
trols the speed of a train by electronically 
measuring the distance between i t  and the 
train ahead. The deal with the China Acad­
emy of Rai lway Science cal l s  for j oi nt tests 
along a nine-kilometer experimental track 
on the outskirts of Beij ing to verify whether 
Japan' s  ATC technology can be applied to 
China ' s  high-speed train project. 

China plans  to build the high-speed train 
system by the 21st century, under which bul­
let trains would initially travel the 1,300 km 
between Beij ing and S hanghai at 250 km per 
hour. Beij i ng plans to boost the speed to 350 
kph eventually.  The accord also calls for de­
li vering the experimental facil i ties to Chi­
na' s  test track by August, and instal l ing the 
digital ATC in an e lectric locomotive to be 
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supplied by the Chinese. The two sides wil l 
conduct a series of tests over the subsequent 
1 2  months by teaming up with three Japa­
nese A TC-related manufacturers. 

Digital A TC is an advanced version of 
the A TC, that is so precise that time intervals 
between high-speed trains can be shortened 
more than with trains  equipped with conven­
tional ATC s .  A spokesman for the research 
body said that the research team, China, and 
the group of three Japanese makers also 
agreed "in genera]" to evenly share the esti­
mated cost of roughly $ 1 . 2 million needed 
to undertake the experiments. 

Philippines 

Supreme Court favors 
'national patrimony' 

On Feb. 3, the Philippines Supreme Court 
awarded a $30 million contract to purchase 
the government' s  maj ority share in the his­
toric Manila Hotel to a Pilipino group, whose 
bid was less than that of Malaysia' s Renong 
group and U . S . ' s  ITT Sheraton, under the 
"Filipino first" clause ofthe Constitution, the 
Feb.  6 London Financial Times reported. 
The court cited "national patrimony" as the 
principle on which to prohibit awarding the 
deal to a foreign consortium. The court has 
al so suspended contracts awarded in  the $7 
billion privatization of the Manil a  Water­
works and Sewerage system. The decisions 
have dealt a setback to President Fidel 
Ramos ' s  pri vatization program. 

Six foreign chambers of commerce is­
sued a j oint "statement of concern" to Presi­
dent Ramos, threatening that "excessive 
challenges to public biddings" mean foreign 
investors "will go elsewhere unless the rules 
are clear, consistent, and do not change to 
suit  the losing bidders ." Endorsi ng the state­
ment were the Chambers of Commerce for 
the United States, Japan, the European 
Union, Australia, and New Zeal and. 

Prior to the rulings, the privatization pro­
gram had run aground, bringing in only one­
fourth of the 1996 target of about $ 1 billion in 
revenue. Of the funds recei ved, the maj ority 
came from the sell-off of Ft. Bonifacio to 
Hongkong investors, negotiated in 1995. 

Briefly 

CANAUIAN official unemploy­
ment figures released on Feb. 7, of 
9.7'7r, and which have hovered at 
about 9% for 76 consecutive months,  
were the "worst . . .  since the Depres­
sion of the 1930s," the Toronto GloiJe 
and Mail commented. The figures 
show "no sign of letting up." 

CONTAINER traffic in Lianyun­
gang, China, the term inus of the " sec­
ond Euro-Asian continental bridge," 
handled 12,1 18 containers, a 47-fold 
i ncrease in 1996, Xinhua reported on 
Jan . 30. "The cargo transported 
through the bridge has turned from 
one-way to dual-way and diversitled, 
from machinery to chemicals, elec­
tronics, light industry, and agricul­
tural products," i t  said. 

ALBANIAN depositors were hit 
with another $300 million in losses in 
the col lapse of "Gjall ica:' a pyramid 
scheme fund, on Feb. 6, the fourth this 
year. The remaining big funds, Vefa 
Holding, Kamberi, Cenaj, and Silva, 
announced on Feb.  5 that they have 
joined to form a new institution in an 
attempt to avoid bankruptcy.  

MORGAN STANLEY has an­
nounced a $10.2 bill ion dcal in which 
i t  will take over Dean Witter broker­
age company. It would have a capital 
base of $23.3 bi l l ion, making it the 
l argest investment banklbrokerage 
ftrm in the world, with annual reve­
nues of $ 1 2  bill ion. 

AUSTRALIA had 1 7 ,362 bank­
ruptcies in 1996, or 23% more than in 
1995, according to the Inspector Gen­
eral in B ankruptcy ' s  Annual RepOJ1 
for 1996, the Feb. 4 Ausfralian Finan­
cial Rn iew reported. "Anecdotal evi­
dence from accountants around the 
country says [the rate] is not slowing 
down," one accountant said. 

CZECH rail workers reportedly 
agreed on Feb. 9 to end a strike which 
has shut down rai l traffic in the repub­
lic.  Railway union president Jaromir 
Dusek said the government had 
backed down somewhat from its plan 
for mass layoffs and when downsiz­
ing i n  "free market reforms." 
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Russia's liberal 
refonns: anatomy 
of a catastrophe 
by Lyndon H. LaRouche, Jr. 

Feb. 7 ,  1 997 

To summarize the issue before us :  In the document which appears immediately 
following this introduction, scientists leading Russia' s most authoritative econo­
metrics institution (CEMI), demonstrate, factually, that Russia' s  l iberal reforms 
have turned out to have been, one of the most monstrous ,  strategically deadly 
incompetencies in the history of political-economy. 1 Yet, stubbornly wrong-headed 
policy-shapers, among the monetarist Torquemadas of the International Monetary 
Fund, the U .S .A . '  s National Endowment for Democracy, the U.S .  Republican Party 
leadership, and el sewhere, continue to insist that Russia impose these ruinous 
"reform and democracy" policies ever more strictly .  

Caesar.' "Beware the Ides of March! ,,2 Perhaps, no one could know, exactly, 
what major crises will, or will not break out during fateful March 1 997. Yet, at 
the recent bankers' meeting in Davos, Switzerland, the coming March was consid­
ered by some relevant celebrities a l ikely occasion for a major new "bump" in 
the presently ongoing collapse of the world' s monetary and financial systems. 
Following that Davos meeting, on Feb. 6, the Federal Employment Office of 
Germany announced, that even the officially acknowledged number of unem­
ployed in Germany has reached the highest levels since the Great Depression of 
the early 1930s. The second, world-wide, Great Depression of the Twentieth 
Century, has now arrived; now, during the near term ahead, as during the Depres­
sion years of 1 929- 1 932, things can only become worse, until a Roosevelt-

I. D. Lvov, V.  Grebennikov, V.  Dementyev, "The Path of Russian Reforms," Working Paper 

WP/96/0 1 4, Central Economics and Mathematics Institute, Russian Academy of Sciences, 1 996. 

2.  "Soothsayer." in William Shakespeare, Julius Caesar, Act I, Scene II. 
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echoing econom ic-recovery program is brought in . )  In this 
situation, for growing numbers of top bankers and related 
pol icy-makers, March looms large. 

In this setting of onrushing world crisis,  notable figures 
of Russia have warned the worl d, publ icly, that upcoming 
March, or,  perhaps April ,  may prove to have been a l ikel y 
time for the outbreak of maj or reflections of a burgeoning 
social and political crisis  in  Russia. March might pass? "Aye, 
Caesar; but {the Ides of March have] not gone. "4 The danger 

3 .  On the su rface of things, each considered in the smal l :  There are two 

principal differences between the U.S .A.  and western Europe during 1 927-

1 933 ,  and the same regions of the world today : the monstrous rel iance on 

spirall ing accumulations of high-priced short-term indebtedness, as a substi­

tute for actual income of both households and corporations, and the mid­

I 960s "c ultural paradigm sh ift," away from a production-oriented culture, 

to a "consumerist" ideology . Typical of today ' s "consumeri st" delusions: As 

early as the late 1 970s and early 1 980s, typica( U.S.  citizens, even putatively 

rational and l iterate ones, defended their posture of merciless ind ifference to 

the bankrupting of U.S .  farmers, with the oft-heard utterance: "I don ' t  need 

the fanners; I get my food at the supermarket:' For those of us old enough 

to remember, first hand, the onset and persistence of "hard times" in the 

U.S.A. ,  during the 1 927- 1 938 interval, the U.S. population today has been 

experienc ing increasingly severe "hard times:' si nce the 1 987- 1 992 mush­

rooming of the "derivatives bubble. "  Most interesting, clinicall y, i s  the perva­

sive, pathological phenomenon of psychological "denial ," of the fact, that 

the worsening "hard times" so far experienced in indiv idual and household 

life, already echo the s imilar hardships which persisted during the 1 927 - 1 938 

period of the "Great Depression." 

4. op. cit., Act III. Scene L The referenced exchange, in the play, ru ns as 

follows : 
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In Moscow (from left), Lyndon LaRouche, 
Helga Zepp LaRouche, and associates 
Jonathan Tennenbaum and Karl-Michael 
Vitt, at a monument to Russian physicist 
Kurchatov. LaRouche has maintained a 

dialogue with the Russian intelligentsia, and 
visited Russia in 1 994, 1995, and 1 996. 

i s ,  that, when the next phase of the Russia crisis strikes, 
the U . S .  government, under pressure from the Republican 
maj ority in the Senate, might sti ll be sitting, like England' s  
legendary, doomed King Canute, howling denials into the 
face of the winds and waves of the rising storms of crisis ,  
while clinging, stubbornly,  to its  present, catastrophically 
failed "Russia Reform" policy.  

Russia today, is the leading center of an on-coming global 
pandemic of political tornadoes and earthquakes, each prom­
ising to strike us, at, or near the extremes of the relevant 
scales. In the recent CEMI report whose English translation 
is publi shed in this issue of EIR, Academician Lvov, Dr. 
Grebennikov, and Dr. Dementyev, document those develop­
ments which threaten epoch-making convulsions during Rus­
sia' s near future. That report demonstrates, that the U . S .  
government must proceed quickly, t o  scrap the foolish, cata­
strophically fai led "reform and democracy" policy, the which 
was introduced i nto U . S .  policy by the governments of Pri me 
Minister Margaret Thatcher and the man her memoir de­
scribed as her gullible lackey, President (Sir) George Bush.s 
The U.S .A. could not afford the folly of not scrapping that 
British, Thatcher-Bush, geopoli tical policy, introduced to 
eastem Europe during 1 989- 1 992, which has come to be 

Caesar: The Ides of March are come . 
Soothsayer: Aye, Caesar; but not gone. 

S .  Margaret Thatcher, The Downing Street Years (New York: HarperCol­

lins, 1 993), pp. 782-83 . 
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known as the "reform pol icy ." 
For ful ly sane persons, today ' s  urgent question is :  What 

is the available alternative to the lunacy of continuing the 

present ecollomic policies of the U. S.A. , IMF, et al. ? In ad­
dressing the accelerating crisis in Russia, that question must 
be defined in a world-wide context, rather than a narrowly 
Russian context, or, rather than the context of the region of 
the former Soviet Union and Comecon . The situation must be 
defined, globally,  on two levels.6 

011 the le vel of general, global policy-makillg, the onrush­
ing, global financial col lapse must be met in the reawakened 
spirit of world leadership by war-time U .S .  President Franklin 
Roosevelt . The President of the United States must bring to­
gether a concert, of at l east a quorum of world powers, and 
other partners , to establish a three-fold counteraction, to con­
trol and reverse the downward-spi ral l ing Great Depression 
currently in progress. As the present writer outlined the three 
crucial features of such a global recovery program, during his 
remarks opening a Feb.  5 conference held in Washington, 
D.C . : 7  

I .  An emergency meeting of such col laborating powers 
must be convened, to deploy emergency action, as might be 
done during a short weekend, to put the existing, bankrupt 
international monetary and financ ial systems into govel1l-

6. See Lyndon H. LaRouche, Jr. on the subj ect of Analysis Situs : "Return to 
the Machi ne-Tool Principl e," Executive Intelligence Review, Feb. 7, 1 997 . 

7. FOR-PAC Policy Forum: "Eurasian Land-Bridge: The 'New Silk Road, 
Feb .  5, 1 997 . '  , .  
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From left: Helga Zepp 
LaRouche, Lyndon 
LaRouche, and 
Academician Dmitri 
Lvov, during the 
LaRouches ' visit to 
Moscow in June 1 995. 
Many Russians "made 
the best of the situation 
in which they found 
themselves and their 
nation, under Soviet 
rule. The latter spirit is 
manifest in those 
members of Russia 's 
Academy of Sciences . . .  
who seek to rebuild a 
s hatte red, post­
Communist Russia 
today, with the same 
loving patriotic devotion 
to meeting 'the test of 
death ' which they 
expressed as citizens 
serving under Soviet 
rule. " 

ment-supervised bankruptcy-reorganization, and a new sys­
tem immediately established on the basis of: a) The best fea­
tures of the 1 946- 1 966 Bretton Woods agreements, 
reestabli shing a system of relati vely fixed parities, b) a revival 
of the pol icy of mutually advantageous protectionist mea­
sures of trade and tariff agreements, model led upon the anti­
Adam Smith, Frankl in-Washington-Hamilton-Carey-List­
Lincoln American System of political economy , c) establish­
ing national banking ,  to supersede the bankrupted central ban­
king systems, as a means for generating and regulating a sys­
tem of productive credit-creation for recovery of national 
economies and of world trade .s 

2. The adoption of the "Eurasian Land-Bridge" develop­
ment program, which is already the joint policy of China and 
a growing number of other nations, as the centerpiece of a 
gl obal economic-recovery program .9 

3. The revival of the role of the strategic machine-tool 
sector of a "full set" economic model , 10 as the crucial driving 

8.  On l (b) and l (c), see Friedrich List,  Outlines of American Political 

Economy, with a commentary by Michael Liebig and an Epilogue by Lyndon 
H. LaRouche, 1r. (Wiesbaden, Germany: Dr. Boettiger Verlag, 1 996). See, 
Nancy Spannaus and Christopher White, The Political Economy of the 

American Revolution, second edition (Washington, D.C.: Executive Intelli­
gence Review, 1 996), pp. ix-xxv, 1 -47, and U.S. Treasury Secretary Alexan­
der Hamilton' s  relevant policy outlines to the U.S. Congress, pp. 355-453 .  

9. The Eurasian Land-Bridge: The 'New Silk Road '-Locomotive for 

Worldwide Economic Development, an ElR Special Report (Washington, 
D.C. : Executive In tell igence Review, January j 997) .  

10 .  The author adopts the  recommendation of  some among his  associates, 
that we revive emphasis upon the term "full set economy." In those post-
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agency for increase of the producti ve powers of l abor through­
out the world. I I  

Turn now to the subsumed, second level. We focu s  atten­
tion, more narrowly,  on the cases of Russia, and relevant 
other nations formerl y within the Moscow-centered Comecon 
system. We turn our attention to the one legacy of the Soviet 
system, the " strategic" machine-tool sector of Russia' s mili ­
tary-industrial capabil i ties, without whose revival Russia 
could not become an economical l y  viable nation within the 
fore seeable future . We examine the subject-matter of the 
CEMI report with the implied assumption, that Russia is a 
key participant in the "new B retton Woods" emergency con­
ference, which, we propose, must be convoked on the initia­
tive of President B i l l  C l inton. 

An ecumenical strategy 
Whenever we might consider an attempt, to bring the 

presently mostly ruined array of the world' s nation-states into 
a general order of peace and prosperity among sovereign na­
tions,  poses the question : "Under what common principle 
shall such a cultural ly  diverse assembly of nations be brought 
together in thi s way?" The European civil ization, born in 
C l assical Greece, is about 2,500 years old, and was itself 
divided by the Roman Emperor Diocletian i n  the year A.D.  
286, establi shing the premises for what became the cultural 
cl eavage between what Diocletian set on the one side,  to the 
present day, as 1) " western Europe," all of whose achieve­
ments, ever since, have reflected the Platonic tradition of Au­
gustinian Chri stianity, and, on the other s ide,  what has been, 
to the present day, 2) "eastern Europe," dominated by the 
Aristotelean heritage of B yzantium.  The rem aining, principal 
divi s i ons  among the planet' s  cultural matrices, are of the spe­
cies Islam.  Confucian, Hindu, or Buddhi st, or of syncretic 
cultures combining axiomatic features otherwise found 
among these four, and also from European civil ization . 

The significance of thi s  point i s  underscored by the grow­
ing number of nations which are becoming, or promi sing to 
become, active partners of China, Iran , and others, in develop­
ing what today' s  China policy identifies as "The New S i l k  
Road" : a spider-web of galactic-arm-l ike, economic-develop­
ment corridors, each corridor built around a "spinal column" 
of a transportation trunk-line, all l inking the Atlantic coast of 
Europe with the coasts of the Pacific and Indian ocean s .  The 
growing interest of France and Germany in these "New Silk 

Great Depression definitions of U.S. n ational security establi shed as policy 

unti l approxi mate ly 1 966- 1 967, the principle was, that the U.S.  economy 

must contain within its borders the "ful l  set'" of those components of mfra­

structure and production essential to sustain ful l  national economic i ntegrity 

under conditions analogous to general war or virtual siege. This. as distinct 

front today ' s  deve loping sector, and "glonal ized :' degenerate form oftoday" s  

U . S .  economy. Excepting a few cases, such a s  Argentina during the 1 940s 

i nto the 1 960s. the post-World War II states of Iberia and the developing 

sector, have never functioned economically with a " ful l  set." 

I I Lyndon H. LaRouche. Jr. .  "Return to the Machine-Tool Principle:' op. cit. 
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Road" developments, indicates that the world ' s  greatest con­
centration of "strategic machine-tool" capacity, the " Produc­
tive Triangle : Pari s .  Vienna, Berl in ,  Lil le ,  Pari s" [ Figure l J ,  
w i l l  b e  effi ciently integrated, functional ly ,  with the regions 
of A si a  in  which the greatest part of the world' s present and 
future population is embarked upon development: East and 
South Asia. 1 2  All of those princ i pal cultural d iv isions of man­
ki nd which we have identified, are l ocated chie tl y  a long. the 
routes of thi s  proposed Eurasian development program. 

Is there some common , axiomatic qual i ty of principle.  
whose authority might be commonly recognized by peoples 
representing each and al l of the i ndicated cu l tural divi sion� 
of mankind? The authors of the CEM I report do not address 
the i ssues explicitly in that way,  but they touch upon the 
matter implicitly, and in a most efficient manner, in the middle 
section of their report, under the sub-head " Support for Re­
covery." 1 3  We ask the reader to stand hehi nd this writer' s 
shoulder, watching as the author now turns to address the 
content of that portion of the CEMI report ;  share the view of 
the matter provided by this writer' s standpoint in econom ic 
science. 

Since the author has elaborated the immedi ate ly fol l ow­
ing aspect of our argument in numerous,  earl ier, publ i shed 
locations, interpolated summaries w i l l  suffice here . 

There exists a relevant body of combi ned evidence of 
historic, pre-historic demographic,  and rel ated evidence, for 
known cultures, and cohering archeological evidence for car­
lier traces of actual or putative ancient m an .  In carl ier puhl ica­
tions, the present writer has frequently referenced the best 
avai lable approximation of a consensus among relevant pro­
fessionals,  respecting such demographic evidence.  This �pans 
empi rical evidence col lected from as remote a time as I to 4 

m i l l ions years . 1 4  This  evidence demon strates that the human 
species i s  of a different type than any other l i v ing species.  I S  

Were man an  animal ,  our  species'  phy siologica l  ecol ogical 
potential were of the order of h igher apes, a maxi m u m  of 
several m i l l ions l i v i ng individuals under even the most favor-

1 2 . For a summary of the "Productive Triangle" pol icy set forth by Lyndon H. 
LaRouche, IT. i n  November-December 1 9H9, see: "Europe : the ' Productive 

Triangle' Must Be Implemented," i n  The Eurasian Land-Bridge, 01'. cit . .  

pp. 1 27- 1 42 .  

1 3 .  See pp. 34-36 . 

1 4. Executive Intelligence Review, Feb. 7, 1 997 . pp. 1 5 · 1 6. 

1 5 . for example, only i l l iterate, or semi-l i terate barbari ans wi l l  ins i st that the 

human species is d ivided, in any naturally determined.  functional sense . 

according to racial difference,. All forms of human indi v idual, .  whatever 

their otherwise relatively trivial  apparent rhysi010gical distinctions.  have 

identical cognitiv..: potent ials .  With i n  the human ,pec ies taken as a whole, 

the only differences of functional significance among persons are thm,c of 

degree of cognitive and related cu ltural devel opment of indi vidual person,. 

The empirical evidence is. that most past cultures of mank ind have been 
cognit ivel} correc tly inferior to the best modern cu lture.  but there i s  no 

biol ogical determination of cultural superiority,  or i nteriority among S(l­

cal led · ·races . " '  
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FIGURE 1 

The Paris-Berl in-Vienna Prod uctive Triangle, and its spiral arms of development, 
from a 1 990 study 

able conditions actually existing on Earth during the recent 2 
millions years ' cycles of waxing, and temporarily waning gla­
ciation . 1 6  

B y  the time o f  Europe' s  mid-Fourteenth Century "New 
Dark Age," the total population of this planet had reached 
several hundred millions human individual s .  The crucial fact, 
with which a science of economics, and any competent spe­
cies of historiography ,  begins, is ,  that: the global impact of 

the development of the modern European form of sovereign 

nation-state, has been, despite all of those contrary evils 

spewedfrom within modern European civilization, a greater 

improvement in the demographic characteristics, of whole 

populations and of households, than was effected by any and 

all earlier, other forms of cultures, combined, during all ear-

16 .  Perhaps significantly less than one individual for the average ten square 

kilometers of habitable regions. 

20 Feature 

o 

• Moscow 

tier human existence. Admittedly, the effort to break free 
of the imperial legacy of ancient Babylon and the Roman 
empires, to establish sovereign nations, antedates the Fif­
teen th Century formation of the first modern nation-state, 
France under Louis XI, during A . D . 1 46 1 - 1 483 .  Nonetheless, 
the form of nation- state economy which was set into motion 
by Louis Xl' s reforms,  presents, for the first time in human 
existence, that specific combination of policies which has 
been the source ofthe hyperbolic improvement in  this  planet ' s  
general human condition over the interval 1 46 1 - 1 966. 1 7  The 
net exceptional achievements of the influence of the modern 
European form of sovereign nation-state republic, over the 
interval 1 46 1 - 1 966, serves the scientist and historian, al ike, 

17 .  See Lyndon H. LaRouche, Jr. ,  "Return to the Machine-Tool Princ iple." 
op. cit . ,  on the post- l 966 reversal of the modern progress of planetary civil iza­

tion up to that point. 
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as what physicist Bernhard Riemann' s  method identifies as a 
unique experimellt, through aid of which to bring into empiri­
cal focus, that pri nciple of human nature which has al ways 
set the potential of the human individual , in every culture, 
absolutely apart from, and above that of each and all of the 
animal species . " 

Within that framework, situate a clinical view of the 
sharply contrasted successes and failures within the broad 
sweep of the 1 9 1 8- 1 99 1  Soviet economy, as thi s  i s  reflected 
within the CEMI report. Thi s  approach is uniquely indispens­
able to any competent opinion respecting the possibil ities 
for rebui lding the economy of Russia. More broadly, these 
paradoxical features of the contrast between the relatively 
successfu l ,  former Soviet economy, and the utter fai lure of 
Russia' s economy under the so-cal led "liberal refOlms," pro­
vide a valuable lesson to the world as a whole. When we 
compare the impacts of the military sector of the economy in  
the former Soviet Union, with the best, exemplary cases of 
the western European model of modern nation-states, such as 
Colbert' s and Lazare Carnot ' s  France, the rise of Schil ler' s ,  
Gauss ' s, and the Humboldt brothers ' Nineteenth-Century 
Germany,  and the 1 789- 1 966 U.S .A.  under the guidance of i ts  
Leibnizian Federal Constitution, 1 9  we are obliged to recognize 
that these included successes, in both systems ,  express an 
underlying, axiomatic principle of Leibniz ' s  teaching and in­
fl uence, the which is commonly expressed within the best 
economic achievements of both the "Western" nation-state 
and the Soviet models .  

The authors of the CEMI report put their fingers on the 
relevant point. In the section we have referenced above, they 

1 8 . The author' s preference for the use of "unique experiment," rather than 

the more commonplace. classroom, "crucial  ex periment." is the need to rlace 

in  a special c l ass those experiments which define such a newly discovered, 

valid principle of nature, as l eads to the discovery and validation of a new 

general hypothesis governing al l physical space-time theorems, replac ing 

the rrevious l y  reign ing hypothesis, the which had been rendered paradoxical 

by the kind of c\ idence which uniquely requires the overturning of that earl ier 

hypothesis .  For example, the Seventeenth-Century experimental evidence, 

leading through the discovery of isochronic ity i n  the gravitational field, by 

Huygh.:ns,  through the determination, by the combined work of Huyghens, 

Roemer. Leibniz,  and Bernouilli ,  of cohering i sochronicity in  the  domain of 

that refract ion of l i ght determined by apparentl y  constant rates of retarded 

propagation of l ight. The term "unique experiment" is introduced in this 

location, hecause of its significance in defining a functional notion of scien­

tille and technological progress ' s  rol e  in i ncrease of the productive powers 

of l abor. 

I t) . The fact that the U.S .  Declaration of Independence rejects John Locke ' s  

principle o f  " l ife ,  l iberty , and property,"  and adopts Leibniz' s term of rebuke 

against Locke, " l ife. l iberty, and the pursuit  of happiness," instead, shoul d  

b e  coupled w ith the I �eibnizian l anguage of U . S .  fundamental law, that of the 

Preamble of the Federal Constitution, and the explicitly Leibnizian economic 

policy of President George Washington' s  administration, as reflecting the 

fact that the crafters of the Decl aration of Independence and Constitution 

were,  unlike scrillc Thomas Jefferson, followers of Leibniz. The concepts of 
"pursuit of happ i ness," and " general welfare," are alre ady developed concep­

tual ly  in Leibniz' s  first writing on economy, his  167 1  Society and Economy 
(e.g. ,  John Chambless, trans . . Fidelia, Fall 1 992). 
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identify Russia' s four "trumps in the game" of economic re­
vival : "First, there i s  the nation' s  intellect, its education";  
"Second, there are scientific schools which have traditionally  
defined the image of Russian science";  "Third, there is  the 
unique geographical position of Russia in the world com111U­
nity," the bridge-head for the Eurasia Land-Bridge, unifying 
Atlantic and Pacific Eurasia ;  and, "Fourth," presently, l argel y  
idled, "accumulated production capacities in different 
branches of industry ," which, if reactivated. would  "satisfy a 
considerable share of internal demand," and also, "provide 
large suppl ies for export ." Look at the CEMI picture of Rus­
sia' s potential , henceforth, from the vantage-point of 
Figure 2, reproduced here from the author' s "Return to the 
Machine-Tool Principle."20 

The common role which state-spon sored universal educa­
tion, scientific discovery, state-directed infrastructural devel­
opment. and investment in scientific  and technological prog­
ress,  have represented, in successful periods of economic 
growth within both "western European" types of sovereign 
nation-states, also within Russia under Tsars Peter I and Alex­
ander II. and under the later Soviet system, reflects a principle 
which underl ies all human progress,  since the earliest prehis­
toric times. This deeply underlying principle, i s  the nature of 
man : the quality, universal to the newborn human individual , 
which sets mankind apart from, and above all lower forms 
of l ife . 

That underlying principle, is  therefore a universal princi­
ple, which is  common to the nature of all men and women, 
whether they be products of  western European or  Byzantine, 
or Islamic, Confucian , Vedic, or Buddhist cultures,  This un­
derlying pri nciple is. thus ,  a true ecumenical principle, the 
authoritative basis ,  in scientific certainty, for a law of econ­
omy common to all civi l ized society . 

The nature of 'economic man' 
For Christian ,  Jew, and Muslim, thi s  ecumenical principl e 

i s  traditional ly  defined, canonically, as the kernel of their 
religious bel ief respecting the nature of man. In the on Iy l i ter­
ate choice of English prose style,  that of William Shakespeare 
and the King James Version, Genesis 1 :26-30, the terms em­
ployed are man and woman made in the "image of God," to 
"have dominion" over the Earth and every living thing within 
it. For Confucius, the matter i s  stated differently .  Some in the 
tradition of the Vedas might agree, but others among them, 
l ike some Buddhists ,  might not. As the Soviet case brings 
the point into view, many today do not accept any religious 
teaching at all .  Thus,  for the sake of ecumenical universal ity, 
we must let the stones speak ;  if Genesis had never been writ­
ten, the testimony of nature i tself compels us  to the same 
conclusion respecting the nature of the individual newborn 
person, 

20. op. cit. p. 2 1 ,  Figure 3: "How the Machine-Tool Principle is situated."  
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FIGURE 2 
It i s  easily demonstrated, that the na­

ture of the individual person so defined 
can mean nothing other than Reason, as 
scientists such as Nicolaus of Cusa, Le-

How the Machine-Tool Principle is situated 

onardo da Vinci, Johannes Kepler, and 
Gottfried Leibniz defined the use of 
Reason. 

How does man effectivel y assert do­
minion, except by increasing the human 
population, as Genesis prescribes? 

Current levels of Development 
of 

Individual Creative Reason 

Discoveries of Valid Principles 

Since the limit of l iving population for 
ape-like, or so-called " ecological" man, 
could not exceed several millions indi-

Discoveries of Valid New Hypotheses 

Machine Tool Designs 
viduals, the dominion which Genesis 
prescribes could be attained only 
through increasing the potential relative 

population-density of the human spe­
cies. The latter signifies, in practice, that 
we must simultaneously decrease the av­
erage land-area required to sustain a typ­
ical individual or family household, 
while decreasing the morbidity rates and 
otherwise improving the demographic 
characteristics of those populations, and 
increasing the material standard of liv­
ing for households, while also increas­
ing the physical productive powers of 

Developed labor Force New and Improved Product Designs 

Infrastructure Designs 
Productive Processes 

Increasing Capital-Intensity 
Increasing Power-Intensity 

Labor Force and Machine-Tool Designs 
Are Combined 

labor per capita. 
When we look backward, toward 

prehistoric periods of human existence, 
we discern, rather readily, that certain 
changes in technology account for the 
general ordering of demographic im­
provements, relative to type of quality 
of area of habitation. Looking closely at 
the reasons for success or failure in the 
physical-economic perfonnance of 
modem nation-state economies, en­
ables us to defi ne these matters in a 
much more refined way than the rele­
vant archeologists have done. The de­
velopment of the modem, sovereign na­
tion-state economy, is the appropriate 
choice of subject for thi s  inquiry ;  the 
connections are shown most clearly by 
focussing upon the industrial production of physical goods. In 
this approach, highlighting the coincidences and differences 
between the approach taken by the authors of the CEMI re­
port, and the present author' s work, should prove most use­
fully provocative.  

For the best resolution of the functional relationships 

within that phase of the economy as a whole, we must focus 
upon the interconnections among: I )  a certain quality of edu­
cation, the so-called Classical Christian humanist mode, as 

22 Feature 

Productive Process 
Development 

Increased Productivity 

Increase of 
Potential Relative 

Population-Density 

Higher levels of Development 
of 

Individual Creative Reason 

typified by the Humboldt reforms in Nineteenth-Century Ger­
many; 2)  the "strategic" machi ne-tool-design sector of the 
economy as a whole; and, 3) the relationship between the 
labor-force so educated. and the environment of production 
and product-design defined by the interventions of that "stra­
tegic" machine-tool sector. 

To meet the standards of measurement inhering in compe­
tent experimental physics, we must resort to Riemann' s  ap­
proach, as rooted explicitly in Plato ' s  principle of hypothe-
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sis . 2 1  Although this author has defined this principle of 
hypothesis repeatedly in earlier published locations, the wide­
spread ignorance of this principle of scientific method, even 
among science professionals, makes mandatory no less than 
a summary set of definitions. 

A fair definition of hypothesis as such, from the standpoint 
of a simple Euclidean geometry, proceeds as follows. Given 
a set of propositions in geometry, subject to the restriction, 
that no pair among those propositions be mutually inconsis­
tent. Employing Socratic method, adduce a set of underlying 
definitions, axioms, and postulates, the which is  not inconsis­
tent with any among such a subject set of propositions .  That 
set of definitions, axioms, and postulates, taken as a unity, 
consti tutes a simple choice of exemplary Platonic hypothesis . 
All possible propositions which are not inconsistent with that 
hypothesis, constitute a theorem-lattice. 

For the case of geometry, concede, the baseless, arbitrary 
character of the assumption, that extension of space and time 
is  limitless,  and expunge the fallacious ,  Euler-Lagrange pre­
sumption, that extension is, axiomatically, perfectly continu­
OUS,22 without the possibility of intervening discontinuity. 
Next, concede, that any discovered new physical principle, 
such as one of experimental physics, which is  validated by 
measurement, is an extensible principle to be treated as an 
added "dimension" of a physical space-time geometry . The 
result, is the development of a new hypothesis, superseding 
the hypothesis overturned by the relevant, validated, experi­
mental evidence.23 

The latter view of the progress of experimental physical 
science, defines the historical process in terms of successions 
of hypotheses, each representing a potential advancement in 
the human condition over the knowledge represented by the 
hypothesis which it has superseded. Therefore, Science i s  
defined as knowledge of those principles of revolutionary 
discovery, the which lead, from experimentally-based para­
doxes overturning established hypotheses, through discover­
ies of validated new principles, to synthesis and experimental 
validation of superseding hypotheses. 

Thus, Plato, like Leonardo da Vinci and Johannes Kepler, 
defines Reason, and Leibniz necessary and sufficient reason. 
Given a validated principle of nature: what is the hypothesis 
which corresponds to the experimental-physical reality ofthat 
validated principle? The hypothesis which satisfies that re-

2 1 .  As distinguished, as by Bernhard Riemann's  1 854 habil itation disserta­

tion. from a formalist mathematical physics. Bernhard Riemann, Uber die 
Hypothesen. welche der Geometrie zu Grunde liegen. Bernhard Riemanns 

Gesammelte Mathematische Werke, H. Weber cd .. second edition (New 

York: Dover Publications, 1 953) pp. 272-287. 

22. i .e  . •  l inear even in  the very smal l .  

23. Riemann, op.  c i t .  pp .  272-273 .  For an elaboration of the present writer ' s  

views o n  t h e  same subject-matter, see his "The Essential Role o f  'Time 

Reversal ' in Mathematical Economics," Executive Intelligence Review, 

Oct. 1 1 , 1 996. 
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striction, constitutes the relevant expression of "necessary 
and sufficient reason." 

To bring into focus the crucial principle upon which the 
interdependent roles of education and the machine-tool prin­
ciple depend, we must go a step higher, but in the same sense 
of direction . 

In any competent mode of education, the student learns 
the validated principles discovered in the past, by reenacting 
the original mental act of discovery within the individual pu­
pil ' s  own, sovereign mental processes .  The pupil is presented 
with a paradoxical fact, and in a paradoxical manner; the 
student is challenged to solve the paradox. By generating 
solutions to such paradoxes, and discovering how they may be 
validated experimental ly,  the student has rel ived the mental 
action of the original discovery.  That student now knows the 
principle; if he had merely learned it, as from a modern style 
of textbook, he does not know the principle; the latter pupil ' s  
ostensibly correct formal answer to an examination question, 
has no more moral authority than mere academic gossip, 
mere "learning."24 

In the case, that the student has enjoyed an education of 
the superior quality associated with the Platonic humanist 
approach of Schiller, Humboldt, et al . .  the student has relived 
a significant portion of those discoveries of principle upon 
which all historical progress of mankind, up to that time, has 
been premised. In addition to learning each of these Many 
discoveries of principle one at a time. the student is made 
familiar with the repeated experiencing, within his or her 
mind, of that method of synthesis of such discoveries, the 
which orders the series of hypotheses corresponding to these 
discoveries. That method of synthesis corresponds to what 
Plato identified as higher hypothesis, and, al so, as hypothesiz­
ing the higher hypothesis. This notion of "higher hypothesis," 
is  the key to understanding the function of education and the 
machine-tool principle in the national successes of modern 
physical economy. 

This  notion of higher hypothesis takes us above the level 
of any generally accepted classroom-blackboard form of de­
ductive mathematics .  Leibniz sometimes identifies this 
higher domain by the term Analysis Situs. 25 Consider three 
types of examples of Analysis Situs. 

24. Friedrich Schiller described such "learned gossips" with an appropriate 

term of contempt, as the Brol/?elehrten. Francisco Goya cartooned such 

scholars as asses being taught by asses. In good classrooms, the important 

questions in any examination, involve matters for which the solution, or the 

procedure for its derivation have not been supplied in textbooks or earl ier 

classroom i nstruction; rather, what shoul d  be tested, is the student' s devel­

oped capac ities for solv ing new classes of problems at the outer boundaries 

of the education explicitly suppl ied. 

25.  See "Studies in a Geometry of Situation," Gottfried Wilhelm Leibniz: 

Philosophical Papers and Letters, Leroy E. Loemker, ed. (Dordrecht, The 

Netherlands : Kluwer Academic Publ ishers, 1 989): pp. 248-258 .  The Leibniz 

writings published posthumously under the title of Monadology, must be 

recognized as elaborating an Analysis S i tus.  
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Cognitive development: I n  the process of supersedi ng, 
successively,  a series of hypotheses, the process experienced 
by the student ' s mind corresponds to an ordering of a succes­
sion of hypotheses .  S ince there can be no deductive consis­
tency among di fferent hypotheses,  what is  the qual i ty of that 
anti-entropic ordering, the which subsumes an ordered suc­
cession of hypotheses '? Living processes: Are characterized 
by an anti-entropic ordering, l ike that of successive states of 
hypothesis .  Ostensibly non-living processes: In the particu­
lar, what we presume to be non- l iving proce sses are character­
ized by an implici t ly entropi c ordering; however, the u ni verse 
taken in the large exhibits anti-entropy.  Thus ,  conside ring the 
efficiency of the an ti -entropic i nteraction among the ostensi­
b ly  non- l iving, l iv ing,  and cogn it ive orderings,  the orderi ng 
of the particular process within the universe. i s  determined 
by a subsuming (e.g . ,  underly i ng) pri nciple of the uni verse as 
a whole .  These orderi ngs in physical space-time are i mplicit ly 
Riemannian, expressions of that principle of higher hvpothe­

sis, a notion of the kind of formal l y  discontinuous function 
which subsumes the i mplicitly measurable ordering of a suc­
cession of mutual l y  inconsi stent, physical space-time 
hypothese s .  

S imi larl y .  experimental science examines non-l iving.  l i v­
i ng .  and cognit ive processes, as interacti ng within a domain 
of ideas which are respecti vely microphysical,  macrophysi­
cal,  and astrophysical i n  quality.  Thus, science i s  to be mapped 
in terms of permutations of efficient relations within the nine­
cel l domai n so presented.26 These re l ations are, i n  tum, ex­
pressed primari l y  in terms of ordered s u ccessions of mutual l y  
non-con sistent physical space-time hypotheses . 27 Al l  o f  the 
permutations,  taken together as one, are, i n  turn , subsumed 
by a general principle of ordering.28 Such, in  summary, are 
the outlines of a general ized Analys is  Situs .  

When w e  return to economics,  from considering these 
impl ications of the work of Gauss and Riemann for the further 
e laboration of Leibniz'  s principle of Analysis Situs, we have 
the following results bearing upon both the nature of the hu­
man individual mind, and the efficient bearing o f  the educa­
tion of thi s mind upon sustainably profitable  ( i .e . ,  anti ­
entropic )  forms of physical-economic processes.  

26.  Permutations. not merely comhinatiolb, s ince t h e  order in which the 

relations are represented, is functionally cruc ial .  

27. Hence. not subject to a general l y  accepted classroom mathematics.  

Hence, after the combined work of Gaus, and Rieman n ,  t h e  Euler-Lagrange 

presumptions respecting formal anal y s i s  o f  mathematical fun c tiOib. are su­

perseded by the pri n c i ple .  that e very valid mathematics i s  generated, and 

suppl ied proof. horn t he standpoint  of val i dated revolut ionary advances of 

pri nciple in  experimental  science. not the other way around. Gatl's '  s Pl atonic 

approach to developin!,: h igher matilematics. establ ishes the method to which 

experimental " iellee mllst turn . to devise appropriate new 101  illS of mathe­

matics as disco veries of principle  require th is .  

28 .  E.g. , an echo of the ontological paradox of "One" and "Many," the which 

i s  the subject of Plato ' s  Parmenides. 
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Once a Classical  humanist mode of education i s  examined 
from the standpoint of a Riemanni an form of Analysis  S i tus,  
we are e nabled to form distinct ideas respecting tbe parallel­
ism between, ti rst, those advances in  knowledge which arise 
from reexperiencing the origi nal di scovery and experimental 
validation of universal pri nciples, and, second. those in­
creases i n  ant i -entropic quali ties of " fu l l  set" physical ­
economic processes,  the which resul t  from investment in  the 
increase of the productive powers of labor through scientific 
and technological progress .  

As Lei bniz argues, i n  his 1 67 1  Society and Economy, we 
must recognize that the physical -economic productive pow­
ers of l abor depend upon provision of the necessary precondi­
t ions of cultural development and situation of work, upon 
which the sustaining of such expressed producti vity depends . 
These include the cultural conditions of fami l y  l ife, on which 
the relevant conditions of health and cognitive powers de­
pend.  As Leibniz el aborates these notions in his later writings 
bearing upon the science of physical economy. the develop­
ment of basic economic infrastructure ,  is such a precondition, 
as are capi tal - intensity of production and den sity of power 
suppl ied to operations of production and i nfrastructure . Thus,  
to employ a common classroom term , we may speak of a 
required "energy of the system," enveloping the precondi­
tions for produc ing and sustain ing of a speci fied potentiaL 
physical-economic productiv i ty of labor, as set within an his­
torically defined situation. 

Thus,  "ful l  set" physical -economic processes express im­
plied functional relations,  between changes in per-capi ta and 
per-square-ki l ometer values of "energy of the system" and 
"free energy." The required increases in "energy of the sys­
tem," needed to sustain ,  or to increase potential productive 
powers of l abor, represent  a functional restriction . The related 
requirement, to i ncrease the physical-economic capital- inten­
sity,  power-intensity,  and technological advancement, of both 
infrastructural development and production ,  is a functional 
restriction . With those, and related constraints,  the general 
requirement is that the physical-economic ratio of "free en­
ergy" to "energy of the system" m u st not decl ine .  

I n  any function consistent with any of today ' s  general ly  
accepted, c lassroom , deductive mathematics, the physical 
process so described, is formall y ,  and also actual ly,  an en­
tropic "zero-sum game."  A physical economy which meets 
the indicated functional requirement for maintaining or in­
creasing the rati o of "free energy" to "energy of the system," 
is,  from the standpoint  of Analys is Situs, characteri stically 
anti-entropic.  

S imi larly, any effort to define a l iving species  genetical ly,  
defines that species '  population-function as attritionaJly en­
tropic .  The anti -entropy of the lower l iv ing species.  lies where 
Nicolaus of Cusa located a pri nciple of evolutionary develop­
ment, in the Analysis S i tus which locate� the emergence of 
h igher species from with i n  arrays of lower ones : a l iving spe-
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cies is, in Cusa' s ( i .e . ,  Analysis Situs) argument, functional ly ,  
a relatively lower species which participates in the existence. 
or coming-into-being of a higher species . Man is the only 
species which evolves, within itself, to h igher cultural states 
of evolution. On this  point we encounter the kernel of the 
absolute difference which sets mankind apart from ,  and abso­
lutely above all other forms of life .  Man participates in the 
higher species he is becoming, and, participates, thus, as such 
a lower species, in that Creator whom Plato identifies as the 
Composer of the universe, the Good. 

Thus ,  such is the uni versal nature of indi vidual man .  Thus, 
human nature appears to be from the standpoint of the profes­
sional practice of experimental science. However, there is an 
additional feature which is crucial : the human emotion, which 
Plato and the Christians identified by the Greek term agape. 
The combined standpoints of Analysis Situs and agape are 
what Kepler and Leibniz recognize as the principle of Reason. 
This notion of Reason is thus the name for the universal princi­
pIe of which the stones might speak, the universal, ecumenical 
nature of man .  

This is  the quality of the individual which must be ad­
dressed by the interacting requirements of education and 
household life. It is the development of these cognitive (cre­
ative) potentials of the individual , through household nurture 
and education of the young, which the Classical humanist 
education best fosters, which develops the moral character of 
the student, by bringing to higher levels offruition that quality 
which sets the human individual apart from,  and above the 
beasts. 

The individual so nurtured and educated, may translate 
validated discoveries of principle, and of improved hypothe­
sis, into qualitatively improved designs of products, and 
qualitatively and quantitatively improved infrastructure and 
productive processes. The individual so nurtured and edu­
cated, as a member of the labor force,  is enabled to assimilate 
these improvements in design. Otherwise, that individual 
represents a society which is capable of making effective 
use of the products and improvements in infrastructure so 
provided. 

Thus, those cited four features of the former Soviet soci­
ety referenced within the CEMI report, address the kernel 
of those Nineteenth-Century developments in modem agro­
industriaL nation-state economies, the latter which embody 
the vast superiority of physical economic performance of 
modem European civilization. including Soviet society, over 
all historic and prehistoric predecessors . 

Thus far, the programmatic approach to revival of Rus­
sia' s economy, impl icit in the CEMI report, satisfies the 
conditions specified, at least in approximation . We support 
that conclusion by aid of the included presumption, that 
the CEMI authors would not object to refinements in 
education policy along the lines the present author has 
implied here. 
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The nature of human motivation 
This brings us to the crucial issue of motivation. 
Some leading former Soviet scientists have concurred 

with the present writer' s observation. that true scientists need 
no other motivation than love of scienti tic work to push them­
selves to, or near the limits of their capacity for achievements . 
Generally, as long as they have sufficient personal sustenance 
to meet the requirements of their personal and household af­
fairs, dedicated professionals would prefer to devote them­
selves to scientific work, than be offered any better-paid alter­
natives. When one considers the scarcely stunning relative 
pay-scales of the typical Soviet scientist. and compares thi s 
with the productivity of Soviet science against world stan­
dards, there can be no reasonable doubt of what we have just 
argued on this point. 

The same is also true for the most serious scientists and 
professional Classical artists. even in the Golcondas of west­
ern Europe and North America; even the most highly cele­
brated such artists would be devoted to their profession, were 
they confronted with the painful choice, either to eke out their 
material existence within the bounds of their profession, sell 
themselves "on the street" of cheap entertainments, or, labor 
outside the profession . 

Now, put to one side the special case, of the motivation 
of the best scientists and the moral sort of Classical artists. 
How might the generality of the population be motivated for 
progress, rather than seeking riches l ike some tragically deca­
dent, pleasure-chasing character out of a Balzac novel, or, of 
John Locke ' s  perverse desires? 

In Christianity, for example, the "test of death" obliges 
the mourners to reflect on the meaning of the brief historical 
passage of the individual through mortal life.2Y In the balance 
which may be struck, in preparing the elegy for that solemn 
occasion, insightful reflection may discern that aspect of the 
departed one ' s  life ' s  work which should be regarded by man­
kind as a blessing suppl ied by the Hand of Providence. In the 
words of the Islamic poet, we may refer to the idea, that the 
individual whose passing has satisfied "the test of death" in 
that way, had died "with a smile on his face." In the tradition 
of Confucius, the same principle is adumbrated by a different 
tactic. Did not Soviet society seek a proper balance-scale for 
a l ike purpose? 

The pervasiveness of conscience-stricken regrets. re­
minds us, that relatively few have not often mislain the will, 
to live up to the standard implied by such a "test of death."  
We should be reminded, so ,  that i t  i s  not sufficient merely to 
contemplate such a value; one must be governed by the effi­
cient passion to realize i t. What, whence, such quality of pas-

29. "Test of death" = Latin " . . .  in mortis examine." Compare musician 

Mindy Pechenuk'  s pre,entation of the Analysis S itus of Wolfgang Mozart' s 

"Ave Verum Corpus" motet (K. 6 1 8) to the September 1 996 Reston. Virginia 

conference of the Schiller Institute . Fidelia, Winter 1 996. 
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sion? The implicitly required motivation need not be sought 
outside the bounds of Reason itself; that passion was known 
to Plato, and to the Christian Apostle Paul ,  by the Greek 
name agape. 

Here, we place the emphasis on the fact, that that specific 

quality of emotion is known to whoever has succeeded in 
producing valid original discoveries of principle by the Clas­
sical humanist methods indicated above. It is  known, simi­
larly, to whoever has. otherwise, reflected upon the specific 
quality of passion, the which i s  required to drive to the point 
of successful "break-through," the replicating of another' s 
original solution to an ontological paradox.  Without that spe­
cific quality of passion, the which is indispensable to drive 
concentration to the outer boundaries of present knowledge 
bearing upon the relevant paradox, there could be neither 
valid original discoveries of principle, nor the effective repli­
cation, and, thus,  actual knowledge of, any original such dis­
covery from the past. 

That lack of preci sely that quality of passion, is the basis 
for the entire philosophy of Leonhard Euler' s follower, the 
unfortunate Immanuel Kant of the Critiques. Hence, his 
hysterical , formali st' s denial ,  that the possibility of such 
wi lful discoveries exists, is  the centerpiece of Kant' s sterile 
l ife .  

On this  account, Classical art i s  precious to science, and 
to morality in general . On thi s  account, the Fifteenth-Century 
Golden Renaissance ' s  universal scientist and universal Clas­
sical artist, Leonardo da Vinci, i s  exceptionally precious for 
modem civilization as a whole. Scientist Leonardo' s  method 
in the domain of Classical art is of the quality of metaphor, 

an unnamed, paradoxical meaning, which underlies two or 
more i ronies. All such metaphor, thus ,  takes the mind beyond 
the reach of the senses and the sensuous passions, into that 
same real m of ontological paradox, for which Riemann sup­
plies his original discovery of an approach to mathematically 
measurable solutions of problems in the domain of Analysis 
Situs .  

Consider al l Classical art as in opposition to such decadent 
practices as "Romanticism," "Modernism," etc. In all modem 
Classical art, such as that of Leonardo, Raphael Sanzio, J. S .  
Bach, Mozart, Beethoven, and Brahms, agape a s  such i s  de­
monstrably the underlying subject-matter; hence, the discern­
able religious quality of all such Classical art, in opposition 
to "Romanticism," "Modernity," etc. 

Once one perceives the riddle of the mural , "The Last 
Supper," on the far wall of the chamber in Milan ' s  Santa 
Maria dell a  Grazia, as implicitly a mirror-image of the room 
in which one is standing, one finds oneself reflected into the 
right eye of Jesus Christ. Or, the paradoxical sources of light 
in Leonardo' s "Virgin of the Grotto," or the ontological para­

doxical character inherent in the viewing, on site, of Raphael 
Sanzio ' s  "The School of Athens," or "Transfiguration ."  We 
have a foretaste of this ,  in reflecting upon the revolutionary 
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advance of C lassical Greek sculptors, such as Scopus and 
Praxi teles, over the sterile archaic standard of then-contempo­
rary Egypt: Classical art takes the mind beyond the fal lacy of 
sense-certainty, by means of posing ontological paradoxes, 
metaphors, which challenge the creative-cogn itive powers of 
the individual mind. 

For a more rounded overview of thi s  same principle of 
Classical art, consider the form of motivic thorough-co/llposi­

tion originated by Wolfgang Mozart. 3o A composition which 
satisfies Mozart' s method, can be represented i n  formal-musi­
cological terms, only as a functionally ordered succe,sion of 
Riemann surfaces.] I That i s  to emphasize. that the perfor­
mance of the composition must be governed, throughput, in 
memory ' s  anticipation of the completed pathway to that reso­

lution which appears at the close of the composition . The 

celebrated conductor Wilhelm Furtwangler referred to the 
polyphonic tension so evoked in the Classical performer, as 
"playing between the notes ." Thus, it  i s  often said, that after a 

performance of "arch- Romantic" Richard Wagner' s Tristan 

und Isolde, "There was not a dry seat left i n  the house" ; 
whereas, in the faithful performance of any major work of 
Mozart, Beethoven, or Brahms, there should not be a "dry eye 
left among the audience ." 

The quality of "tears of joy," or agape. is ,  i n  this way, the 
underlying subject-matter of all great C lass ical art. '2 The point 
to be emphasized, is  that this is the same emotion cal led forth 
within the individual for the successful attack upon needed 
principled solutions for ontological paradoxes in scienti fic 
work .  This  same quality, i s  the proper motivation for all ad­
dresses to the problems of principle bearing u pon social rela­
tions and statecraft. 

Without agape, there is no Reason; "Reason" apart from 
"agape," is a paralogism, akin to the mechani st' s notion of a 
living human body without Iife.3] The delusion. that the qual­
ity of agape must exist independently of " Reason," i s  typical 
of Aristotelean conceits, which confuse "Reason" with de­
duction, and science with a hesychastic quality of contempla-

30.  See,  Lyndon H. LaRouche, Jr. , "Mozart ' s  1 782 · 1 786 Revolution in Mu· 
sic , "  Fidelia, Winter 1 992, and, "The Essential Role of 'Tillie Reversal ' in 
Mathematical Economics," loc. cit .  Although Mozart ' s  di scovered principle 
is historically rooted, entirely, in his  original solution to an irnpl ication of 

J. S .  B ach ' s  A Musical Offering, Maestro Norbert Brainin has d i scovered 
decades past, a most compell ing case for the stil l  too-l ittle known proposition. 

that Haydn' s student, Mozart, was put onto the track of such new pri nciples 
of composition, by Haydn' s  own d iscovery of MOlh1iihrung. as crnp\o,cd 

in Hadyn' s Opus 33 "Russian Quartets." 

3 1 .  See Mindy Pechenuk. op. cit. See also, the author' s referenced paper Oil 

the subject of "time-rever,al" in mathematical economic., .  

3 2 .  Thus, the canonically religious quality intrinsic t o  the MOLart Requiem, 
and Beethoven's Missa Saiemnis, in  contrast to the sensual i sl. irrat iona l i st 
"Romanticism" of Hector Berlioz ' s blaring Requiem. 
33.  E.g .. the Benjamin-Franklin-hating BritishBenth arnite , \1ary Wol l stone­

craft Shelley. with her pol itical anti-science tract. Frankenstein. 
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tion which Jonathan Swift' s "Gulliver" found among the 
sages of the lioating is land of "Laputa." 

Friedrich Schil ler' s deep insight into the role of agape 
within Reason, is pivotal in Wilhelm von Humboldt' s educa­
tional reforms.  

Classical humanist  education is premised upon the prac­
tice of inducing the student to reenact, each within his or her 
own , sovereign mental processes, valid original discoveries 
of princ iple in the domains of science and Classical art. This 
requires that the curricula be governed by a certain ordering 
ot such rcdi scO\ ery of principles, according to the criterion, 
that the principle which the student must rediscover next 
month, should be the solution to a paradox whose comprehen­
sion is made reachable through the principles rediscovered 
during the present and earl ier months. 

This practice, by invoking the agapic motivation of cre­
ative solutions to ontological paradoxes, in this way, was 
recognized by the Humboldt reforms as providing a form of 
education whose most common benefit was the development 
of the moral character of the individual graduate. That devel­
opment is nothing other than the twofold strengthening of the 
agapic impu l se within the student' s l ife: rendering the agapic 
motivation more readi ly accessible, and situating the mastery 
of crucial  tasks of l ife, including social relations, in reference 
to that emotion . 

Communism and agape 
Did professedly atheistic Soviet Communists experience 

agape as motivation? Obviously, many did. The CEMI report 
prompts OUf attention to thi s  by its references to motivation, 
under the <;ubhead, "Russian Anti-Communism as an Ide­
ology ."  

The corrosive influences of  moral decay which post-mis­
si l e-cri si s Soviet society shared in common with the U.S . 
and western-European cultures of the 1 960s through 1 980s, 
produced within the ranks of Party and opposition a quality 
of existent ial i sm historians associate not only with the 1 920s 
Weimar youth-counterculture Germany of the Nazi ideologue 
Martin Heidegger and Hermann Hesse' s Steppenwolf, but 
with those waves of radical "conservativism," as described 
by Dr. Armin Mohler,34 out of which the Nazi and related 
movements were created. 

Thus, under the geopoli tical conditions imposed by 
Thatcher' s Britain and U .S .  President Bush, a dionysiac horde 
of pi l lagers was unleashed from the rage-filled underside of 
both the old Soviet Nomenklatura and the morally  disoriented 
portions of the fOImer opposition. 

That hi storical parallel is extended to the degree that the 

34. Armin Mohler, Die Konservative Revolution in Deutschland, 1918-
1932, second ed. (Darmstadt: J 972). 
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chief ideological influence around which the geopolitical pil­
laging of former Soviet society is organized, is British intelli­
gence' s highly ideological Mont Pelerin Society, the agency 
which transformed an English greengrocer' s daughter, into 
the mean British Nanny, former Prime Minister Margaret 
Thatcher. ' s  The Mont Pelerin Society itself, long headed by a 
recently deceased, Hitler-era radical conservative, Friedrich 
von Hayek, is an authentic clone of those 1 920s and 1 930s 
"radical conservative" strata from which the Nazis and geneti­
cally kindred fascist movements were spewed. 

This same Mont Pelerin Society is the leading coordinat­
ing agency among an aggregately powerful array of founda­
tions and related agencies, such as the Heritage Foundation, 
National Endowment for Democracy, and International Re­
pUblican Institute, which operate, directly ,  or indirectly under 
the control of the British oligarchy ' s  foreign policy and re­
lated executive organizations.36 The British agent, George 
Soros, is also typical of the screens behind which the higher 
level names of the British monarchy operate. 

The "conservative revolution' s" Mont Pelerin Society 
and its ideology is the leading origin for that stink of nomi­
nal ly "anti-communist" cultural pessimism, against which the 
authors of the CEMI report complain, with their words: "A 
simple formula is drummed into the masses: The market econ­
omy is based upon private property, and that means it is in­
compatible with any ideology. And, in general, the market 
gets along wi thout any ideology, because it is governed by 
day-to-day interests, not by utopian fantasies about a bri l l iant 
future." The authors rightly emphasize the nature of the fraud 
in the babbling "free market" rhetoric: " . . .  the ostentatious 
ideological nihi l ism of the ruling elite is a hypocrisy that 
poorly conceals its adherence to its own ideology ." 

Certainly, "free market" ideology was always a fraud 
which was concocted by witting scoundrels for the purpose 
of looting the credulous . The more one degrades market rela­
tions in the direction of pure anarchy, the greater the rate of 
entropy in the economy; the more savagely national bound­
aries are breached, the more rapidly, extensively, and uncon­
trollably, the floods of chaos will sweep over the world at 
large, when the inevitable, onrushing implosion ofthe present 
speculative bubble breaks out. 

London' s  oligarchical elite, expects , and even welcomes 
that foreseeable catastrophe. That oligarchy ' s  game is no 
longer secret to anyone who matches the 1ctions of British 
Commonwealth raw-materials asset-grabbers, with the plain-

35.  It i s  notable, that highly placed British insiders recognize Friedrich von 

Hayek's  reprogrammed Thatcher as a caricature of the Labour Party ' s  late 

Bessie Braddock. 

36. These British Commonwealth organizations, which are the immediate 

"constituency" of the British monarchy and Privy Council. are known generi­

cally by the title "Club of the Isles," and are typitled by the institution behind 

the 1961 -founded World Wildlife Fund, the self-styled " 1 00 1  Club." 
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spoken policy uttered within the relevant British Common­
wealth press itself. The game is, to l iquidate the institution of 
the modem sovereign nation-state , ending the five-odd centu­
ri es  of development of the European model of investment in 
general education and scienti fic and technological progress 
of national agro-industrial economy . Amid the ruins of the 
col lapsing national economies, to descend, l ike vultures, to 
grab from the mortal remains of dying nations in Central Asia, 
Africa, and elsewhere, a virtual monopoly over the production 
and trade in the majority of those food and mineral resources 
upon which future life on thi s  planet wil l  depend. 

The demoralization of those of Russia' s present "anti­
communists" to which the CEMJ report refers, points implic­
itly to the existence of the relative moral superiority of the 
Soviet system, over that of the Mont Pelerin Society-influ­
enced "anti-communists ." The fact that Soviet society was 
axiomatically anti-religious, sometimes militantly so, must 
not be understood to suggest that Soviet society did not partic­
ipate, in its own fashion, in the ecumenical sort of morality 
which we have outl ined here . The four "trump cards" which 
Soviet society has bequeathed to Russia and the world today, 
are reflections of nothing different than the power of agape, 

as Reason, as we have defined it here, acted through, chiefly, 
the Soviet commitment to scientific and technological 
progress .  

Russians, and relevant others around the world, must not 
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In the turbine room of 
the St. Petersburg 
Atomic Power Station. 
Without the revival of 
Russia 's military­
industrial capabilities, 
the legacy of the 
"strategic " machine­
tool sector of the Soviet 
system, "Russia could 
not become an 
economicaily viable 
nation within the 

foreseeable future. " 

forget that Soviet society,  premised largely on accomplish­
ments inherited from earlier Russia, also made its contribu­
tions, a legacy which must be brought Phoenix-l ike, from the 
ashes of the fal len system. That legacy was relatively good 
for its time and situation. Now, the system which has ruled 
western European civilization these past thirty years, tumbles 
into the same sewer of economic depression and financial 
collapse, into which the Soviet system was dumped but a few 
years earlier. All that was good under today ' s  recently fal len, 
and fall ing dynasties, was the creation of Reason, as we have 
defined "Reason" here ;  l ike the mortal soul, who entered time 
as a newborn stranger, and later left us with benefits mankind 
would otherwise have lacked, the products of agapic Reason 
are always to be treasured, and salvaged for the benefit of 
present and future generations. 

True, some Communists were terrible. They were l ike 
the hool igan Maximil ian Robespierre, or the British foreign 
service ' s agents Georges Danton and Marat, nothing but dio­
nysiac terrori sts, whose devilish religious doctrine was the 
pure sadism of "Destroy the exi sting society ." Other pro­
fessed Communists were nation-builders . Also, most pro­
fessed Soviet Communists were Russians, who made the best 
of the situation in which they found themselves and their 
nation, under Soviet rule. The latter spirit i s  manifest in those 

members of Russia' s Academy of Sciences, and like-minded 
other veterans of the departed state-rule, who seek to rebuild 
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a shattered, post-Communist Russia today, with the same lov­
ing patriotic devotion to meeting "the te�t of death" which 
they expressed as c i t izens serving under Soviet rule .  

Thu�, as V.I .  Lenin might have said,  had he l ived to experi­
ence the present circ umstance of the passing of the Soviet 
system:  "Don ' t  throw out the baby with the bathwater." 

The principled flaw of the Soviet economic system , was 
certain l y  not the fact that the development of prod uction was 
under the ru l e  of a purpose. 

All of the worthy acts of mankind, in  every society, 
whether in art or science, in production of goods. in law­
maki ng, or pol itical-economy, are always the fruit of an in­
tent, a goal . In al l creati ve acts of the individual mind. nothing 
occurs without foresight, nor without some reasonable ap­
proximation of a p lan. Without i ntent, why should anyone 
attempt to find a pri ncipled solution for a paradox? In produc­
tion. no general improvement in product or process occurs 
except through a process of planning and related preparations, 
such as phases of con struction, which may require several or 
more years before the first end-product of that effort is pro­
duced. 

As in Classical musical composition, until the composer 
has foreseen the outcome of the completed composition. the 
first notes of that composit ion can n ot be selected and defined 
effectively enough to be performed. The nature of the human 
mind. is purpose, to arrange the practice in the present to 
efficiently ensure a foreseeable kind of future resul t . Without 
acting in such a manner, that we select our actions in the 
present, under the control of future goals.  there i s  no science. 
no agape, no Reason, and no moral ity .  

The central flaw to be addressed 
The problem of the Soviet system was, on principle, the 

same pervasive error which dominates virtual ly every eco­
nomics teaching provided by virtual l y  every university in the 
world today. In  the Soviet case, the problem was typi fi ed by 
Karl Marx ' s  report, that he had left technological progress out 
of account in  constructing a deterministic image of extended 
reproduction . This error was not origi nal to Marx ; it i s  the 
characteristic blunder of every economist whose work Marx 
studied in  the British Museum reading-room, at the direction 
of t.he B riti s h  Foreign Service' s  David Urquhart. It is the 
characteristic fundamental folly of virtually every academic 
economist, and accountant, in the world today. It i s  the pre­
sumption that the labor of producti ve operatives i s j ust another 
commodity, within the l i n ear put-and-take of expenses and 
1I1come. 

The essence of economic science, is that it is the unique 
power of the human species,  to increase man ' s  power over 
nature through development and exercise of the axiomatical ly 
anti- l inear, agapic power of Reason. It is that acti v ity of the 
human individual , as operative within and without the point 
of production, which is the sole source of the producti ve 
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powers of labor. It is  that activity, and no other, which 
enables mankind to increa�e the per-capita energy of the 
system of the whole econom ic process, whi le maintai ning. 
or in creasing the ratio of the free-energy margin to the energy 
of the sy stem. 

Thi s principle is also key to the essential role  of  the indus­
trial  and machine-tool entrepreneur within the model of mod­
ern agro-in dustrial soc iety known as The American System of 

political-ecollomy. Herein l i c �  the key to a crucial fal lacy 
within the Soviet system . 

Exemplary of the point, is the ca�e of the ownership of 
the "strategic" machi ne-tool firm . J7 Typically.  the ownership 
is represented by scientists or engineers , or both , who trans­
form the exi sting array of new and carried-forward principles 
of nature into new design s of products and processes .  This 
requires a management free to place itself at ri sk, on the basis 
of confidence in the scientific and related insights which could 
be developed only within the sovereign confines of an i ndivid­
ual mind. 

The same principle appl ies,  if somewhat less dramati­
cal ly,  for the case of the entrepreneurial ownership of a mod­
ern farm, or other industry, outside the "strategic" machine­
tool sector. 

The same principle cannot be appl ied to the same eflect 
for the case of l arge-scale infrastructura1 devel opment. The 
development of infrastructure touches the quality of prepara­
tion of entire pol i tical areas, beyond the provenance. or i mme­
diate concern of privately owned enterprises. The develop­
ment of national transportation grids. power grids.  l ike the 
maintenance of national defense, are matters in  which deci­
sions must be in conformity with the interest of the nation 
as an indivi sible unity ; these are not matters whose policy­
shaping can be left to a more or less anarchic aggregation of 
private ownerships.  

Similarl y .  only the nati on-state can ensure the quality of 
education needed for the l abor-force as a whole, or can ensure 
that scientific progress keeps wel l ahead of the t ime when its 
fru its would become profitable.  or even indi spensable.  Onl y 
the state can ensure that com bined private and public efforts 
result in an equitable quality of health-care available to al l .  

Without the modern European model of sovereign nation­
state econ omy. humanity would not have li sen much above 
the conditions of l ife during Europe ' s  Fourteenth Century . 
Without the sovereign nation-state economy,  the conditions 
of l i fe throughout th i s  pl anet would now, soon, quickly fall .  
for generations t o  come, t o  Fourteenth-Century levels ,  or, 
perhaps much l ower. Without the incorporation of the "trump 
cards" of Russia' s revival into the global equation, the possi­
bility o f  reversing of the recent thirty years devolution in 
world economy is  perhaps existent, but poor. 

37. Lothar Komp, "The Era of Dcindu strial ization Has Now Reac hed Its 

Dead End," Executive Intelligence Review, Feb ,  7 ,  1 997, 
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The path of Russian reforms 
by D .  Lvov, V. Grebennikov, V. Dementyev 

The following, Working Paper WP19610J4, was prepared by 

the Central Economics and Mathematics Institute of the Rus­

sian Academy ()f Sciences. We reprint it with the authors ' 

permission. The English translation, prepared by the Russian 

Academy of Sciences, has been edited by EIR. 

Introduction 

Two experiments-two failures in efficiency 
In the twentieth century .  Russia became a n  obj ect for two 

ruthless economic experi ments:  after the planning experi­
ment, came l iberal radicali s m .  

Shouts about the fai lure o f  the fi rst experiment are heard 
from every corner. Russia was defeated in  global strategic 
competition with the U.S .A.  It has given way to Western 
countries.  in the abi lity to sustain a high level of innovation.  
and to uti lize all possibilities for advance. There was to be no 
end of the century worth celebrating for Russia. And that is 
the faul t of the country ' s  own ruling elite. 

That elite initiated-and has fai led in-the biggest cam­
paigns, which were described as a kind of second wind for a 
society weakened by overexertion. The hysteria of the anti­
alcoholism campaign ; of the "strategy of acceleration" ; of 
"electoral democracy" at enterprises ;  of "social re-orienta­
tion" of the economy, i . e . ,  o f  spending a l l  the money o f  an 
exhausted budget on food; of "regional self-financing," which 
became a fi rst step in the di sintegration of the U . S . S . R.­
all these things failed to solve problems such as the Soviet 
economy ' s  increasing technological lag, the decrease of its 
efficiency and ability to compete, the growing disproportions 
(between supply and demand, income and expenses of citi­
zens, income and expenses of the state) ,  the growth of the 
shadow economy , and corruption trampling upon the princi­
ples of social justice and humanity. The losses imposed on 
the financial and material balance of the economy turned out 
to be sufficient for the total disruption of the market, planning, 
and the wage system. 

A decisive contribution was made by the leadership of 
the former Russian Socialist Federation of Soviet Republics 
(R.S .F.S .R.)  when it appropriated the right to control taxes 
and i ssue credit. The race between the Soviet Union and the 
R.S .F .S .R.  on the issuance of credit led to a domestic depreci­
ation of the ruble, disruption of the system of settling ac-
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counts, and the institution of a barter system for the exchange 
of goods.  The ultimate i l lusion was aroused, that "other re­
gions are robbing us," and that it was necessary to separate 
from the Union in order to improve one' s  economic position . 
The subsequent events were thus pre-determined. The major­
ity of the population perceived the disintegration of the 
U . S . S . R .  positively, or neutral ly,  being fascinated with slo­
gans about Russia' s taking leadership in  a social-economic 
transformation. which would allegedly guarantee an increase 
of living standards, price stabil ity, and social security for the 
disabled part of the population. 

Since the beginni ng of 1 992, the experiment to spur the 
economy began with radical measures, in the liberals '  sense. 
However, that experiment, too, insofar as it was wrapped up 
with the political self-interest of the ruling elite, has proven no 
more economically effective than its "socialist" predecessor, 
which shaped the present elite .  

Among the manifold symptoms o f  fai lure o f  that l atest 
experiment, we could note the following: 

• weakening of fundamental enterpri ses in  promising 
branches of the economy; 

• slowing down of modernization in  the m ajority of in­
dustries ;  

• underuti l ization even of modern capacities, undermin­
ing the competitiveness of the goods produced there; 

• reducing the potential for internal accumulation ; 
• a lack of demand, given the technological level of many 

enterpri ses, for the ski l l s  o f  a considerable part o f  their em­
ployees. 

The catastrophic decrease of the production of industrial 
products (two times), including science-intensive ones (three 
to four times), of the gross domestic product (two times), 
including material production (two and one-half times) .  
means that there has been a sharp decrease of production 
efficiency , and of opportunities to invest and to support stan­
dards of living. without a significant decrease of energy con­
sumption or of the number of employed, which increases the 

, inflation potential in the economy.  
Higher rates of taxation, the putrefaction of the state appa­

ratus, the ineptitude of the state administration, the pauperiza­
tion of the population, and the ideological crisis  have led to 
the criminalization of the economy,  establishing organized 
criminals '  domination over many of its spheres, and a merger 
of corrupt elements of the state apparatus with the criminal 
business world.  
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All that defines the necessity of changing the present 
course. A strategic tum is needed, based upon comprehending 
the pattern of our past, present, and future in a world which is 
far from serene. The present report is one attempt at such 
comprehension . 

1 .  Russian reforms in the global 
context: Tectonic dislocations in 
the world economy 

The post-war decades have fundamentally changed the 
character of the world' s econom y. The world has en tered into 
a new period of its development. It can be characterized by 
the following strategic elements : 

A restructuring of the institutional grounds of the modem 
economy is occurring. Local and national economies are grad­
ually losi ng the potential for self-development; they are be­
ginning to be integrated into a single, planetary economic 
organism with a kind of uni versal control system, which is 
called, out of habit, "the market system" or "the free enterprise 
system." The transnational corporations have come to play a 
decisive role i n  defining the character of further development. 
A total of 37,000 transnational corporations (TNCs), with 
about 200,000 branches, has embraced the whole planet. It 
represents a single network, a single system possessing one­
third of all the production facilities of our planet, producing 
more than 40% ofthe worldwide product, implementing more 

than half of the international trade turnover, more than 80% 
of trade in high technologies. and controlling more than 901ft 
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of capital exports . The volume of international trade has in­
creased 1 0-fold over the l ast two decades ! 

The market has acquired the character of a universe, in 
which technological leadership emerged as the most import­
ant factor for success.  Countries have divided into some 
quickly progressing ones. the productivity of which has been 
higher than the worldwide average, and backward countries, 
with lower than average productivity. But the market remains 
the market, and that is why it makes mercilessly short work 
of those countries whose labor productivity has not been able 
to rise above the average leveL 

Capital is concentrated in those countries where social 
labor producti vity is  higher. What happens with capital in  
those countries that are usual ly called backwards, i s  n o  excep­
tion . Thus,  those countries not only are deprived of external 
investors, but also their own capital will inevitably fiee to 
more successful countries .  This process  affects not only mate­
rial capital , but intellectual : More energetic and more talented 
people emigrate to countries of the "golden billion," draining 
backward countries of the best they have. 

So, as long as the establi shed world order exists , this inex­
orable process will continue, and intensify, pumping capital , 
natural resources, and talent out of the backward countries.  
The action of that pump leads to a steady increase in the 
stratification of nations .  While relatively recently-30 to 40 
years ago-backward countries were truly called developing, 
because they had definite chances for development, and for 
narrowing the gap with advanced countries,  now the back­
ward countries are "behind forever." 

Indeed, in order for a backward country to rise to the 
surface, an i ncrease in labor productivity is necessary. And 
that requires considerable investments and qualified person­
nel. They are needed not only to re-equip industry , and to 
make use of new technologies, but more to create an active and 
qualified entrepreneurial community .  The latter is  an absolute 
condition : No upswing is possible without it. That condition 
is ,  at the same time, a consequence of modern technological 
breakthroughs, and requires an absolutely new understanding 
of the term "the national i ntellectual potential ." 

Whereas, previously, people who were usual ly counted as 
part of the intell igentsia-i.e . ,  research engineers, designers, 
and scientists-were associated with the concept of intel lec­
tual potential, now this  potential i s  implicit in many workers' 
specialized skil ls .  Indeed, there is a whole array of "high 
technologies," which require an engineer' s training to service. 
That means that only those nations can have pretensions to 
the development of modern high-technol ogy industries, 
which are capable of providing a high level of education (and 
discipline) for the population . These are needed for those who 
can teach others. And precisely these are lacking in  backward 
countries .  The developed countries, however, are able to at­
tract preci sely those people who possess  the necessary types 

of ski l l  and training-and yet another form of exploiting 
backward countries arises I 
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Eurasia:  future main routes of the Eurasian Land-Bridge 

-

Bering Strait: 
proposed 

tunnel connection 
to North America 

1 ,000 2,000 
I ! 

kilometers 

One of Russia 's "main trumps, " is its "unique geographical position in the world community, Russia, occupying the north of the Eurasian 
continent, offers the shortest and most necessary link (for everyone) between the countries of the Atlantic and Pacific regions: via airplane, 
railroad, highway, ship, and fiber optics . . . .  Large-scale infrastructure programs will enable us to provide a global link between t1'vo 
powerful combinations: the energy-minerals one, and the military-industrial one, Oil a new macroeconomic basis. " 

The existing planetary market mechanism doesn ' t  ele­
vate, but destroys, the economies of backward countries, 
transforming them ,  at best, i nto raw-materials appendages of 
countries with high labor productivity. 

These profound transformations are taking place in a 
world financial system which i s  currently experiencing a cri­
sis that has become drastically more severe ,  Its main causes 
are the arbitraril y  expanded scale of fictitious capital : aug­
mented volumes of speculative "paper" assets, groundless 
increase of external and internal debts of countries participat­
ing in world integration, etc . As a result, the financial re­
sources that would be used to sustain the vital activity of 
physical production are depleted. 

Today, more credits go into the U.S .A. ' s  financial and 
real estate sphere, than into production. The share of purely 
financial futures, based on speculation on intere st rates ,  for­
eign exchange, and securities,  in the total volume of futures 
transactions,  increased between 1 973 to 1 993,  from 1 .8% to 
64.8%,  While the Gross Domestic Product of the U.S,A. has 
increased during the last 1 0  years only by one-quarter, and 
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is  approximately  $6 tri l l ion, the total volume of derivatives 
transactions, giving birth to fictitious assets , has increased 
from zero in 1 984, to $36 tri l l ion in 1 994 . The rate of increase 
of total debt in the U.S .A.  is also unprecedented . That debt 
grew slowly between 1 956 to 1 970, and didn ' t  exceed $2 
tri 1lion. It  rose to $4 tril l ion by 1 980, and, in 1 990, passed the 
$ 1 4  tri l l ion mark. Already i n  1 990, the total sum of interest 
payments on debts had reached 35% of the Gross Domestic 
Product (GDP) of the U.S .A. ,  and it has increased consider­
ably  since then. 

The debt crisis has gripped the rest of the world.  The state 
debt of Sweden is today $ 1 5  bil lion, or 90% of its GDP. In 
Italy ,  $ 1 .2 tri l l ion, or 1 1 2 %  of GDP. The state debt of Ger­
m any is equal today to 2 tri l l ion marks, or 70,000 marks for 
every German family .  The same crisis  has been known for a 
long time in countries of the "Third World," and lately in the 
countries of the Newly Independent States (NIS) and east­
ern Europe. 

All those debts exist in the form of nominal financial assets, 
under whose stormy pressure the first cracks have already 
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spread across the foundation of the world financial system. 
Here is  a short chronology of events for only the last 

few years : the bankruptcy of a series of municipalities in the 
U.S .A.  which invested tax revenues into dubious securities 
(December 1 994) ; the most i mpressive crash of the Mexican 
financial system (December 1 994-January 1 995) ;  the cri sis 
of the Spanish peseta, S wedish kroner, and Italian lira, as well 
as the fall of the dollar to the lowest point in its history, in 
comparison with the Japanese yen and the German mark (first 
half of 1 995) ;  the bankruptcy of the well-known British bank, 
Barings, caused by the fai lure of its speculations, as well 
as the cris is  of the biggest insurance company, Lloyd' s of 
London, (February-March 1 995) ;  the teetering on the brink 
of the precipice by the biggest bank in France, and one of the 
biggest in the world-Credit Lyonnais (second half of 1 995) ;  
and, finally, in the autumn of I 995-the series ofbankruptcies 
of the biggest fi nancial institutions of Japan (credit unions 
Cosmo and Kyushu Shinyu Kumiai and banks Hyogo and 
Daiwa).  The general causes :  on the one hand, "bad" debts, 
investments i n  low-grade bonds, the crisis  on the currency 
markets and in real estate ; on the other hand, the stagnation 
of the material goods production sphere .  

Such are the processes fraught, with conflicts and global 
menaces ,  occurri ng in the world economic system, into which 
we are striving to be i ntegrated. This striving i s  without any 
doubt justitied. But what may await us on this  path? 

What place in the world community is being 
prepared for us by the present course? 

Russia has acti vely plunged into world business circula­
tion , having widely opened its i nternal market to the West. 
But the country turned out to be unprepared for this  responsi­
ble step. Entering the world market with technological back­
wardness in many industries,  and monopolism remaining 
from before perestroika, Russia has put its economy in a most 
unfavorable situation. It most certainly has no basis on which 
to count on an adequate place in world commodity exchange . 
More l i kely,  its interface with world market will lead to the 
pumping out of its natural and intellectual resources .  The gap 
between leading countries and Russia in standards of l iving 
will  steadily increase.  

Already. Russia has not only increased its backwardness  
vis-a-vis  the U . S .A.  i n  the s ize  of GDP (from 3 .5 in 1 987 to  
7 . 2  in 1 994), but  has  been passed by such countries as China 
and India. which traditional ly  were among the "outsiders" in 
the world ranking. So far. Russia remains ahead of these latter 
countries only in GDP volume per capita. To estimate the 
prospects for the future. within the present system of coordi­
nates ,  it is necessary to take into account a number of serious 
elements which our economy must encounter in the very 
near future. 

First. the extensive exploitation of deposits, their consid­
erable distance from the main consumption markets, and the 

increasing transportation costs for hydrocarbons, make them 
among the most expensive in the world. 
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TABLE 1 

Russia at the red l ine 

Threshold Existing 
Indices value in Russia 

I .  Economic 
1 .  Decline of GNP from 

starting level 30-40% >50% 
2.  Level of  food dependency 

(% of food imported) 30-35% 50% 
3. Funds for science 

(% of G N P) 2% 0.32% 

I I .  Social 
1 .  Ratio of income of 

richest 1 0% to poorest 1 0% 1 0: 1  1 5: 1  
2 .  Number of crimes 

(per 1 00,000 population) 5 6 
3 .  Level of  depopulation 

(ratio of births to deaths) 50:50 50:63 
4. Number of mental pathologies 

(per 1 00,000 population) 284 280 

I I I .  Political 
1 .  Level of legitimacy 

(% of citizens not trusting 
central government) 40% 60-65% 

Persian Gulf oil turned out to be 1 0  times cheaper than 
Tyumen oil . And this  is true everywhere, even for diamond 
production . Thus ,  as we approach world prices,  we confront 
a new problem-limited possibilities to compete in the world 
energy, mineral raw materials,  and metals markets . 

Second, we have lost a part of the arms market :  1 99 1  
was a turning point, when our arms exports decreased during 
one year by more than three times ! At the same time, arms 
exports from the U.S .A.  had mounted, and at the moment 
are approximately twice as l arge as Russia' s .  However, you 
see, in 1 980 we had identical volumes of sales ,  somewhere 
around $ 1 0  bill ions.  This traditional Russian export sphere 
was curtailed. 

Third,  the shock liberalization of the Russian economy 
has led to a situation where now many i mportant sectors, vital 
for the country , have fallen below the "red line," where the 
degradation of the national industrial and labor potential be­
gins ( see Table 1) .  

The structure of industrial production has undergone 
enomlOUS systemic deformation. The share of the raw materi­
al s industries has more than doubled during the last five years, 
whereas machine building' s  share has decreased by more than 
20%, the texti le and footwear share by 62%, and so on. The 
domestic market share of those sectors of national industry 

has been slashed, and actively taken by foreign industrial 
corporations.  As a result, the multi-sector Russian economy 
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has l ost the self-sufJiciency necessary to provi de for its own 
security. 

The most anxiety is provoked by the sharp decrease of the 
share of GDP spent for science and scientific services.  The 
real share of expenditures in that sphere, of decis ive impor­
tance for the future of Russia, is s ix  t imes less than the thresh­
old level . 

Fourth, i n vestment in moderni zation and technical re­
equipping has become ectrmely ineffective. The reproduc­
tion of capital goods i s  sharply slowing clown . and i n  some 
i ndu stries ,  ewrything i s  · ·spent for food. "  Wear and tear o n  
basic p l an t  and equipment h a s  reached t h e  critical mark . A s  
a result .  the secure function of production-technical systems 
i s  quick l y  decreasing .  More and more bottlenecks appear i n  
the economy, i n  which the probab i l ity of accidents of a 
strategic nature reaches a maximum. The economy i s  becom ­
ing absolutely unrel iable.  It is constantly in some pre-acci ­
dent state . 

S uch are the realities and immediate consequences of the 
present l iberalization of the Russian econom y .  Its contin ua­
tion condemns Russia to long years of vegetating in condi­
tions of chaos and intemal i n stabil ity.  Moreover, i t  w i l l  be 
forced to play the rol e  of petitioner before ·'donors," who 
are apt to �ee economic benefits from Russia'  s loss of its  
i ndustrial potential . 

The people of R ussia  w i l l  scarcely agree to s uch a pros­
pect .  That i s  why other principles and approaches to the re­
form of the Russian economy, which would be able to make 
a break with thi s  dangerous course of events, should be put 
onto the agenda. 

Support for recovery 
Above al L it  is necessary to have a purpose which unite s  

the people,  which corresponds best t o  its historical experi­
ence, ideal s, and the values incarnate in the culture .  

A house with a grass lawn and a car i s  n o t  suitable a s  a 
national dream . A national i dea understood l iterally as a 
"strong Russia for Russ ians," i s  not creative by its nature, and 
i s  dangerously explosive.  Russia as a country of the third way 
(synthesis  of Ea�t and West), is too dim an idea. and not a 
specific pattern. 

A uni fying idea should go back to the principle of "tolera­
ble collectivism" ( i . e . ,  col l ectivism, but of a type that does 
not attempt to absorb the individual) , as a counterbalance to 
American "tolerable" (not aggressive) indiv idualism and to 
· ' intolerable" col l ect ivism, which was cultivated by us in  the 
Soviet period, and w as more organically developed within 
the tissue of Japanese and Chinese societie s .  Tolerable o r  
personal i st col lecti vism cannot be l inked strategical l y  to the 
values of the American standard of a consumer �()Ciety. The 
l atter i s  oriented to a race in  standards of consumption which 
has no l i mits, and to indi vidual success ( or mass,  as i n  
Japan) in that race.  T o  produce for the purpose o f  consuming 
everything which could be produced, while continually rai-
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sing the upper l imit  with the aid of scientific and technical 
innovations-that formula of a modern society, "consump­
tion for the sake of production," provided a powerful motive 
force for the post-war economic rise o f  leading countrie s  of 
the West. 

The global threats, with which a further expansion of the 
consumption society is fraught, are evident.  It leads to ecolog­
ical and soc i al catastrophe, to the demarcation of a world of 
the poor and a world of the rich. An international movement 
called the "doctrine of sustainable development" seeks a way 
out of such a situation.  

Enthusiasts of that movement naively bel i eve that, having 
introduced appropriate international norms, it w i l l  be possi ble 
to pacify the consumption society: The latter would l imit i t­
self, i . e . ,  would saw off the l i m b  on which i t  s i t s .  Another 
option is more reali stic and more appropriate: the appearance,  
in the role of l eaders, of countries of a new social  type, with 
different systems of values and different ideals, proposing a 
more attractive way of l i fe to the people than the way of l ife 
of the American type . The possibi l i ty of Russi  a becoming one 
such leader has not yet been lost.  

This i s  a question of a way of l ife ,  and the corresponding 
organizati on of production and consumption, which can be 
expressed w i th the formula "society of spiritual and physical 
health ."  There are investments into a human being, and a 
system of new �tandards of l iv ing (level of heal th, education.  
provi sion of other social  benefits,  i ncluding security and i ndi­
vidual freedom-i. e . ,  a whole s e t  of l iving conditions in the 
widest sense). Science and the entire scientific-engineering 
sector of the economy are oriented to the growth in effective­
ness of such humanitarian investments, and to the accessib i l ­
ity of the new l i ving standards.  

The high quality of l i fe ,  provided by the new society, is  
of principal i mportance. It i s  the quality of life that m ust 
attract people,  in order to pull  them away from the idols of a 
consumption society. The guarantee of the abil i ty to compete ,  
of  survival ,  of strategic v ictory in the  historic evoluti onary 
process-th i s  is where the driving force of economics and 
society l ies,  which provides the forward motion . That driving 
force w i l l  come to repl ace the force of corporate and organi zed 
enterprise, in the production and consumption race.  

Thu s,  a new image of Russia i n  the world,  the perspective 
that would unite its people,  appears to be a society of tolerable 
col lectivism, providing a high quality of l ife .  

I t  i s  impossible t o  achieve that image, without a clear 
understanding of the resources, which would help the country 
to get up off its knees, to rejoin the fami l y  of leading powers 
of our planet, and to acquire the feeling of sel f-respect without 
which people cannot feel they are ful l y  human and provide 
for the future of their  children in their own country . All that 
is not a national i s tic myth, but a set of real opportunities ,  
which wil l  he lp LIS to stay afloat i n  the harsh whirl pool of 
passions, in the planetary game for surv ival . 

So then, what are our main trumps in that game? 
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First, there is the nation ' s  intellect, i ts education. Surely, 
many people have been thinking about how it could have 
happened that, after the most horrible war known to mankind, 
after incredible disaster and the loss of many mil l ions of l ives, 
our country , i n  the unbelievable space of 10 years, became 
the second-ranked scientific-engineering power in the world. 
There are many reasons for that, and the national education 
system is  not the least among them.  

Russia deserves a future, but  only on the path of preserv­
ing and developing education. All-round education of the 
population is the main support of the nation . 

Second, there are scientific school s which have tradi tion­
ally defined the image of Russian science. 

Only because of our scientific schools,  did our higher 
education have such an excellent level, from the time of the 
very birth of universities. That explains much about the post­
war recovery, about our abil ity to compete with the U.S .A. in 
the newest technologies over decades.  

One of most i mportant conditions for reviving Russia, i s  

to  preserve our scientific schools .  Society , the state , must 
follow an old peasant principle :  "If you want to have a good 
crop, keep the seeds safe at all cost." 

Third, there is  the unique geographical position of Russia 
in the world community . Russia, occupying the north of the 

Eurasian continent, offers the shortest and most necessary 
link (for everyone) between the countries of the Atlantic and 
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The Lenin, the world 's jirst nu­
clear-powered icebreaker, Ull­
del' construction in 1 958. ( In­
set) The Lenin unde r way in 
1 961 .  " The Russian pulaI' route 
is 2 times shorter, und 1 . 6  times 
cheaper

. 
than any other sea 

route :t'rom the British to the 
Japanese . .  Its year- round ex­
ploitation could breathe new 

life into our nuclearjleet, into 
the development of the northern 
regions no w living in poverty . . . 

Pacific regions :  via airplane, rai lroad, highway , shi p. and fiber 
optics .  The Russian polar rou te is 2 times shorter, and 1 .6 

times cheaper, than any other sea route "from the B ri tish  to 
the Japanese ."  Its year-round exploitation could breathe new 
life into our nuclear fleet, i nto the development of the northern 
regions now living in poverty . And, the creation of necessary 
infrastructure would open a way to storehouses of as yet unex­
ploited mineral resources. Large-scale infrastru cture pro­
grams will  enable us to provide a global l ink between two 
powerful combi nations:  the energy-minerals one, and the 
military-industrial one, on a new macroeconomic basi s .  

A new industrial image of  Russia wil l  be  formed step by 
step, the idle capaci ties of defense enterpri ses wil l  begin to 
work, there wil l  be a demand for the scientific potenti al of the 
country , and life wil l  be stirred up in collapsed territories and 
branches of indus try. 

Fourth, the accumul ated production capacities in differ­
ent branches of industry. which are able to satisfy a consider­
able share of internal demand, and to provide large suppl ies  
for export. 

Now, those capacities are idle, for the most part. That is a 
very difficult problem of our real ity.  Indeed, the capacity of 
the domestic market depends, first of all ,  on the popul ation ' s  
l iving standard . When the population is  continually growing 

poorer, market capacity steadi ly fall s ,  too, and the wealth 
of the country inevitably leaks abroad. And how could the 
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population not grow poorer, when the production of virtually 
all kinds of commodities is collapsing? 

Life in its present menacing form unites all the productive 
forces of society in common misfortune: Today production is 
curtailed, tomorrow a banking crisis appears, a little bit later 
it will be the tum of the small businessmen, and the unique 
specialists will remain out of work. There is common root for 
that misfortune: the decline of our internal market. 

Today it is fashionable to talk about how inefficient labor 
is more damaging, than the combination of overt unemploy­
ment and some assistance to its victims from the state or 
private benefactors. And how it is better for everybody, if 
full employment is sacrificed to the so-called principle of 
the "maximization of the wealth" embodied in the exchange 
value of production. So, step by step, society' s perception of 
this striking picture is blunted-of whole sectors, territories, 
and cities decaying, not to mention professions dying out, and 
the national productive forces coming to a standstill on an 
enormous scale. 

Reconstruction and revival of the internal market, and the 
preservation of employment, must be raised to the rank of 
priority tasks of economic policy. 

Those are the supports for a renewal of Russian econom­
ics .  A renewal of economic doctrine is required to tum re­
forms toward raising the effectiveness of the existing eco­
nomic potential, for the sake of Russians; it is necessary to 
refute the myths that obscure the essence of the ongoing 
social-economic processes, and that pull in the wrong direc­
tion, away from the real purposes and methods of transform­
ing the economy and society. 

2 .  Dead ends of the reforms :  
myth and realities 

Privatization without creation 
of an efficient owner 

Privatization is a key element of the new mythology being 
implemented in the official Russian reform policy. A forced 
shift of the greater part of former state property into private 
hands was proclaimed as a main, if not decisive, prerequi site 
for the "transition to the market." 

It may be noted that that purpose has now been achieved 
at an unprecedented pace, and on an incredible scale. In fact, 
the state has withdrawn from the full exercise of even those 
property rights which it has not handed over to private juridi­
cal and physical persons de jure. The elimination of obstacles 
to commercial activity by officials-from the executive 
branch and those working in management of enterprises 
which formally remained state property-opened the road to 
the embezzlement of public funds,  and to plundering of state 
property by mutual efforts of the privatized and unprivatized 
sectors of the Russian economy. The state, unable to effec-
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tively defend its property (to implement with respect to its 
own property, the "holy" principle of property which it pro­
claimed) is trying to compensate for that by violating the 
rights of private owners, and applying purely authoritarian 
means of economic pressure-through tax pressure, manipu­
lations of budget spending, and direct participation in "fights" 
between opposing economic groups of "new owners ." 

Russian privatization has fulfilled the task of dismantling 
the economy's centralized control mechanism. It put the vast 
mass  of national property at the disposal of a narrow circle 
of persons, without any supervision (for that reason, it was 
catastrophically devalued). This was done partly by transfer 
of the right of ownership to them, but chiefly by securing 
effective control over joint-stock companies ,  in contrast to 
the atomized property rights of millions of stockholders .  

It is understandable that privatization of  this type could 
not create a mechanism of mutual responsibility among pri­
vate subjects of the economy, which would substitute for the 
mechanism of responsibility by state enterprises in an econ­
omy directed by command. As a result, the image of the "effi­
cient owner," as a central figure of the advertising campaign 
for the government privatization policy, turned out to be hol­
low. It is out of place to put the blame an insufficient consis­
tency in the privatization policy. 

From the very beginning, a false aim was states: Instead of 
the creation of conditions for free civil circulation of property 
rights (use, management, deriving profit, etc.) the accent was 
put on the "distribution of property," the transfer of the own­
er's title. 

The dogmatic idea behind this, was that the main problem 
in property relations was the owner ' s  title-to whom a thing 
belonged-and that private ownership of property is the 
most efficient. 

There are no decisive scientific arguments behind this sort 
of belief. World experience doesn't give us any convincing 
examples of preference for private property over other forms,  
except for family and small businesses . As for large industry, 
which defines the face of the modem economy, private prop­
erty, in a certain sense, becomes a brake on its development. 

Actually, the problem lies elsewhere. It was necessary to 
create a free, competitive market of property rights (rights 
of access to a property) . The owner's title could be calmly 
excluded from civil circulation, without any consequences 
for the efficiency of production. Moreover, it could be monop­
olized by the state. The form of state-titled property is prefera­
ble to private ownership, and it is understandable why_ Lack­
ing any palpable advantages, given modem methods of 
economic activity ,  privately titled property is associated with 
noticeable losses for society _ Those are, first of all, compara­
tively higher transaction expenses for defending the property 
title from a variety of person s ;  second, there is the burden of 
rent payments to the owners of the property title, the source 
of which is the relevant sort of "artificial monopoly" which is 
not justified by any useful economic function. 
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It is well known that this fate has a monopoly on the 
uni versally accepted sign of exchange value, or the right to 
issue paper currency:  the evolution of  market relations led to 
a split  in the economic functions of money, so that one of 
those functions (to serve as an instrument of circulation and 
payment) assumed the appearance of a s imple symbol . Should 
we have the right to make an analogy between that process, 
and a combination of factors pushing the state to monopolize 

the property title as well?  After al l ,  i ts economic content is  
being gradually "compressed" to a purely symbolic function, 
as property rights are dispersed, and a subsequent sprouting 
of rights to use,  to manage, etc .  occurs from the property title 
onto which they were organically grafted at the outset. 

We should recal l that, simultaneously, the evolution of 
economical institution s has given rise to the fiction of a "jurid­
ical person ." The usual arguments on behalf of the so-called 
holy right of private property do not apply to it. The privately 
titled property of a juridical person i s  one of the many chime­
ras of the modern market society which, without a doubt, 
plays a certain role in its mechanism of function, but only for 
as long as that mechanism preserves its enigmatic i mage as 
seemingly sensible and indisputable. 

The widespread thesis about the key role of private prop­
erty in a modern market society doesn ' t  correspond to the 
present situation in h ighly developed Western countries. The 
historic function of private property is to help the process of 
economic autonomization i n  a differentiated social-economic 
system:  the separation of the direct producer from the means 
of production, or the initial accumulation of capital . Nowa­
days, that historical function has been exhausted. The corpo­
ration, as the leading institution of modern private, state, or 
mixed state-private enterpri se, is based on the separation of 
property from management. Diverse forms of interaction of 
corporations are based on this  separation: further divisions 
continue already, within the realm of property rights them­
selves. The property title is separated from the right to use, to 
sel l ,  to lease. or to manage in tru st. The rights themselves are 
allowed to function separately from one another. The future 
belongs to the shift of the property title into the hands of 
public authorities, whi Ie preserving the free circulation of all 
the other property rights i n  private economic turnover, i . e . ,  
the property institution a s  such. That i s  a condition o f  no small 
i mportance for the effective use of national property on a 
huge scale .  

Liberalization of economy without 
efficient management 

The total destruction of the state monopoly over economic 
activity was the main concern of the liberal-privatization 
course of reforms.  It was believed that there was no other 
possible way to construct a new economy, with enterprises of 
different property forms competing. Freedom of self-organi­

zation, according to " civilized" market rules rigorously 
obeyed by all participants, i s  supposedly a necessary and suf-
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ficient condition for lifting the economy to the level of leading 
modern countries.  

However, that scheme provokes some serious doubts, 
even if one supposes that the transition from an economy 
controlled by directive, to a free enterprise economy, takes 
place under ideal conditions: "As we wish,  so we shall do." 
Obviously,  the real course of the reforms could not fail to 
strengthen the positions of the opponents of the liberal doc­
trine of non-intervention into the economy.  

At the same time,  some other, no less i mportant facts of 
the present economic-political situation, were obscured in 
discussions about the necessity for state control .  

The state ' s  intervention into the Russian economy under 
the new economic conditions, has scarcely decreased in  com­
parison with the directive planning system. Violence against 
the economy is continuing, but now i n  a new ,  liberal guise . 
Moreover, the real course of events actually confirm s the in­
verse-a decrease in the controllabi l i ty level of the economy. 
A gap has formed between the degree of state intervention and 
the degree of controllability from the top . The first remained 
essential in recent years, while the second has sharply nar­
rowed .  

The continuing intervention o f  the state into the economy 
is not accompanied by any improvement of results which 
would be useful to society . And that is  the main thing, as 
everybody knows. Why is thi s so? 

First of all , it i s  so because limitation of the possibil ities 
of controlling the economy from the top has not been accom­
panied by the devel opment of "organic" control systems from 
below. The market can not function without that, no matter 
how much we were to broaden the functions of the top control 
level . The modern market shows the inverse picture : reduc­
tion of the functions of state intervention, while they are 
compensated for by developing functions from below. Such 
compensation has not occurred in the Russian economy.  
First, the controllability fai lure from above is so essential 
that i t  can not be compensated for at the organ ic level in 
principle, even under the most favorable conditions for that. 
Second, those conditions in Russia are very u nfavorable, at 
least so far. They are discussed as factors hindering the 
development of market institutions, or even blocking such 
a path of development. 

B ut one reason shoul d be mentioned especial ly .  It  is im­
possible s imply to delegate control functions downwards . 
Something must be given upwards in exchange. That "some­
thing" is not only the obligation to follow the law. to pay 
taxes regularly,  etc . We are talking about such fundamental 
concessions by business, as will ingness to cooperate with the 
state in attaining national goal s ,  and voluntary self-limitation 
of the freedom to pursue private interests, for the sake of 
the interests of society . This cooperation is impossible, in 
principle, to define in a market form of economic contract. 

The development of institutions orienting the business com­
munity ' s  activity in that direction, and controlling i t  with both 
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non-market methods and, at the same time, indirect adminis­
trative-authoritative methods ,  i s  a constant line in the social­
economic evolution of countries with highly developed mar­
ket economies. It is possible to assert that those institutions 
have served as a counterbalance to the destructi ve factors 
rooted in market mechani sms, much more than as means of 
direct state control of the market. 

Cooperation between the business sector and the state, 
expressed in mutual obligations (side by side with social part­
nership between employers and employees), is usually associ­
ated with the idea of corporativism. The increasing number 
of its supporters in our country should pay attention to one 
important circumstance. Corporativism as a system ofinstitu­
tions for social responsibility on the part of business, bears 
frui t  only in conjunction with a mechanism for its economic 
responsibility,  when a good intention "to serve the mother­
land" is implemented basically at one ' s  expense. at one ' s  own 
risk. If thi s  is not the case, corporati vism cannot be evaluated 
otherwise than as an ideology of consolidated cooperation 
among a bureaucratic class,  a financial-industrial elite, and a 
segment of employees fed by them, in plundering budget 
funds and other national property. Here, there is a question of 
vol untary self- l imitation, but now it is on the part of the state, 
for the sake of the mercenary interests of some persons .  

I t  would seem that present Russian conditions confront 
us with a similar phenomenon. and that the ideal of loyal 
corporativism is ,  in turn , the next myth .  It looks very attrac­
tive, in the eyes of the broad Russian public, as a l iberal myth, 
associated with national ideals of concil iation, collectivism, 
or the so-cal led Great-Power-to-be. That does not make it  any 
less dangerous .  

Russian corporativism as a joint venture 
for plundering the state treasury 

Doctrinal feuds between consi stent l iberal s and consi stent 
advocates of the revival of an economy controlled by decree, 
are more and more muffled by a growing chorus " for an idea" 
of the corporatization of Russian society. The thesis about the 
necessity of consolidating the economic and political i nterests 
and tasks of the state, and large centers of economic power 
in the private sector, up to and including their merger into 
various notions of organizational economic structures,  stands 
at the center of the corresponding programs and pol itical 
streams, which pretend to be integrators of social forces, for 
which the extremities of radical positions, from one side or 
the other, are unacceptable. For that purpose, the state 
should, in every way possible , help to create such centers, 
and to build up their power under the wardship and control 
of the state . 

Today many voices are heard on behalf of state support 
for national enterpri ses, from which a turning point in the 
economy is awaited. Under present conditions, however, in 
the absence of a favorable investment cl im ate . the major part 
of monies allocated by the state for good purposes is misap-
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propriated by a retinue of corrupt officials and cunning prag­
matists . B ut the most important thing is that those "privatized" 
funds don' t remain to work in the country ' s  economy, but are 
exported abroad. 

When one refers to a positive experience of state support 
for advanced branches of the economy in dynamically  devel­
oping countries of the "new wave" (South Korea, Taiwan. 
Thailand, etc . ) ,  then . first of al l ,  it should be noted that the 
corresponding programs were adopted under conditions of a 
favorable investment climate, and the financial support was 
obtained by efficient entrepreneurs. 

Does it have to be said, that state sUppOl1 programs which 
ignore those absolutely necessary conditions, under a banner 
of restructuring the relevant branches of the economy, are 
mostly condemned to failure? Moreover, they are profitable, 
first of al l ,  to "pressure groups" competing with each other 
for pieces of the state pie, the purpose of which is to edge 
competitors out by means of lobbying for their quasi-pro­
grams (providing some privileges to controlled enterpri ses) 
of economic restructuring, and to parasitize successfully at 
the expense of the state. One should not close one ' s  eyes 
to the possibil ity of the same kind of degeneration, in the 
movement for forming financial-industrial groups, with all 
the indisputable arguments existing in their favor. 

Russian monetarism as an instrument and a 
victim of the destruction of the financial system 

An attempt at fast transition to the liberal market economy 
has driven Russia into an unprecedented fjnancial crisis .  
There i s  a lack of money for l i teral ly everything: wages, pen­
sions, payments for defense orders, debt service, investments, 
and research and development. The basi s  for the country ' s  
existence i s  undermined, not only for the immediate future, 
but for the foreseeable future . 

Meanwhi le, the financial cris is  i s  created to a considerable 
extent arti ficial ly ;  it is not conditioned by a lack of production 
capacity, raw materials,  and l abor resources. Merely. the 
mechanism of the economy built by the reformers is not capa­
ble of bringing together present resources. so as to create a 
maximum of products and profits .  

The Gross Domestic Product of Russia in world prices 
in 1 990 was approximately $400 billion, now, about $200 
billion. The main reason for the fall in industry and agriculture 
was the unprofitability of enterprises, in terms of world prices 
and lack of competitiveness in the international market. 

However, unprofitability is not yet the final evaluation of 
one or another product. If it provides some added value, then 
that is good as a contri bution to a final product-and through 
that. to the country ' s  finances.  

We shall  hardly come out of the crisis without making use 
of unprofitable industries, which are abl e to create some added 
value. The money for current expenses and development is  
needed immediately because, some t ime later, there will be 
nowhere to invest it .  At thi s point, attention should not to be 

EIR February 2 1 ,  1 997 



paid to the technological backwardness of present production 
fac i l ities;  we have no others . The backwardness is to be over­
come, in the long term , on the basis of scientific-technological 
progress and targetted i n vestments. 

Unfortunate l y ,  we have to note that the money-credi t 
sphere is not capab le of sati sfactori ly ful fil l ing the main func­
tion, for the sake of which it  exi sts·-to provide for the effi­
cient use of resources.  This is  evidenced by the absolute domi­
nance of short-term credits on the money markets, which are 
gi ven with such high interest rates, that the i r  use for other 
than specu l ative purposes i s  effectively precluded. By virtue 
of that, the banking system itse l f  is very u n stable, which i s  
confi rmed b y  the recent cri s i s  o n  the interbank credi t  m arket. 
The danger rema i n s  of a large-scale "co l l apse." fraught with 
grave consequences for whole  country (new losses for deposi­
tors , paral ys is  of the payments sy stem,  new "barteri zation" of 
the economy, a return to admi ni strative methods of resource 
di stribution, up to and includinp. a rationing system).  

Such a s i tuation i to  a c(' � i derabl e  extent.  a result  not 
so much of part icu lar e rrors " h i ft i ng the banki ng syste m  
o n t o  market rai l s ,  as of fu ndamental defects in the Ru ssian 
model of econom i c  reform . The chosen method of transform­
ing property re l ations has l ed to the regular phenomenon of 
d i s ti nct groups of persons having l arge capi tal (state-owned, 
in the first turn ) ,  not belonging to them, at their u ncontrol led 
disposal . It i s  understandab l e  that the credit service to the 
process of "spend i n g  on food," the economic potential created 
over decades, on a broad scale and in various form s, yie lds a 
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much higher return (of course, from the standpoint of the 
banks, not society ' s )  than investments in production . The ab­
sence of c l arity i n  man y property relations cases,  and i mper­
fect procedures of col l ateral ization, led to the creation of some 
barriers in the path of issuing credits for production, which 
are difficult  to overcome . The general circumstances of very 
high inflation rates, subject to constant change, make it i mpos­
sible to estimate adeq uately the effectiveness of long-term 
inv estments. Final ly ,  the state ' s  ever-i ncreasing borrowing 
on the credit market led to a growth i n  interest rates and to the 
"edging out" of pri vate i n vestments. 

The character of the current economic pol icy carried out 
by the authori ties cannot but influence the functioning of the 
money-credit system . So, an attempt to sol ve al l questions by 
means of tightening monetary and fiscal policy unavoidably 
kads to a conftict among the goal s (coming up short for every­
thi ng) promoted by the government: Some improvement in 
the struggle agai nst inflation and the stabi l i zation of the ex­
change rate of the ruble are accompanied by an inten sification 
of the in vestments cri s i s ,  threats to the effectiveness of export 
act ivity,  and narrowing of domestic demand, while consider­
able production capac ities rem ai n .  Thus, the tight-money pol­
icy itself, under conditions of restriction only by monetary 
and fin ancial  instruments, creates the conditions for a retreat 
from its consi stent implementation . 

Certainly,  there do exist problems connected to the Rus­
sian ban king system ' s  development. Actual ly,  the commer­

cial banks turned out to be unprepared to function, when the 
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possibilities for speculative investments sharply narrowed, 
first of all in connection with stabilization of the ruble ex­
change rate , A situation when the rate of the ruble rose, while 
a high level inflation persisted, was especially unfavorabJe 
for them, The balance sheets of many banks are burdened 
with a large amount of "bad debts ," which creates a long­
range menace to their solvency, A considerable part of those 
debts is connected with the irresponsible financial behavior 
of the Russian executive branch, which believes that it i s  
normal not to pay for products i t  ordered to  be  produced, for 
the production of which, credits were received from banks . 
Not infrequently, especially in small banks, there is no profes­
sional staff that would be able to make competent decisions. 
There is a widespread pattern, where big industrial enterpri ses 
happen to be charter members of banks, and those enterprises 
are used to receiving credits under privileged conditions. 
Such a practice, as a rule, leads to a deterioration of the balance 
sheets of the banks involved, and pushes them to take risky 
decisions in order to compensate for "a lack" of money from 
their privileged clients . It stands to reason, that thi s  all leads 
to an allocation of resources that is  not rational , on the scale 
of society. Finally,  it is rather typical that the stockholders of 
a bank don ' t  maintain any control over its activity, and the 
latter, consequently, is oriented mainly to material problem­
solving for the personnel, and to forming of auxiliary attri ­
butes of a well-to-do company. 

It should be kept in mind that, because of the features of 
the banking sphere-control over huge resources belonging 
to millions of depositors, and the direct impact on the state of 
monetary circulation in the country-it is everywhere under 
special control of the state. Some ideologized approach, in 
the spirit of laissezJaire, is the least admissible here, because 
its consequences can be extremely grave for the economic 
and political situation in the country . It is significant that when 
the Pinochet government in 1 982-83 discovered that, because 
of the hasty l iberalization of banking activity, and the absence 
of proper control over the banks' credit policy, the money­
credit system was at the edge of collapse, and the interests of 
depositors and foreign creditors were threatened, then the 
nationalization of the commercial banks was accompli shed 
vigorously, which enabled them to put themselves into a nor­
mal state over several years. 

Unfortunately, today, one forms an impression that no­
body knows about the real situation in the banking sector, 
about the depth of the crisis which overwhelmed it. Such a 
situation is utterly inadmissible and must be overcome. 

Russian anti-communism as an ideology 
of anti-social market economy 

A slogan was put forward at the crest of the struggle 
against totalitarianism: No ideology ! The idea of social ism 
was rejected all at once, as having been discredited over the 
decades of totalitarianism in the U .S .S .R. and its satel lites .  
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But it is preferred not to speak about capi tal ism as a goal , 
rather to shield it carefully with adverti sing about a " socia l ­
ized" or even "social" market economy. A simple formula i s  
drummed into the masses : The market economy is based on 
private property, and that means i t  is incompatible with any 
ideology . And, in general , the market gets along without any 
ideology, because it is governed by day-to-day interests, not 
by utopian fantasies about the bri l l iant future. 

The presence of ideological ni hi l islll as the mood of some 
part of our society is an unavoidable product of our past, when 
distrust in the propagandi stic cxhortations of the authorities 
was advi sable, and the gap between the propaganda and the 
real situation provoked a natural disgmt at the turgid words 
issuing from the mouths of the authori ties, which were cus­
tomari ly identified wi th ideology . But the ostentatious ideo­
logical n ihil ism of the ru l i ng elite is a hypocri sy that poorly 
conceal s its adherence to its own ideology ; i t  is easier to 
hold power, ei ther with the aid of everybody' s  trust in some 
single, governing system of higher values, or. if that is 
not possible, by means of the deliberate humi l iation of the 
ideological form of thinking, as such. The old formula. tested 
long ago in application to poli tical and economic interests­
"divide and conquer"-sounds, i ll thi s instance, l ike "beli ttle 
and conquer." 

Man needs ideology, for orientation in a swiftly changing 
process. It not only answers questions l ike "where and why?" 
but helps him broaden his " circle of solidarity," and occupy 
an active place in the life of soc iety . The freedom of ideolo­
gies , and of associations according to ideology, i s  one of the 
highest val ues of democracy. 

To remove the taboo from ideology, as a supposedly fal se 
form of social consciousness bred by totalitarianism, means 
to remove from social ism the disparaging label of harmful 
"ideologization."  And, to go back and discuss it in its essen­
tial s .  

Today it is  no secret to people without a special economi c  
education, that one o f  the decisive factors in productive com­
peti t iveness is the educational and professional l evel of the 
employees, the degree of development of their creative incli­
nations . 

Modern production attaches great economic significance 
to the state ' s  care for the quality of life of the labor force . 
"Civil ized" capitalism recognizes it as an obligation of soci­
ety, in the person of state power that i s  respons i ble before al l  
the citizens, to provide by all l awful means,  the right of citi­
zens to sustain their life ,  either by aid in finding employment, 
or by adequate material support for the unemployed. That i s  
the basic principle of  the "state of general wel fare" (or, wel­
fare state), which gradually came into existence since the 
middle of the last century, and in the present one has advanced 
further, in the form of the imperatives of the "social market 
economy ." 

Such imperati ves are: 
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• maximum development of the physical , intellectual , 
and spiritual-ethical potential of the country ; 

• formation of a firm layer of labor motivation, which 
responds to market requirements and is oriented to the posi­
tive reproduction of "human capital" ; 

• creation of the institutional and social-economic pre­
requisites for self-realization of the citizen ' s capabilities.  

Who could seriously discern even weak traces of those 
imperatives, in thc activities of the Russian authorities? 

The condition and effectiveness of utilization of human 
capital in  Russia is one of the painful points of the nation ' s  
transformations .  

Our society is sliding down into a demographic, labor 
force, and industrial catastrophe . The weakest link here is the 
factor of the labor force. 

Of course, the physical , industrial production apparatus 
is in a dangerous condition of disrepair, badly needing mainte­
nance, repair, and modernization of various degrees of com­
plexity, duration, cost, and influx of investments . 

Only the existing trained specialists are capable of han­
dling all that in a professional way. But they are threatened 
with either directly dying out from poverty, or disqualification 
due to a forced shift to other occupations,  or emigration, i .e  . .  
the loss of  their capabil ities for the country . 

It is not possible to postpone an urgent and radical increase 
in  the standard of l iving of valuable personnel, as well as that 
of the population ' s  non-protected sex/age groups (because of 
irreversible changes in demography) until some future recov­
ery .  That improvement must be a prerequisite for a recovery, 
not a result expected afterwards,  otherwise there will be no­
body left to restore the economy . 

The most dangerous manifestation of social irresponsi­
bility by the state, is that it essentially entrusted people' s 
fate to some forces who are building up their wealth by 
ravaging and degrading society; it connived at an anti-social 
undertaking, marking time before taking a decision to intro­
duce tough graduated taxation of personal incomes (which 
happens to be the customary civili zed practice of countries 
that have been able to achieve a turnaround from collapse 
to recovery) and, what is most important, it replaced the 
task of radically transforming the country ' s  management 
system into a healthy condition, with chasing the chimeras 
of financial speculation. 

Russian radical reformism as the 
latest stage of 'real socialism' 

The radicalism, in many respects, of the Russian reforms 
of 1 992- 1 995 cannot be denied. During all those years, how­
ever, there was a deliberate deficit of radicalism in a key 
sphere of the economy-the effective functioning of enter­
pri ses, and production as a whole .  

Neglect of increasing the efficiency of production charac­
terized the entire Soviet era. Although attention was paid to 
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reducing costs, the efficiency of investments played a subordi­
nate role, by comparison with the achievement of a high rate 
of production. The growth of scale, however, under condi­
tions of limited natural and labor resources, inevitably leads 
to a decrease in economic efficiency. As a result, the Soviet 
economy lost its competitiveness  in  the growth of product iv­
ity, which is a key issue for success in the long run .  I t  i s  
necessary to  recall those factors, since many people have al­
ready forgotten why the present systemic cris is  arose . 

In a sort of " relay race," the habit of ignoring the intercon­
nections among the structure, growth rates ,  and efficiency of 
production, was picked up by the government consisting of 
l iberal-democrats and l iberal-bureaucrats . That al l iance las­
ted for a surprisingly long time, insofar as they were united 
on only one issue-declaration of the rights and freedoms of 
the state, while its obligations and responsibility to the people 
were absent. Actually, neither one nor the other repudiated 
the right to impose taxes (and, consequently ,  tax privileges as 
well), to issue money, and to control the monetary and credit 
system. B ut the state ' s  obligation to obey the law and to pro­
vide for the growth of production, investments, and the stan­
dard of living for all social groups was denied, until the next 
election of the head of the executive branch . 

That is evidently the explanation for the fact that the eco­
nomic indices (labor productivity, energy and material con­
sumption, rate of profit, efficiency of investments, competi­
tiveness, etc . )  were dropped from government documents . 
What remained were inadequately informative indices, such 
as the rate of inflation, budget deficit, and volume of the Gross 
Domestic Product .  At the same time, an evaluation of the 
dynamics of labor productivity provokes no optimism. 

It i s  seen that 1 995 was not a turn-around. The share of 
profit in GOP i s  especially  alarming. It should be noted that 
this is chiefly an accounting effect. The system of accounting, 
in recent years, has led to an essential overstating of profit, 
given the rate of inflation . That means that if an accurate 
calculation of all indices were made in  constant prices, many 
sectors and regions would show negative profit. Thus ,  the 
state, by collecting the profit tax without taking inflation into 
account, has taxed de facto losses, thereby undermining the 
economy' s  ability to accomplish even simple reproduction. 
That phenomenon is widely known, in the form of enterprises 
spending their depreciation sums "for food" [on current ex­
penses] , or using their net profit to replenish devalued work­
ing capital, or incorporating into their prices an excessively 
high profitability rate, necessary to ensure even simple repro­
duction, with the attendant growth of the inflation potential 
in the economy. 

On the whole, the conclusion can be drawn that in  ] 99 1 -
1 995 , the action of the basic factor which led to the Soviet 
economy' s collapse increased-the decline of economic ef­

ficiency. That conclusion is clearly confirmed by the data on 
productivity dynamics (see Table 2).  
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TABLE 2 

Labor productivity (calculated according to Gross Domestic Prod uct) 
( 1 9 9 1  prices for sectors of the economy i n  1 990-95 ) 

Indices 

Economy as a whole 

Labor productivity (thousands of rubles per capita) 

Annual  i ndex 

I ndex, 1 990= 1 00.0 

I ndex, 1 992= 1 0 0 . 0  

Industry 

Labor p roductivity (thousands of rubles per capita) 

Annual  i ndex 

I ndex, 1 990= 1 00.0 

I ndex, 1 992= 1 00.0 

Agriculture 

Labor p roductivi ty (thousands of rubles per capita) 

Annual  index 

Index,  1 990= 1 00.0 

I ndex, 1 992= 1 0 0 . 0  

Construction 

Labor productiv ity (thousands of rubles per capita) 

Ann ual i ndex 

I ndex. 1 990= 1 00.0 

I n dex,  1 992= 1 0 0 . 0  

Transport a n d  comm u n ications 

Labor productivity (thousands of rubles per capita) 

Ann ual i ndex 

I ndex, 1 990= 1 00.0  

I ndex, 1 992= 1 0 0 . 0  

Trade and public services 

Labor p roductivity (thousands of rubles per capita) 

Annual  i ndex 

I ndex , 1 990= 1 0 0 . 0  

I ndex,  1 992= 1 00.0  

Moreover. the quanti tative decl ine in efficiency has aJ ­

ready become quali tative, irreversible,  and l ethal for certain 

sectors and enterpri ses .  

The specia l  menace of the future i s  the condition of our 

n ational science, which i s  the sphere where the whole founda­

tion of progress in sci ence and engineering is laid.  

3. Urgent anti-crisis measures:  
restoration of living standards 

Ru'> sian cit izens today are living under such conditi ons,  

that no strategy of reforms,  even the most effective one, can 

be implemented without an immediate decision to a l leviate 
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1 990 1 991 1 992 1 993 1 994 1 995 
._---

1 9 . 4 1 8 .8 1 6 .6 1 5 .4 1 3 . 8  1 3 . 5  

96.9  88 . 1  92 .6  9 6 . 0  98.0 na 

1 00 . 0  96.9 85.4 79.0 7 1 . 1  69 .7  

1 1 7 .0 1 1 3 . 5  1 00 . 0  9 2 . 6  83.3 8 1 .6  

24.3 23.4 2 0 . 2  1 7 .6 1 5 .6 1 6. 2  

9 6 . 7  8 6 . 2  8 7 . 1  8 8 . 5  1 03 . 7  n a  

1 00 . 0  9 6 . 7  8 3 . 6  7 2 . 6  64.2 66.2 

1 20 . 0  1 1 6 . 1  1 00.0  87 . 1  77. 1 7 9 . 9  

2 4 . 3  1 9 . 7  1 7.3 1 6 . 6  1 4 .8 1 4 . 8  

96.7 87.8 95.9  89.4 1 00 . 0  na 

1 00 . 0  9 5 . 0  83.3 79.9 7 1 . 5  7 1 . 5  

1 20 . 0  1 1 3 . 9  1 00 . 0  9 5 . 9  85.8 85.7 

1 5 . 1  1 5 . 2  1 1 . 1 9 . 7  9 . 2  1 4 .8 

1 0 1 . 0 72 . 1  1 0 1 .6 87.3 95.0  na 

1 00 . 0  1 0 1 .0  72.8 74.0 64.6 6 1 . 4  

1 37.4 1 38 . 7  1 00.0  1 0 1 .6 88.7 84 . 3  

1 7 . 9  1 7. 2  1 4 . 8  1 2 .3 1 0 .2 9 . 9  

9 6 . 1 85.8 83.3 82.8 97.0 na 

1 00 . 0  96. 1 82 . 4  6 8 . 7  56.9 55.2 

1 2 1 . 0  1 1 6. 6  1 00 . 0  8 3 . 3  6 9 . 0  66 . 9  

27. 1 26 .8  25.8  2 2 . 3  22 .6  20 . 9  

99. 1 9 6 . 1  8 6 . 4  1 0 1 .3 92.8 na 

1 00 . 0  99 . 1  95.2 82 . 3 83.3 77.3 

1 05 . 0  1 04 . 1  1 00 . 0  86.4 87.5 8 1 . 2  

the cri sis  conditi on of the country ' s  i ntel l ectual and labor 

power. 

That i s  the distinctive feature of the current moment, re­

flecting the dead end of the reform policy being implemented . 

B u t  to chan ge it now, not j ust one, but two interconnected 

problems have to be solved. First, urgent measures are needed 

to re�tore the pre-reform standard of l i v ing,  and second, to 

provide for the stable  growth of people ' s  wealth, which i s  

possib l e  only o n  the basis  of' a n o  less  stab le  rai sing of pro due -

tive capacitie� and the efficiency of their util ization. The so l u­

tion to the first problem is a necessary prerequis i te for sol ving 

Lhe second one.  

What are our real possibi l it ies  to create such conditions ; 

what is the essence of the urgent next stage for the rebi rth 

of Russia? 
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It is c lear that tinkering with the budget is an ineffective 
tactic, suitable only for social demagogy . 

But, the real source of a quick mobilization of the re­
sources for survival is to close the huge breaches in our re­
sources and stop the plundering of our means of sustaining 
life, which is due to the dense growth of a thicket of uncon­
trolled criminalized business, and to legal forms of anti-social 
cooperation between officials and the private sector; and, to 
effect a radical termination of the most dangerous social po­
larization, which has redirected the flow of profits and essen­
tial goods to the benefit of anti-social groups ( looters , contra­
band smugglers, second-hand dealers, etc . ) ,  who make their 
fortunes by ravaging the national economy. 

The reversal of the dangerous parameters of poverty could 
be accomplished, as was done in many countries, by the redis­
tribution of aggregate personal income (API) through gradua­
ted taxation of groups having high income, and transfers to 
the benefit of the indigent. Such measures have all the more 
solid foundation, the greater the polarization of incomes 
"achieved." By the most modest estimates, the unevenness 
index in Russia has grown three times over the last three to 
four years. A vast part of the API, sufficient to normalize 
the standard of living for the majority of the population, is 
misappropriated by a numerically small layer of the nouveaux 
riches. The artificially created poverty of the masses has be­
come one of the main hindrances to reviving production and 
the domestic market. 

The necessity for urgent measures to improve the life of 
the masses in a general form, and the usefulness of a progres­
sive redistribution of income, are acknowledged willingly 
enough. But pm1icular proposals in that area encounter a wall 
of silence, and suffer from the inaccessibility of reliable infor­
mation. Nevertheless, present data are sufficient to estimate 
the possibilities of the proposed program. 

While in 1 989, 55% of the API was earned by the "lower" 
layers of the population layers (which may be termed "middle 
class"), now, that figure is only 3 1 .4%, and 57 .5% of API i s  
earned by the "upper" layers of the population .  Their share 
may be significantly understated, due to the fact that the statis­
tics do not take into account the actual amount of the API. 
While API in western countries is up to 80% ofGDP in Russia 
that figure i s  less than 50% . Nevertheless, the redistribution 
of 1 3 .3% of  only the "visible" amount of  the API would en­
able us to increase the wealth of 60% of the population 1 .5 
times, at the expense of retention of less than 24% of the 
income of the high-profit layers, and thus to eliminate that 
poverty level, below which up to 40% of the population is 
now living. 

The advantages of the proposed approach to "starting" to 
overcome poverty are : 

Self-sufficiency. One should not resort to redividing the 
miserable state budget, or to foreign aid. Greater pressure on 

the super-profits, to make it possible, besides giving allow­
ances to poor people,  to boost the revenue side of the budget 
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through taxation of individuals ,  would not be an excessive 
measure, either (in the U.S .A.  and in Western Europe, 44-46% 
of budget revenues are derived from personal income taxes) .  

Fast results ( if the tax service and the social support sys­
tems are strengthened) . 

Non-inflationary character. The i ssuance of instruments 
of payment is not required, because the same amount of 
money is redistributed. 

Favorable conditions for developing the domestic market 
and national production . The rich layers are bad purchasers 
of articles of mass consumption, because of the scarce supply 
and their preference for expensive foreign goods and services . 

A voidance of a "crude levelling" approach. (Although 
even rich countries, under crisis conditions ,  intensify leveling 
measures, up to and including going onto a rationing system.)  
The proposed model preserves the stimuli to  move into a 
higher income bracket, which can be intensified to the extent 
that it furthers the growth of GDP. The differentiation of 
incomes would take into account the real contributions of 
given population groups to the economy' s  growth. So far, 
it is very doubtful that the nouveaux riches would help the 
economy' s  recovery, as surely as they have helped its decline 
and destruction .  

Evidently,  there are also other sources for financing ur­
gent anti-crisis measures .  

The distancing of the public and 
private sectors of the economy 

The most important measure is (as well as in the whole 
business of the economic revival) a radical restoration of a 
healthy state system of state and economic management. 

What should actually be done, first of alL is to protect the 
treasury against plundering, by fully restoring the state ' s right 
to state property, and putting an end to all parasitical forms 
of "cooperation" between the state and private sectors of the 
economy, for the benefit of distinct persons and their corpo­
rate organizations .  

To do this ,  i t  is  necessary to grasp a fundamental change 
in the concept of a two-sector economy. 

• The private sector should function in a market regime, 
which would be, to a maximum extent, independent of arbi­
trary state actions, while following the standard rules of inter­
action in the market; 

• The state sector should be governed administratively, 
and its structures (institutions and enterprises) should work 
in a regime of hierarchical coordination according to planned 
tasks . Every activity by the heads of state sector enterprises, 
which is oriented to obtaining profit from operations not con­
nected to fulfil lment of planned tasks, must be excluded; 

• Commercial relations between sectors should be car­
ried out by means of open auctions and tenders . 

The auction-tender barrier between the state and private 
sectors , and administrative control of state enterprises, would 
serve as a protection for the budget. All transactions in which 
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the state is the seller, must be carried out through open auction. 
All transactions where the state is the buyer, through tenders. 
That would make it possible to narrow official possibilities 
for profitting from unscrupulous transactions with the private 
sector. Moreover, the auction form would increase revenues 
to the treasury, because the products and other property of the 
state sector, including the rights of leasing, licenses. quotas. 
etc . ,  would be sold at the maximum price. The tender would 
decrease treasury expenses, because it would identify that 
supplier or contractor who provides real qual ity at the least 
price .  

The withdrawal from financial subsidies to private enter­
prises, should serve as a budgetary protection from social ly 
useless spending, too. Under our conditions, the vast majority 
of these businesses are in the hands of inefficient owners, and 
all budgetary (and non-budgetary) money directed to their 
support will unavoidably fall into the pragmatists ' hands and, 
as a result, be exported abroad. 

The complexity of the problem consists in accomplishing 
this distancing, without unacceptable losses to the implemen­
tation of structural investment priorities. 

As long as a community of efficient entrepreneurs and a 
climate for favorable investments are created, the ordering of 
interactions between sectors may be corrected. At the present 
time, however, the state must participate in restructuring  the 
private sector, first of all ,  by indirect methods : 

• investing state investment resources into infrastructure 
as a key sector of future modernization, and financing it by 
means of selling the right to use the infrastructure networks, 
to the private sector; 

• forming a favorable investment climate, by simplifying 
the conditions for directing resources into priority segments 
of the economy.  

That is ,  the interaction of  stabilization methods with the 
restructuring of the economy. Not denying the monetarist 
technology, but rightly defining its place as an addition to the 
instrumentarium of structural policy, is the key to the ultimate 
success of the reforms in Russia. 

Only after having closed the channels for leakage of bud­
get resources, by creating the auction-tender barrier and de­
commercializing the state sector, can one provide the financial 
resources to consumers which are necessary for the purchase 
of90-95% of the products of all active state sector production. 
Having the state control prices and wages will not lead to 
inflation, but will create the payable demand, adequate to the 
state sector' s economic potential . 

We are speaking about a very considerable sum (about 
500-700 trillions of rubles). To expect to receive such money 
by means of borrowing is  quite senseless, and unnecessary. 
External borrowing to get additional currency for the country 
does not stimulate our own production, but rather imports. 
Internal borrowing doesn' t  broaden, but only redistributes 
total demand. 

The only appropriate source for obtaining additional 
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money is to issue it .  If thi s  i s  designed within the limits of  real 
production possibil i ties and objective requirements , then it is 
not the issuance of worthless paper. That i s  a reasonable pol­
icy for overcoming the cris is .  

Bringing health to the financial system 
and rationalization of the budget 

Along with the decline in economic efficiency, the pay­
able demand for credi t resources is shriveling sharply. B usi­
nesses are in need of grants (or, what is almost the same­
preferential credits ) ,  but  not of credi ts with positive real inter­
est rates. That is why it is necessary to tind the solution to a 
twofold problem. 

First, the Central Bank should index the remaining funds 
in the correspondent accounts of commercial banks in the 
Central Bank. That will enable it to avoid "credit dumping" 
and provide a positive real interest rate for deposits, and will 
create stimuli for the population and enterpri ses to save. 

Second, the profitabil ity of state securities must not ex­
ceed the discount rate. otherwise the budget would be pump­
ing out free money, making i t  senseless to invest in produc­
tion . The profitability of state bonds in Russ ia is obviously 
too high. The mechanism for refinancing the state debt itself, 
by means of these short-term bonds, is on the decline. 1t would 
be appropriate to i ssue long-term, indexed bonds, paying an 
annual interest rate of 50/. (the interest rate, of course, should 
be indexed) .  Such bonds must  be counted in the mandatory 
reserves of banks, insurance companies, etc . ,  on the deposit 
side (because they don ' t  entai l any monetary issuance, but 
only the transfer of money for temporary use by a borrower). 
That is ea�y to substantiate, since investment monies which 
the banks have attracted into state bonds shou Id be considered 
the most rel iable placement, not requiring any reserves. 

The most difjicult problems arise with the currency ex­
change rate and the balance of payments. Flight capital leads 
to a decrease in the national currency exchange rate, with very 
catastrophic consequences: intensifying cost-push inflation 
and "inflation by competiti ve imports of finished goods ."  

On the other hand, the recession in  production by the 
manufacturing industry, and the decrease in the population' s 
income, investment demand, and budget expenses. cause a 
temporary reduction in demand for important equipment and 
semi-finished products. while the potential for exporting raw 
material s and energy expands. In 1 994- 1 995,  that led to a too 
rapid ri se in the rate of the ruble, which boomeranged against 
domestic production of fIni shed goods . The production and 
export not only of textiles and footwear industry products is 
becoming inefficient, and of domestic equipment. electronics. 
and instrumentation , but al so of the products of a number 
of the raw material s industries that have high transportation 
costs. In other words, the decl ine gives birth to an active 
increase of the trade imbalance, the increase of the real ex­
change rate . and, again, intensification of the slump. The rea­
sonable policy in thi s  case is obvious.  
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It i s  not possible to take foreign credits to "improve" the 
balance of payments, with a positive trade balance equal to 
40% of exports. Conversely,  it i s  appropriate to increase capi­
tal exports by the state, by extending credi ts to the countries 
which consume Russian machinery and military-technical 
products. The problems of financing the budget deficit should 
be solved by internal borrowing, but mainly by increas ing 

the tax revenues from exporters and importers . That is quite 
possible to do, having once abrogated the privi leges of spe­
cific importers and "loopholes" in  the payment of customs 
fees .  But the mai n  source of increasing the budget reven ues 
i s  the increase of the tax base and a decrease in arrears , with 
increasing ruble profits from exports .  

It i s  necessary to introduce strict currency controls for 
export and i mport, with a corresponding withdrawal of cus­
tom s  fees .  At present, exporters may delay paying duties for 
up to 1 80 days ,  if they have not received payment for products 
supplied. It is clear that with stricter currency control,  the 
stimulus to export will  be decreased, which will enable us to 
avoid an increase in the balance of trade surplus ,  and "denuda­
tion" of the domestic markets . But the budget revenues wil l  
grow 1 . 5 to 2 times,  due to our abi l ity to rej ect IMF credits 
(which certainly does n ' t  mean a refusal to cooperate with it) . 

As a whole, the currency policy should provide the na­
tional industry with competitiveness and a positive trade bal­
ance, equal to the interest payments on the external debt. Of 
course, attaining that objective i s  impossible without increas­
ing the tax b urden, which in turn means abrogation of the 
most inflationary taxes (on value added,  and the tax on the 
wage fund) . Excise duties on alcohol should be established at 
an absolute amount per unit of alcohol .  

Measures should be taken to bring health to the banking 
sphere, on the basis of an accurate analysi s .  Evidently a rather 
large number of small banks will  close, after taking care to 
minimize the losses of their c l ients . Special clean-up pro­
grams shoul d  be adopted for many big banks, as far as one 
can see . 

Should it become necessary , there must be no place for 
ideological doubts about s uch measures as bank national iza­
tion, for the purpose of preventing the col lapse of the whole 
monetary and credit system . This can be rel atively painless 
to accomplish under our conditions, where most of the large 
banks were formed on the basi s of state capital . 

Most l ikely, as in the Central and East European countries, 
we will implement a special program to bring about healthy 
bank balance sheets, freeing them from "bad debts ." Finally,  
to prevent a loss of public confidence in the commercial 
banks, and other institutions which transform savings into 
in vestment, the question of state guarantees for pri vate depos­
its deserves the most serious attention. 

The creation of conditions requiring potential c lients to 
present broad and authentic information about their financial 
and economic status ( i .e . ,  confirmed by an accurate audit), 
will create a rational basis for the banks ' credit activities.  
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This huilding was part of the Russian Academy oj'Sciences, 
founded in 1 725 according to the plan Leihniz gave to Tsar  Peter 
the Creat. 

Organizations of commercial banks and businessmen might 
become the initiators for a company (similar to the American 
"Dun and B radstreet") which would gather and publ ish aver­
age financial-economic indices for the branches of produc­
tion, which would enable the banks to compare the corres­
ponding indices of their potential c lients , and to estimate their 
possibilities more precisel y .  

Measures directed t o  creating favorable macroeconomic 
and institutional conditions for efficient banking acti vity are 
necessary . 

First of all ,  it i s  necessary to radically change ideas about 
the state as an irresponsible financial partner. With that aim, 
it is perhaps necessary to take an unprecedented step, which 
would, by legislation, oblige the government to ful fi l l  its fi ­
nancial obligations, including at the expense of forced bor­
row ing from the Central Bank (in the event of a l ack of finan­
cial assets) .  

In those cases,  when commercial banks are s imply con­
veyors for government credits , a government guarantee of 
their return must be given. 

Perhaps the most difficult problem is  non-payments and 
insolvency. The non-fu l fi llment of obligations and delay in 
the payment of creditor debts (to banks, suppliers, employees,  
the budget, clients, depos itors , bond-holders )-the reflection 
in a "dual space" of the inefficiency of production and of 
currency circulation, the discontent of the fi nancial manage­
ment, economic imbalance, plundering of property (of depos­
itors, stockholders, suppliers, c lients) by managers (directors, 
partners , fi n ancial institutions)-are all  real . It is impossible 

to l iqu idate the insol vency cris is  without strict financial 
control . 
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While the banks'  balance sheets are somehow monitored 
by the Central B ank, other enterprises may have l iabilities a 
thousand or a billion ti mes exceeding their equity . In general , 
the extension of credit to unprofitable enterprises must be 
forbidden, because they don ' t  have sources either for the pay­
ment of interest, or the return of principal. That is  why credits 
granted by the Central B ank at low interest rates,  shoul d  be 
disbursed exclus ively through reliable banks and to rel iable 
borrowers . By "reliable ," we mean that the liabilities of banks 
and enterprises should be less than their l iquid assets , taking 
into account the terms of repayment. That means for the 
banks,  that they may be gi ven credits only on terms which 
are less than the terms which attract depositors' money . And 
productive enterprises must limit their l iability to approxi­
mately half the amount of their l iquid assets. Naturally,  that 
is i mpossible to do, if products are supplied without banking 
guarantees for customers, or credits extended to those who, 
by charging dumping prices or diverting monies abroad, are 
plundering enterprise assets, and so on . But it is impossible 
in principle to overcome the systemic crisis ,  without putting 
everything in order. 

It is clear that the transition to settling of accounts by 
letters of credit, forbidding of commercial credit barter, re­
ducing non-payments, indexation of monies remaining in the 
correspondence accounts of commercial banks in the Central 
Bank, stopping of financial m achinations,  counterfeiters, and 
the issuance of monetary surrogates, by the Central B ank ' s  
removing foreign currency from domestic circulation and de­
positing it in accounts abroad, from which the interest rate 
payments will be for servicing the foreign debt-all will  re­
quire the colossal i ssuance of money . But, since the reason 
for thi s  wil l  be the growing demand for money, one should 
not fear a j ump i n  infl ation . On the contrary, decreasing the 
tax pressures and increasing the scale of production will  make 
i t  possible to stop the inflation of expenses and, by rationing 
the i s suance of money, to prevent demand inflation . Essen­
tial ly ,  the state can repossess a part of income from money 
issuance, which it  had refused during recent years for the sake 
of ul tra-l iberal i mperati ves.  

Today a radical revision of the basic principles of the 
budget policy is required. Rationalization of the budget sys­
tem would make possible an essential increase in economic 
activ ity, stimulation of demand, creation of the conditions for 
investment activity growth, achievement of a higher level 
for the least well-off layers of the population-and all that, 
without excessive loss in the total volume of budget revenues.  
It is  possible to i mplement a new budget policy only through 
the creation of powerful alternative sources of revenue. Under 
Russian conditions, revenues from state property can become 
such a source and must come from its sale, as well as from its 
exploitation . The strengthening of financial discipline should 
produce just as great an effect, and so should the cessation of 
individual tax privileges .  It  is also necessary, as well ,  to bring 
some order to the spending of budget funds, to the issuance 
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of credit, to currency policy, and to the strengthening of tax, 
payments, and banking discipline .  The indicated measures 
should be accompanied by a rationalization of the tax system. 
B ut hardening of tax discipline under conditi ons of excessive 
tax pressure and of chaos i n  tax collection, i s  as impossible 
as it  i s  senseless.  The main accent should be on economic 
measures providing for economic recovery on a new in stitu­

tional -technological basis .  

4. Strategic tasks :  The national 
property system 

Despite the "selfless" struggle of Russian pri vatizers 
against state property , the l atter remains of considerable size .  
In first approximation, it may be estimated that the state' s 
share of the total value of the coun try ' s  production capacities 
i s  not much below 50%, even today. 

This points to the essence of the problem, insofar as to get 
rid of this  property as soon as possible, privatization must 
be continued, but now on a virtual ly free-of-charge basis .  
Actually,  the efficiency o f  state property is very low. Both the 
pre-perestroika experience and that ofthe reform period itself, 
confirms that there are huge expenses associated with its util i ­
zation. There is  a large degree o f  inerti a embedded in state 
property, and it lacks the safety margin, necessary for rapid 
adaptation to market conditions. 

But, at the same time, the same experience confirms that 
changing the form of property does not solve the main prob­
lem-to ensure that economic objects function with high ef­
ficiency, in accord with the rules of the market. The further 
continuation of pri vatization will  be accompanied by i n termi­
nable disputes about the criteria, according to which some 
enterprises should be among those privati zed, and others not. 
Given an underdeveloped capital market, it is inevitable that 
there will  be interminable discussions about how correctly a 
given property has been assessed, and, hence, sllspicions 
(well-founded, in many case�) about corruption on the part of 
those who made the appraisal. There is  certain to be a pre­
ordained struggle among different departments, for many 
years, also involving commercial entities,  for a place at the 
"privatization trough." 

A radically different approach is proposed, based on a 
national system of property. 

The first step toward its i mplementati on is to establish the 
right of the state as the owner of that 50%, the essential portion 
of assets, which has not yet been dissipated during the pertur­
bations of 1 992-95 . This is ,  first of all ,  land, natural resource 
deposits, large industrial enterprises of strategic importance 
for the whole economy , as well as national infrastrllcture (pro­
ductive, and social ) .  

These objects are allowed to  be  maintained either in  the 
form of public enterprises, or w ith the assignment of user 
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rights-for management, or other rights , granted to commer­
cial or non-commercial enterprises, created by private per­
sons ,  state agencies , or jointly.  Thus,  the rights to state prop­
erty-excluding the owner' s title-become objects of 
economic circulation, regulated by the norms of civil l aw that 
hold for all subjects ( including public authorities) . 

Let us ,  then, sum up our posi tion on all the basic questions 
of reforming the Russian economy, in the realm of property 
relations. 

The initial principle i s  freedom of entrepreneurial activity,  
i .e . ,  the right of private persons,  and the commercial and non­
commercial organizations they organize (for a certain period, 
non-state ones only), to create enterprises-to the extent to 
which that freedom does not limit other rights of the ci tizen s ,  
and does not prevent the state from fulfilling its  functions 
and obligations, envisaged by the Constitution and by laws 
in effect. 

The activity of enterprises should be endowed with the 
insti tution of property, i .e . ,  with legislative acts and protection 
of the complete set of rights, regarding the appropriation of 
property and incomes from its use, and excluding any prop­
erty claims by anybody (including the state) not confirmed by 
court decision. 

Any discrimination against the rights of physical persons, 
in relation to j uridical persons, in  the sphere of entrepreneurial  
acti vity i s  intolerable ; on the contrary, entrepreneurial activity 
by juridical persons, above all of enterprises with limited 
responsibility, should be gi ven a stricter framework of legisla­
tive and administrative control .  

The sphere of property rights, protected by civil legisla­
tion, should be steadily broadened to embrace more and more 
new kinds of assets of enterprises and/or juridical persons, 
such as "know-how," the ecological safety of housing, and 
so on . 

The exclusion of private enterprises from access to some 
kinds and spheres of activities, and the exclusion of certain 
kinds of property, or related property rights, from free civil 
turnover (i .e. ,  the state monopol ies), must be establ ished only 
by law and within limits established by legislation . The gov­
ernment' s competence to abolish such limitations temporari ly 
(but, not to expand the l ist of them) is admissible, but should 
also be strictly defined by law. 

Land resources should be excluded from the sphere of 
free civil turnover (being now in the possession of the Russian 
Federation, its subjects, and municipal authorities) .  At the 
same time, all necessary conditions should be provided so 
that the rights to utilize land, for commercial and consumer 
purposes, be maximally accessible and susceptible of free 
c irculation among private and j uridical persons, with due sta­
tus for inherited rights, and so on. The same regime should 
be established for natural minerals and other deposits beneath 
the Earth' s sUlface (envisaging priority and privi leged user 
rights for their di scoverers) ,  water resources, and the coun­
try ' s  marine and air space. 
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Property that is  within the framework list defined by legi s­
lation (including the property rights embodied by �tate hold­
ings of stock shares, user rights belonging to the state, rights 
in foreign assets, and in objects of industrial ownership, and 
others) ,  out of everything that remains state property at this 
moment, are not subjected to further privatization, and access 
to its exploitation should be carried out by forms of leas ing 
or management in trust, or other rights granted to enterpri ses, 
of all forms of ownership, and to private persons .  The list of 
property, and the conditions and procedures for its transfer 
for purposes of utilization, trust, or other exploitation regime, 
should be established by a special Law on National Property, 
which should replace the legislative acts on privatization. 

As Western experience shows, a leasing system based on 
the assignment of leases turned out to be very profitable, both 
for owner, and exploiter. It should be kept in mind that there 
is no problem of the efficient distribution of risk among the 
partners in an investment process, that cannot be sol ved by 
an appropriate choice of leasing conditions,  without any loss 
of ownership title-barring the problems that so excite specu­
lators in land and other real estate. 

A national property system will make it possible to revive 
the collective leasing movement, which had accelerated at 
one point, but is now sickly. 

A system of national property opens up wide opportuni­
ties for a rapid increase in the efficiency of state property 
uti l ization . Certainly, it i s  impossible to leave out of account, 
in this, those powerful counteracting forces, which have an 
interest in preserving the existing order of uncontrol led appro­
priation of profits from the exploitation and direct plundering 
of state property. 

But, if one proceeds from the national interest, then that 
resistance, whatever ideological cliches it might be covered 
with, should be broken down-the sooner, the better. 

A ne� system of taxation 
The tax system now in effect is a classic example of how 

people can be forced not to work and not to invest their capital 
in the development of production, but rather to export it 
abroad. Having put the working population in an unprofitable 
position, and making commodities very expensive, that sys­
tem limits the economic activity in the production of material 
and spiritual values. In this  way, there will never be sufficient 
resources to restructure production according to national eco­
nomic interests. 

In contrast to many other countries, Russia has a funda­
mental revenue source, which today remains  unused. That is ,  
rent from natural resources. Russia could cover its priority 
expenses for defense, to support defense industry conversion, 
for science, education, culture, and maintenance of the state 
apparatus .  

A transition of state revenue collection to  a rent system 
promises advantages not only of an economic nature, but also 
social . lt will make it possible to organize a system of financial 
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transfers between profi table and unprofitable, but promising, 
sectors of the economy. between poor and rich regions, to 
provide powerfu l  social supports for the popul ation , and to 
create a sy stem of supp lementary social payments for wages 
and pension s .  

From the standpoint of the principle of strategic orienta­
tion . i t  is necessary al ready now to thi nk about another, no 
less important aspect of rent  payments into the budget. Thi s 
is a way of ecologization of the taxation system . 

In today ' s  world (especial ly,  tomorrow ' s ).  not only dia­
monds or fel1i le land wi l l  he the mai n sort of natural wealth. 
The assi m i l at ion capacity of the natural environment-i ts ca­
pabi l ity of withstanding anthropogenic i mpacts, and of self­
restoration  after unavoidable interference with natural pro­
ce,ses-is now becoming not merely wealth, but a main con­
dition for the exi stence of the human race.  

Today, Russia has advanced further than other countries 
in the practical application of a new economic instrument 
for environmental protection-payments for pol lution of the 
environment. During the past three years, experience has been 
accumul ated in l evying such payments in the majority of re­
gion s of the Russian Federation.  But the existi ng payments. 
mainl y in the form of penalties ,  in no way correspond to the 
rent  income. which the stil l  huge assimi l ation capacity of our 
national ecosystems can provide. Russia sti l l  has a chance to 
restore an d to preserve this national wealth. to become an 
example for other countries in the transi tion from words to 
deeds, in the economic protection of nature . For this.  the intro­
duction of an ecological tax on the exploitation of the assimi­
lation capacity of the en vironment is required. Like other 
payments for natural resources, that tax does n ' t  require a gen­
eral increase of the tax hurden on the national economy ,  but 
wil l  lead to its redistribution in the interest of ecologically 
safe and nature-preserving types of activity.  

Russia cou l d  become a pioneer in the creation of a s ystem 
of mandatory ecological insurance. by which the economic 
respon sibi l ity for accidental contamination of the environ­
ment would be s hared by the pol luting enterpri ses and the 
insurance companies .  In that case, it would become possi ble 
to attract the financial resources, as well  as the supervision and 
in spection capabi lities,  of such companies.  to solve urgent 
ecological problems .  

One should keep in mind that a "shock" transiti on to the 
system under consi deration, is not admissible .  That might 
lead on l y  to a further aggravation of soc ial ten sion, and to 
di screditation of the aforementioned concept of a natural ­
resources tax . 

Taxpayers must have time to prepare for a global "re­
evaluation of values," dictated by new rules of taxation . There 
must be a strategy in stages.  for the gradual shift of the tax 
burden to nature consumption . Such a strategy should be 

made as a programmatic document. adopted by the higher 
authori ties in Russia. The prospective taxation rate levels 
should be i ndicated i n  that document. and measures for the 
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gradual adaptation of taxpayers to the new conditions should 
be envisaged-development of tax credits. granting of privi­
leges to certain categories of taxpayers , a displacement of the 
center of gravity of taxation from buildings and structures, to 
the land component of rea l  estate, reduction of di rect and 
indirect subsi dization of nature-consuming types of activities 

and those harmful to the environment. H i s  importan t to reform 
comprehensively the legi slative "branches" for taxation and 
natural resources ,  and monitoring systems, and to i ntercon­
nect them with advanced scientific support. 

It  would be appropriate to study giving the right to sub­
jects ofthe Rus sian Federation [the provinces, territories, ma­
jor cities, and other j U lisdiction s ,  making up the Ru ssian Fed­
eration-ed. ] ,  as wel l as local (di strict, town) authorities. to 
increase the amount of such payments to the budget within 
those territories, provided that the telTitory has ful fi lled all 
obligations, regarding the amount and terms oftaxes and other 
payments to h igher-standing budgets and extra-budgetary 
funds . 

During the fi rst stage of transition to a new taxation sys­
tem, more attention should be paid to the necessity of chang­
ing the present taxation structure, up to and including aboli­
tion of some taxes.  Already now. taxation of producers should 
be structured in such a way as not to provoke an artificial 
growth of costs, with a consequent increase of prices on 
products. 

Some research shows that a value added tax and a wage 
depreciation tax (V A T and WDT) are the most burden some 
for production, and provoke an automatic increase of prices .  
which makes i t  more difficult for our producers t o  g o  into the 
worl d market. The WDT has been aboli shed. Now it i s  the turn 
of the VAT. The tax on profits. and its various modifications, 
shou l d  become the main method of taxation, in the first stage 
of tax reform . 

Taxes of th i s  sort are not charged agai nst current costs 
of production , and are levied only on profitable enterprises,  
because of whi c h  they have a negligib le  impact on inflation . 
The optimal l evel for the tax on profit, according to calcula­
tions,  is in the range of 50 to 60% (provided there is  no V A T 
or WDT) . 

Further improvements in the taxation system are con­
nected with the transition from a tax on profit, calculated in 
percentages,  to fi xed payments . Such payments don ' t  under­
mine the i nterest in increasing profits. and they enable a simul­
taneous distrihution of the tax burden,  in correlation with the 
real possibi l i ties of the producers .  Thi s is  especially important 
in the case of nature-consuming enterprises. which have very 
specific conditions of work. 

Accelerated housing construction 
The most important and highest-priority task. of the whole 

long l i st of long-term development tasks. is housing con­
struction.  

The existence of considerable savings , as well  as the re-
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suits of sociological polls of the population, indicate that 
housing is the object of most persistent demand. It may be 
expected that not only in the immediate future, but in the 
longer term, there will be a stable, effective demand for hous­
ing in Russia. Moreover. housing enjoy� higher consumer 
preference than other goods .  

Investment in housing construction. provided there are 
rel iable ,  persuasive guarantees, will be preferable to invest­
ment in currency, not only for those who need housing, but 
for persons in terested in generating income. and those who 
want to obtain real estate for the purpose of leasing it. Such 
guarantees would create a favorable climate for attracting 
back the capital that has been exported from Russia, as well 
as attracting considerable foreign investments. 

Housing construction, as an anti-crisis locomotive, will 
pull a train of related manufactures :  construction material s ,  
machinery, lumber. furniture, sanitation equipment, electrical 
appl iances, household equipment, and other durable goods. 
All ofthat opens up wide prospects for industry. The existence 
of virtually inexhaustible reserves of mineral resources, for 
the production of construction materials, vast expanses of 
forest, and a half-idle production base, make it possible rap­
idly to broaden or to organize anew the production of many 
of the above-listed types of products . A considerable part of 
this production could be done at converted enterprises of the 
military-industrial complex. This would provide for its most 
efficient restructuring, under market conditions.  

Accelerated housing construction will make it possible to 
optimize the number of households that have separate dwell­
ings. which implies an intensive development  of infrastruc­
ture. above all of the road network, which is  inadequate in 
Russia. 

The development of the housing complex , related prod­
ucts, and infrastructure, will stimulate additional demand for 
labor. which will help to solve the unemployment problem. 
This i s  a new and painful problem for Russia. because increas­
ing unemployment can seriously destabi lize the social-politi­
cal situation , since the mentali ty of the population was shaped 
under conditions of ful l  employment. 

There is no alternative to housing construction, for sol v­
ing the unemployment problem-aU the more so,  because 
housing i s  a unique product, closely related to a territory, and, 
therefore, somewhat removed from competition. Housing 
cannot be replaced by imports, which is what usually leads to 
the loss of jobs; with housing construction, the number of jobs 
is  increased. 

Implementation of a housing construction program will 
make an essential contribution to the development of federal­
ism. and wil l  help to increase the role of regional management 
and self-management. To give accelerated housing construc­
tion the role of a locomotive, objectively means an expansion 
of the economic possibilities of regional administrations and 
municipalities, which strengthens democracy and activates 
the power of the people. 
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A strategic maneuver in industry 
The following three-stage scenario may be proposed as a 

strategy, corresponding to national economic interests during 
the transformation of Russian industry . It does not boil down 
to a complete redirection of resource flows at the point of 
transition from each stage to the next, but rather envisages a 
certain shift of priorities over time. 

The task of the first stage could be to raise the investment 
possibil ities in the country by: 

• a national export policy, oriented toward expansion of 
large-scale primary processing of fuel and energy, and raw 
materials, resources; 

• "economic" conversion of the military-industrial com­
plex [MIC] . The latter, in contrast to "physical" conversion, 
means, not a literal switching of the MIC to satisfy the de­
mands of the population, but rather the import of those goods, 
balanced by arms exports; 

• the use of appropriate mechanisms to redirect the re­
sources of low-efficiency and ineffective industries into in­
dustries where resources are used more efficiently .  

Another important task of the first stage is  to support sci­
ence to the maximum possible extent, to support the most 
promising research and development, and prevent or reduce 
the "brain drain ."  This requires direct budget support, and a 
flexible system of stimuli for the commercial sector. 

It follows from this statement of the problems of the first 
stage, that it is impossible for it  to be governed solely by 
forward-looking production criteria (export potential, ten­
dency to increase efficiency indices), in the distribution of 
resources between traditional and new sectors . Those tradi­
tional industries should be supported, which I) block the im­
port of consumer goods, 2) are characterized by high effi­
ciency, in world prices, 3) have a positive effect on other 
sectors, and, in particular, provide resources for the formation 
of new sectors . Regarding such industries, it is necessary to 
take into account the wave-like technological evolution of the 
world economy, skillful integration into which can provide 
considerable advantages for the national economy. Such skill 
takes the form, in particular, of exploiting some hitches in the 
development of leading countries, surges in the demand for 
products of basic industries. and the opening up of niches for 
the production of the latest components. 

The main reason for the collapse of industry and agricul­
ture was the unprofitability of enterprises in world prices, as 
they were made uncompetitive by the liberalization offoreign 
trade. Unprofitability, however, is not the last word on this or 
that industry . If it produces added value, then that is good, 
too. Because the increment of added value contributes to a 
final product, and thereby to the country ' s  finances .  

The task of the second stage i s  the transition of industries 
to resource-saving technologies, on the basis of a reconstruc­
tion of the national machine-building industry. In order to 
provide not only specific achievements in resource-saving, 
but to change the situation as a whole, this line of conversion 
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is just as important as is the participation of the MIC, for 
modernization of the national reproduction base of ma­
chine-building. 

The task of the third stage i s  to use the investment opportu­
nities that have been created, to connect pioneering techno­
logical advances, with broad reproduction of such innova­
tions .  Thus ,  the task is for Russia to enter the group of 
technological ly leading nations, and consolidate that hold. 

Special attention should be paid to a strategic maneuver, 
to orient MIC production capacities toward servicing export­
oriented branches of Russian industry. 

This is precisely how the dangerous gap between those 
branches and the national manufacturing industries can be 
overcome. 

The Russian economy has inherited huge raw-materials 
and military-industrial complexes-(abbreviated as RMC 
and MIC) .  The lion ' s  share ofthe industrial, natural-resource, 
and ecological potential of the country, and enormous efforts 
of the entire people, were spent to expand them. When mili­
tary-strategic competition with the West, and the increase 
and improvement of armaments, was a main concern of the 
political leadership, the MIC was the leading party in the 
interaction of those two monsters . It would be more precise 
to speak about subordination of one to the other, rather than 
about interaction. That was the main reason for the non-uni­
formity of resource and technology capacities, in the sectors 
of the economy as a whole.  In other words, the large part of 
the products of the RMC, and, at the same time, the most 
important ones from the standpoint of modem technologies, 
were directly or indirectly spent on MIC activities, i .e . ,  were 
included in the macroeconomic contour of arms production. 

One could add that the surplus product, created in the 
extractive industries (which was very high, because of natural 
riches and low wages) ,  served as the economic basis for the 
entire system of macroeconomic contours, which made it pos­
sible to maintain a high intensity in military-strategic pro­
grams over many years. 

What, in fact, has happened to the structure of economic 
reproduction during the years of the reform? Perhaps the most 
noticeable fact, is that the MIC is now essentiall y  on an equal 
footing with other sectors, saddled with burdens that came 
l ike a bolt from the blue, with the destruction of the former 
planning system of management and control . The most im­
portant new economic reality, was the destruction of the re­
production connection between the RMC and the MIC . In and 
of itself, that is natural , and would be no cause for negative 
emotions ,  were it not for one essential circumstance. The 
large part of national economic profit, formed in the RMC, 
was diverted not only from MIC channels ,  but from al l  chan­
nel s connected to the high-technology sector, the science that 
traditionally serviced that sector, and from many related 
branches: the metallurgy, chemicals, petrochemicals ,  electri ­
cal engineering, and electronics industries. As a result, the 
multi-sector production structure of industry is gradually be­
coming mono-sectoral . 
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The main source of Russian income, two-thirds of which 
is formed in the RMC, was cut off from industrial production, 
and the national economic profit from exploitation ofthe most 
important natural resources, was increasingly expropriated 
by criminal and quasi-criminal structures.  

This resulted from a one-sided approach to the processes 
of market transformations, and a naive belief in the omnipo­
tence of purely financial methods of economic management, 
ignoring another, no less important aspect of the market-the 
system of methods of state regulation, including planning. 

Suffice it to look at the experience of post-war Japan, 
where planning procedures were widely used, as well as 
mechanisms for the identification and implementation of pri­
ority directions of industrial policy. An important feature of 
the Japanese experience, was that state support of priority 
sectors applied basically to those industries, the development 
of which produced a larger cumulative effect, along a whole 
technological chain of related industries. The essence of this 
approach was the mutual coordination of industries, whereby 
the development of one advances the intensive development 
of others . 

The concrete application of this interconnection to Russia 
might look like a chain of mutually complementary RMC 
industries, the machine-building industry, and metallurgy. 
The machine-building industry and metallurgy act as the main 
consumers of fuel and energy. At the same time, the RMC 
enterprises are the main consumers of machine-building and 
metallurgy products. 

The interconnection of the machine-building industry 
with the RMC will make it possible not only to halt the decline 
of production. utilize defense industry capacities, and avoid 
unemployment, but to save currency resources by being able 
to refuse a considerable part of imported supplies of machines 
and equipment. 

Switching to metallurgy means not only a large import­
substitution effect, but also possibilities that open up for that 
branch of industry to use energy-saving technologies, thanks 
to a supply of new equipment from defense sectors . That, in 
tum, will make it possible to increase the volume of fuel and 
energy from the RMC for export. 

The combination of the military-industrial and extractive 
complexes should become the framework for new inter­
sectoral interaction, reoriented in accord with the changed 
macroeconomic conditions .  Of course, if we speak seriously 
about demilitarization, then the MIC can no longer have pre­
tensions to its former leading role in that duo.  That does not 
mean that it loses any essential significance. There is no alter­
native to the connection of the two aforementioned powerful 
complexes, on a new macroeconomic basis, at least for the 
next decade or two. 

The fuel and energy sector should become the leading 
party in the duo. To make it simpler, let' s express it this way: 
That complex should assume the role of main customer, for 
the products and services of the MIC. 

The economic reference point for such interaction could 
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be the technical re-equipping of the raw materi a ls  branches :  

implementati on of n e w  technologies for extraction and pri ­

mary processing of raw materials ,  providing a higher level of 

economic exploitati on of already developed deposits, and the 

required scales of exploration and development of prospected 

reserves ,  where large-scale industrial exploi tation is not rati o­

nal, or even possible ,  without ex traordi nary technica l  solu­

tions and cost-reduction . 

The financi al bas is  for the new interaction between the 

fuel  and energy sector and the MIC, could be the profi ts from 

raw materi al s exports,  a considerable part of which would be 

di rected i nto payment for orders hom defense enterpri ses, 

and di rect invemestment in  the creation or development of 

correspondi ng capaci ties in the machine-bui lding in dustry 

and meta l l urgy.  On the other hand, M I C  participation in the 

profits of the extractive enterpri ses could be organized 

through mutual control of those enterpri ses ' property . 

It should be recal led that a large portion of the en terprises 

of the fuel  and energy sector and the MIC remain federal 

property .  It is just  that they are not control led at the present 

time, and not managed by their  owner (the state) ,  because of 

the general col l apse of the system of economic management. 

Uncontrol l abil i ty in the economy has gone so far, that ideas 

of a return to admini strati ve  control are becomi ng more and 

more popular.  

I t  may be possible for the federal authori ties to keep the 

"commandin g  hei ghts" in (he basic sectors of the economy 

(either keeping the i r  enterpri ses completely as federal prop­

erty . or the state ' s  retention of contro l l i n g  blocks of shares i n  
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pri vatized enterpri ses), by means of creati ng a network of 

tru st companies,  with which the state concludes agreements 

on the management of federal property. The use of fi nanc ial­

i ndustri al groups (FIGs) is  most suitable as the basis  for such 

companies.  One shoul d keep in  mind that the en terpri ses i n­

cluded in a FIG are situated on the territory of different re­

gions .  Interaction and negotiations amon g regional adm i n is­

trations and the l eadershi p  of corporations (provided they are 

i ndependent of each other, and of the federal authorit ies)  w i l l  

lead t o  the rati onalization o f  the disposition of industry , which 

w i l l  create conditions for general economic growth. It is im­

portant to note that thi s  tran sfers economic contracts from the 

vertical plane (regions-center; enterprises-ministries) ,  prefer­

ably to a hori zontal one :  federal authorities can assume the 

role  of arbi ter i n  difficult cases, and, bas ical l y ,  econom i c  

problems will  be decided in  negoti ations between the territo­

rial representatives and those of the FIG.  Thus,  an element of 

competition can be created (between FIGs, as wel l as between 

region s of the country) ,  which wi l l  define many structural 

shifts in the economy.  

The creation of several inter-sectoral FIG s, which unite 

i n  their composition the enterprises of the fuel and energy 

complex , the machine-bui lding industry , and metal l urgy,  wi l l 

make it possible to solve several of the most important prob­

lem s :  increase of m anageabil i ty ,  stimul ation of i n vestment, 

acceleration of conversion, increase of export potential , etc . 

H wi l l  be of great importance for the development of such 

cooperation, for the banks to parti cipate broadly in the share 

capital of indu stry ; that i s ,  when a mediation l i nk i n  manage-
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ment, so lacking today, wil l  appear in industry . Such an ap­
proach to the matter should be considered a very important 
l ine of a new industrial policy.  

Programming scientific and 
technological development 

The reform policy has driven Russia to a remote place in 
civilization. The holy of holies has been destroyed : science 
and education. Quite recently ,  w e  were approaching the world 
level of scientific achievement, and had surpassed it in some 
places .  Today, where there used to be active scientific  re­
search, and a complex of fundamental and applied problems 
had been solved. chaos and decline reign. The scienti fic  
schools are being destroyed, without which Russia has  no 
future. 

But it is sti l l  possible to stop that catastrophic course of 
events . 

Oases of high technology still exist in the country . These 
are not on ly the centers in or around Moscow, like Zhukovsky 
or Podlipki, but also a whole number of outlying centers 
(Arzamas- 1 6, Chelyabinsk-70, Omsk, and many others) . 
These arc unique collectives, of the highest professional level, 
collectives which are capable of creating unique facilities and 
unique technologies, including of non-mil itary significance . 
The fact that they are unable to mass-produce them, i s  another 
matter. So far, they work according to Levsha' s principle: one 
or several copies of something unique. But the important thing 
is  that those col lectives are still alive (to be more precise� 
barely alive),  and have not lost their craftsmanship. That is 
surpri sing, but it is a fact. It is demonstrated by exhibitions 
that have been staged. 

But now, another step is necessary�to unify those relics 
of the past,  with the production base of the MIC, with 
research centers l ike the Physical-Technical Institute. the 
Moscow Higher Technical School (MVTU) , Moscow Uni­
versity, and the creation of corresponding technological 
parks, with broad diversification of lines of research and 
applied development. 

The preservation and build-up of the high-technology 
centers require the solution of a whole complex of problems 
of economic organization . Transformations in that sphere, 
which are of vital importance for the country, are connected 
with a large time horizon, and huge volumes of financing. 
There can be no expectation of some quick return. But, one 
should begin now, because otherwise it will never be able to 
be done . The market, with the financial self-regulation mecha­
nisms intrinsic to it, is a poor assistant for that. Those mecha­
nisms work under conditions of a stable, balanced economy. 
with a ful ly  elaborated production structure, low inflation. 
adequate uti l ization of facilities, and employment. We are 
situated. at present, in a different phase of the reproduction 
cycle�in the phase of deepest economic cris is .  It  is opportune 
here, to compare it with global crises in the economy of a 
society during war-time. In order to set things right, and bring 
the country out of such a deep crisis ,  a different mechanism 
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is needed, which has already many times demonstrated its 
undisputed advantages, by comparison with the market mech­
anism. i n  periods of catastrophe.  This is the mobilization 
mechanism. based on planning methods and the con'espond­
ing institutional structures .  

The situation in the economy is  now so explosive, that we 
cannot pennit ourselves any dogmatic narrow-mindedness 
about ostensibly depraved methods in general , and the inad­
missability of their use during the transition to the market, in 
particul ar. The market per se is a chimera. It i s  important for 
us to find a correct solution to the problem of bringing the 
country out onto the main route of social wealth and scientific 
and technological development. And that means not to deny 
ei ther of the two known management mechanisms in the 
world�market, and mobil ization�but to use them skillfully 
in conjunction, and in doses .  Taking one or the other in excess,  
is equally bad for the economy .  

What d o  we propose? 
First, as we have already tried to substantiate in the pre­

ceding section, the distinct division of the economy into two 
non-intersecting management contours�state, and commer­
cial or market. 

Within the state sector. interaction among the economic 
subj ects is accomplished not on a commercial basi s, but 
through a system of state orders . The interaction of these 
suhj ects with the market sector i s  accomplished according to 
strict rules�on the basi s of open auctions and tenders . 

Second, the sphere of fundamental science, incl uding the 
Russian Academy of Sciences and high-technology scien­
tific-production centers, are "embedded" into the first, state 
contour; i .e . ,  they function in conditions that maximally ap­
proach those of a planned economy. But not that deformed 
parody of planned regulation, when everything was pre­
scribed, down to the last nai l ,  but rather one that is ful ly 
capable of effective interaction with the market. 

The most important function of management in the state 
sector is the establishment of priorities for the development 
of science and technology . Today , there are no institutions in 
our country that would fulfill that function. At the same time. 
world experience reveals broad representation of such institu­
tion s in the upper echel ons of management in the leading 
capitalist countries, such as the U.S .A. ,  Japan, Great Britain . 
France. etc . 

Third, to fonn a Presidential Council on science and tech­
nology. consisting of prominent scientists and specialists. 
Scientists from those departments of the Russian Academy 
of Sciences, who are bringing up the rear in world scientific 
and technological development, should not be burdened with 
participation on such a Council . There is no point in inviting 
sci enti sts or specialists who have only narrow interests. It i s  
more necessary t o  make a good selection o f  those who have 
taken an active role in pol itics or business .  Representatives 
of the humanities would scarcely have a useful contribution 
to make here. either. 

The main task of the Council would be to estimate the 
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l ong-range priorities, for the country to have a stable niche in 
world scienti fic  and technological development. This would 
be a "brain headquarters" for the Russian President. The 
Counci l  should carry out,  chiefly, a conductor' s functions, 
with respect to a widely ramified, bureaucratically well­
adjusted system of extra-departmental expertise.  For this 
purpose, a Center of State Expertise for basic directions of 

scienti fic and technological development would be created. 

Fourth, to create a Targetting-Programming Committee, 
to which the development and elaboration of Presidential pro­
grams for implementing the priori ty directions of scientific 
and technological development should be put. The latter come 
under a framework of planned management of scientific and 
tecnological development. 

Of course, the i mplementation of each Presidential pro­
gram presupposes the balancing of necessary resources with 
present production resources.  This bal ancing, which depends 
on how the program is implemented, is in the nature of a 
guideline, and has nothing in common with the previously 
developed formal indices of national economic balances .  

Fifth, each Presidential program should b e  subjected to 
separate consideration, evaluation, and approval by a higher 
organ of legislative power. Programs shoul d  be developed, 
adopted, and corrected, as necessary, with clarification of how 
the relevant problems are to be solved. The procedure of prep­
aration, approval, and correction of the programs should be 
synchronized with the procedure of development and consid­
eration of the state budget. 

The state order takes on a due content, within the technol­
ogy of  program-oriented planning. I ts  nomenclature should 
be defined not only by the key role of the relevant manufac­
tures,  but, first of a l l ,  by their abil i ty to initiate l arge-scale 
changes and to provide an avalanche-like return, and, second, 
by the absence of demand for some production, because of 
underdevelopment of the corresponding markets . S tate orders 
should play the role of a kind of bridge, connecting social 
consumption to new technological possibil ities, or of a deto­
nator that sets off explosive technological changes .  

Because of  the uncertainty of  the priority directions of 
scientific and technol ogical development, the programs for 
their implementation cannot be specified down to an exhaus­
tive list of measures .  For that reason, the programming man­
agement agency will have to structure a program continu­
ously, and to refine it  as its tasks are realized. Because of that 
circumstance,  the state order cannot become an exhaustive 
instrument, or even a dominant instrument in these tasks. 
Methods for gradual ly decreasing uncertainty will play a big 
role-risk credits, targetted grants, and partial redemption of 
risky investments,  as well as methods of indirect s timulation 
of the activity of economic subjects in priority directions: 
tax privileges (including exemption of R&D expenditures 
from taxation , as well as capital investments in new techno­
logies. and accelerated amortization), preferential credits, 
targetted subsidies to consumers of new, expensive prod­
ucts, etc . 
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S ixth, to create a network of scientific foundations in the 
Russian Academy of Sciences ,  which receive funds for the 
research part of Presidential programs and distribute them for 
particular projects and grants . 

Seventh, to introduce a tax-free regime for all  Russian 
Academy of Sciences organizations, for educational research 
and experimental production complexes, as well as for MIC 

enterprises that participate in the implementation of Pre sid en­

tial programs; the entire amortization all owance should re­
main at the disposal of those organizations, and be used in 
a targetted way for the restoration and development of the 
scientific and production hase. 
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British destabilize Turkey 
to sabotage land-bridge 
by Konstantin George 

The year 1 997 wil l  be the most decisive year in modern Turk­
ish history since the 1 923 founding of the Turkish Republ ic 
by Mustafa Kemal Ataturk . The reason lies in the comi ng to 
power last June of a coal ition led by the Rcfah ( Welfare ) 
Party, with Refah leader Necmettin Erbakan as prime minis­
ter. Erbakan, an "Is lami st" (a  semi-mis leading l abel which 
merits c loser scrutiny),  staged a revol ution in  Turki sh foreign 
policy on Aug. 1 0- 1 1 ,  1 996, i n  a visit to I ran , which estab­
l ished a Turkish-Iranian axi s  of economic development, as 
part of a broad Eurasian development pol icy drive.  That vis it  
culminated i n  a mammoth deal , whereby Iran w i l l  become 
Turkey' s main supplier o f  natural gas, and a potenti al suppl ier 
of oil .  Linked to last year' s resumption of I raq i oil exports to 
Turkey,  Erbakan has created the energy basis for Turkey to 
become economical l y  independent of London-centered ol i­
garchical forces. Conceming the term " Islam i st:'  Erbukan ' s 
emphasis  on working c losely with Iran, consti tutes the conti n­
uation of a centerpiece of Turki sh foreign policy in  the 1 920s 
and 1 930s under Ataturk, the founder of the "secul ar" Turk­
ish state. 

Since August, and indeed earlier, British and all ied in ter­
ests have mobil ized their as sets within the Turkish political 
class to prevent expansion of the Turkey-Iran-centered Eur­
asian development strategy launched under Erbakan . The 
British-orchestrated destabi l izations have been occ u rring 
along two parallel  thematic tracks:  I )  the creation of a strate­
gic deflection , to shift Turkey away from its development 
course , by engaging it in  a military adventure , using the vehi­
cle of a new Cyprus cris is ,  and 2) orchestrating the parli amen­
tary toppling of Erbakan, to replace him with a coali tion of 
all main parties, excluding Refah. 

Erbakan ' s  vulnerability lies in the fact that h i s  govern­
ment is  a coalition of parties . He was forced to take on as 
Refah' s junior partner, the Dev Yol (True Path) Party (DYP). 
led by Tansu C i l ler, a close friend of former B rit ish Pri me 
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Mini ster Margaret Thatcher. who is both deputy primc mini s­
ter and foreign mini ster. Cil ler and her DYP cohorts are the 
leading B ri ti sh assets in Turkey . 

London plans another Cyprus crisis 
The Cyprus cri sis was launched la�t May (when the Lon­

don establ ishment knew Erbakan would become pri me minis­
ter) . when a senior foreign policy (igure o t'  the B riti�h Privy 
Counci l ,  Sir David Hannay, was pul led out of retirement and 
appointed to the newly  created post of Bri ti sh S pecial Emis­
sary for Cyprus. The move was ti med with a European Union 
policy estab l ishi ng a 1 998 "deadl ine" for sctti ing the Cyprus 
parti tion. to have the Republ i c  of Cyprus join the ElJ . With 
no proposed settlement plan that would meet the common 
i n terests of both Greek and Turkish Cypriots, each of whom 
in their own way have suffered i mmensely  under parti tion, 
the arhi trary deadl ine did exactly what it was real ly  intended 
to do: raise tensions and create the psychological frame of 
m i nd on both � ides in which a new confl ict could be created. 

The opening shot of that planned conflict was not l ong i n  
comi ng. [n August. whi le Erhakan was on a tour of Iran and 
Musl im nations in Asia,  the "shop" back in Ankara was left 
in the hands of Depu ty Pri me Minister and Foreign Minister 
Ciller. C i l ler took personal command of a Turkish fnte l l i ­
gence s lush fund. and financed the deployment of up to  3 .000 
extremist "Grey Wolves" to Turkish Northern Cyprus. It was 
these Grey Wolves who staged the ki l l ing of Greek Cypriot 
protesters in the island ' s  dem i l itarized strip. and thus began 
the cris is .  Ci l ler threatened a new Turkish i nvasion .  Erbakan 
was si l ent, and, notably ,  after he returned to Turkey.  the vio­
lence on the i sland ended. and everyth ing  cooled down.  

Then, i n  J an uary. a new round in  the cris i s  began with the 

Russian sale of modem S-300 surface-to-air missi les to the 
Republic of Cypru�. ln m i litary terms.  this defensive weapons 
syste m docs not consti tute a threat to the Turkish position on 
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the island ,  given the 3- \ superiority of the Turkish Army 
over the Cypriot National Guard on the is land. Pol i tically ,  the 
Greek Cypriot side, knowing the sensibilities of the Turkish 
military . committed a provocative blunder. Cil ler, joined by 
the Turkish mil i tary leadership,  under General Staff head 
General Karadayi ,  threatened mi l i tary action, even a new in­
vasion, should the missiles be  deployed. Again,  Erbakan, the 
"Islamist" cast as a " fanatic," had the least heated reaction of 
the Turkish leadership. Then came the news that the missi les 
would arrive, if ever, i n  1 6  months, and with that, the crisis 
cooled down. 

The timing of the January tumult was not coincidental . 
On Jan . 4-5 , Erbakan had hosted a meeting in Istanbul ,  of 
the foreign ministers of Turkey, Iran, Indonesia, Malaysia, 
Nigeria, Bangladesh,  Pakistan, and Egypt (represented by its 
deputy foreign minister) ,  to create a new grouping, the "De­
veloping S ."  Erbakan presented the D-8 as  a vehicle to "put 
an end to the Western industrial nations '  domination over the 
developing sector." Membership in the new group, which, as 
Iranian Foreign Minister Ali Akbar Velayati stressed, repre­
sents 800 mill ion people, would be open and the D-S would 
expand multil ateral cooperation in various fields, as well as 
through political consultation.  The Swiss bankers ' newspaper 
Neue ZUrcher Zeitung commented at the time, that the D-S,  
as interlocutor of the Group of Seven industrial nations ,  would 
"represent the rights of the developing countries in Asia and 
Africa, which are identical to the Islamic world .  In the name of 
these developing countries,  the D-S should even co-determine 
the birth of a new world order." While the Swiss paper pin­
pointed the potential, that the D-8 might revive the Non­
Aligned Movement, Erbakan' s critics inside Turkey ridiculed 
him for having "delusions of grandeur," of setting up an "Is­
lamic club," and so forth . 

The plot to topple Erbakan 
Erbakan, to become prime minister, also agreed to a rota­

tion system, whereby Ci l ler should become prime minister in 
1 995 .  As Erbakan knows ,  were that to happen, the grand 
Eurasian development design which he is working toward, 
would be overturned . It is an open secret in Turkey that Erba­
kan, out of necessity. is maneuvering to arrange the fal l  of 
his  coali tion government on his terms, i .e. ,  followed by new 
elections .  It also means l aunching this move at the point where 
the DYP will  be at its weakest, and Refah at its strongest. 
Since autumn, Ciller and the DYP have been continually dis­
credited through scandal s alleging connections of Cil ler, her 
husband, Ozer Cil Ier, and many top DYP figures ,  to organized 
crime, the heroin trade, and corruption . 

To date. Erbakan has mobil ized to "protect" Ciller in ev­
ery parliamentary vote on whether to investigate her. The 
effect of this is the exact opposite of what it appears: B y  
keeping her on a "hook,"  she and the DYP become weaker 

each month, as new scandals emerge. When the plug is pulled, 

in new elections. the DYP would col lapse into peripheral 
party status ,  while Refah would be the leading party and likely 
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to pul l  30% or more of the national vote . Under Turkish clec­
toral law, especial ly under conditi on s of relatively small votes 
for other parties. Refah, with as l i ttle as 33-35% of the vote . 
could end up with an absolute majority in the parl i ament. 

During January, Erbakan made three moves toward ex­
panding his potential 1 997 voter base, and to defuse Brit i sh­
induced attempts to drive what could become a wedge be­
tween him and the Turkish Armed Forces. These were : grant­
ing a 30% pay raise to all Turkish civ i l  servants; granting a 
1 00% pay increase to all soldiers and officers ; and visibly 

joining with the military leadership to denounce the i nterna­
tional "human rights" lobby for its attacks on Turkey . Then,  
along came the "Sincan" incident. 

The Sincan provocation 
On Jan. 3 1 ,  a crowd of Refah supporters was addressed 

on "Jerusalem Day,"  in the town of Sincan, on the edge of 
Ankara, the capital , by Iranian Ambassador Reza B agheri . 
The event was sponsored by S incan ' s  Refah mayor, Bekir 
Yildiz,  a notorious figure in the radical Islamic wing of Refah, 
and, as subsequent events showed, was designed to damage 
Erbakan. Allegedly,  both the Iranian ambassador and the 
mayor made subversive statements, demanding that Turkey 
be turned into an "Islamic state," '  under "Islamic law." The 
Turkish media reported the event thusly.  creating a uproar in 
the military and the non-Islamic parties ,  with the heated deni­
als by the Iranian ambassador lost in  the shuffle. These denials 
were buttressed by the government of Iran. which refused to 
allow the incident to poison relations .  Messages of congratu­
lations on the anniversary of the Iranian revolution were sent 
by Turkish President SUleyman Demirel , and greetings at the 
end of the Muslim holy month of Ramadan were exchanged. 

The Sincan incident was timed with B riti sh appointments 
that showed that London is  committed to both destabilizing 
Turkey internally ,  and to a Cyprus confl ict.  On Jan .  29, Sir  
Kieran Prendergast, B ritain' s ambassador to Turkey, former 
head of the Foreign Office ' s  Greek desk, and a Cyprus expert, 
was named UN undersecretary general for pol itical affairs. 
One day l ater, Prof. Norman Stone of Oxford, a elose friend of 
Margaret Thatcher and a trustee of the Thatcher Foundation , 
announced he was going to Ankara in March to become Pro­
fessor of International Relations at Bi lkent University, and to 
set up an "Institute for Russian-Turki sh Studies" there . 

Through Sincan, and the mountains of coverage spun 
around it, the damage had been done, despite a pointed inter­
vention by Erbakan. On Feb. 2,  the end of Ramadan (in Turk­
ish, Ramazan) ,  he declared on television: "Adoption of the 
secular state was a turning point in the rise of the Turki sh 
Republic, enabling the reconstitution of religious freedom in 
our country with a pluralist pol i tical democracy ." Nonethe­
less,  coup rumors began s weeping Turkey. On Feb. 2,  General 
Staff head General Karadayi decl ared the Army was the 

"guarantor of the constitution" and would ensure the "separa­
tion of religion and state ." On Feb. 4, units of a Turkish ar­
mored division drove tan ks through the main street of S i ncan , 
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in a distinct warning to Refah. There i s  no real threat of a 
military coup now, but the coup scare was integral to setting 
up a concerted move by an alliance of opposition political 
forces, including the Democratic Left Party (DSP) of former 
Prime Mini ster Bulent Ecevit; the ANAP, or Motherland 
Party of former Prime Minister Mesut Yilmaz; and powerful 
forces within the DYP. all to topple Erbakan. 

On Feb.  5 ,  both Ecevit and ANAP announced they would 
present a motion of no confidence in the parliament, which 
they did, and the showdown vote is scheduled for the last 
week of February . Ecevit thundered, "With this meeting [Sin­
can ] ,  the secular democratic republic has been c learly chal­
lenged, and the rehearsal to carry the dark and oppressive 
Iranian revolution to Turkey has been put on stage."  The third 
main opposition party, the Democratic Republican People' s  
Party (CHP) , joined Ecevit and ANAP in backing a no-confi­
dence vote . Senior CHP official and MP Guldal Okutucu de­
cl ared: "Soon, they [RefahJ will be forcing everyone to wear 
the chador. And those who don ' t  will have their faces slashed 
with razors. Turkey wil l  become like Iran, if these people 
have their way." 

All these parties taken together could not topple Erbakan. 
However, during Feb. 1 0- 1 7, a series of meetings started 
among the most influential DYP fi gures,  except for Ciller. In 
the words of the meeting' s  sponsor, Necmettin Cevheri, the 
most influential DYP politician after Ciller, they are to discuss 
"building a grand coalition" of al l parties (DYP, ANAP, CHP, 
DSP) to the exclusion of Refah. He added, that the agreement, 
in order to function, would exclude both Ciller and ANAP 
leader Mesut Yilmaz from cabinet posts, due to mutual ani­
mosities. Ciller denounced the proposed grand coalition, be­
cause if she ' s  frozen out, she and her husband will end up 
on trial . 

However, the plot to topple Erbakan could succeed. The 
first cabinet minister, Health Minister Yildirim Aktuna, has 
threatened to resign, and denounced Erbakan and Refah, say­
ing:  "Those who agree with me in the DYP are plentifuL" 
Meanwhile, the intensity of the accusations against Refah are 
ri sing. On Feb .  1 2, Ecevit accused Refah of "rehearsing a 
bloody accession to power," alleging that since 1 990, some 
1 00,000 handguns, rifles, and shotguns had been "distributed 
i l legal ly to Refah members." He was echoed by Yilmaz, who 
repeated the charges,  saying, "Something has to be done, 
urgently." These accusations are also designed to convince 
the military that Refah, should i t  fall from power, would put 
Turkey through a repetition of the civil war-like bloodbath of 
the late ) 970s that preceded the 1 980 military coup. 

The accusations also show, that should Erbakan survive 
the vote, and even maneuver the situation into new elections, 
he will not be out of danger. The war between real Turkish 
national interests and those working, wittingly or unwittingly, 

for foreign interests, wi I I  not stop. London will do everything 
possible to prevent the grand design breakthrough from be­
coming irreversible.  
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Interview: Seyed Hossein Mussavian 

Regional cooperation 
will bring prosperity 
His Excellency, Mr. Seyed Hossein Mussa vian, is Ambassa­

dor ofthe Islamic Republic of Iran to Germany. Mr. Mussav­

ian, who has held the post in Bonn since 1990, granted this 

interview to EIR on Feb. 13. 

EIR: Your Excellency,  great progress is being made in Iran 
on various infrastructure projects, especially transportation, 
which are linked to the Silk Road project for Eurasia. We 
have just read that the Kerman-Zahedan rail stretch [toward 
Pakistan] will be completed by the year 2000, and that Iran 
will be hosting the second international conference on the 
Silk Road next year. There has been a flurry of activity in 
Teheran, with visits of government representatives from 
many Central Asian Republics, as well as Armenia, Pakistan, 
and Russia, to discuss both the economic aspects and political 
initiatives to establish peace in the region . What i s  your evalu­
ation of the progress being made? 
Mussavian: In the name of Allah. Regional cooperation is  
the policy of  the Islamic Republic of Iran . Through this policy. 
not only will the people of the region come closer to each 
other. but it also brings prosperity to the countries which 
for years were ignored [and deprived] of basic infrastructure 
projects, l ike transportation . 

EIR: In November, the Indian paper The Hindu published 
an article, by a member of the Institute for Defense Studies 
and Analysis there, stressing the need for India to become 
actively engaged in the southern route of the Silk Road, which 
would go through Pakistan into Iran. Can you tell us some­
thing about cooperation with India on thi�-and on the 
pipeline? 
Mussavian: We do have good rel ations with India. If we 
succeed in interconnecting the regional cooperation, particu­
larly in the economic fields, then it will be a good promotion 
of peace and security in the whole region. The talks on the 
gas pipeline to India via Pakistan are going on, and, I hope, 
in time, i t  will be i mplemented because the will i s  there [on 
all sides] . 

EIR: The Pakistani elections have brought a new govern­
ment to power, which may entail a shift in policy toward 

Afghani stan. There have been m any contacts between Iran 
and Pakistan, and a visit of President Rafsanjani has been 
announced to Islamabad. It has been reported, that the Chinese 

EIR February 2 1 .  1 997 



have indicated to Islamabad, their concern about Afghanistan. 
How do you evaluate the possibi lities for Iran and Pakistan, 
to intervene jointly, to end the Afghan war? 
Mussavian: Both Iran and Pakistan know the strategic im­
portance of bilateral relations. The Isl amic Republic has al­
way, indicated that the regional problems and crises should 
he solved by regional cooperation. The officials of both gov­
ernments of Iran and Pakistan are in contact, in hopes of 
bringing stabil i ty in Afghanistan with the participation of all 
concerned groups. 

EIR: Despite the pressure being exerted by U.S. Sen .  Al­
l'anse D' Amato (R-N. Y . ), and others of his faction, to contain 
Iran through sanctions ,  the Europeans seem to be proceeding 
with their "critical dialogue" approach. There was a glowing 
report by Chairman of the German-Arab Society Moellem­
ann, fol lowing his recent visit, and there seems to have been 
a breakthrough in relations with Italy.  Can you tel l  us more 
about what the Italian government has agreed upon, during 
the visit of the Iranian delegation last month? And, how are 
relations with Germany? 
Mussavian: In fact, it is more in  the interest of Europe to 
have a "constructive dialogue" with Iran. Today, the Islamic 
Republic of Iran is quite different from the Iran of the Shah ' s  
time. Unfortunately. some U.S. politicians ' way of thinking 
is  out of date . Either they don ' t  have good knowledge of the 
present situation in Iran, or they-I have to say-are serving 
their personal or foreign interests against the will of the U .S .  
people ' s  interests . 

Today, Iran has a great role in the Islamic world. Iran i s  a 
regional power. fran i s  very active in bringing peace and secu­
rity to the whole region, which includes the vast area of Cen­
tral Asia. We have ECO [Economic Cooperation Organiza­
tion] cooperation in the region. You might be surprised to 
hear that some East European countries have requested mem­
bership in the ECO. In the near future, we can well establish 
a kind of cooperation between the ECO and the European 
Union . Fortunately, these facts are known to the Europeans .  
On the basis of mutual respect and non-interference in the 
internal affairs. we can and are ready to improve our relations 
with European countries, particularly the EU. 

Mr. Moellemann ' s vi sit to Iran was a normal visit .  On the 
other hand-I am sure you have the economic statistics-our 
relations with other EU countries are improving steadily. One 
might say that our relations with Germany are not as they 
should be . We are not using all the positive available poten­
tials in bilateral , regional, and international fields. 

EIR: Every time progress is  made in the "critical dialogue," 
scandals ,  allegations. and diplomatic incidents occur, as if 
deliberately, to sabotage peaceful relations .  I am thinking of 
the Mykonos trial in Berlin, which insinuated responsibility 
of members of the Iranian government, the recent stories 
spread about an Iranian citizen, Sarkhohi , who claims he was 
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forced to admit being a German spy, and so forth . What do 
you think about these stories? 
Mussavian: Mr. Sarkhohi is an Iranian national . He was try­
ing to leave the country i l legally and he is accused of spying. 
But the attention paid to it in  the Western mass media is  
surprising, which might create some doubt fraise some ques­
tions] . One has to remember that the judicial system in the 
Islamic Republic of Iran is independent. About the Mykonos 
trial : We have always asked the German authorities for the 
court to proceed and end without outside influences . Sark­
hohi ' s  case has nothing to do with Mykonos. The "critical 
dialogue" is a two-way street. Naturally, it has its ups and 
downs. 

EIR: Relations with Turkey, which have developed very 
positively under Prime Minister Erbakan, are also being tar­
getted, it appears . How do you evaluate the recent incident 
in Sincan, where the Iranian ambassador was criticized for 
statements he allegedly made? 
Mussavian : Relations between Iran and Turkey, as two im­
portant as well as powerful Islamic neighbors, are very good. 
Our ambassador was supposed to return to Teheran six 
months ago. The S incan speech, definitely, will not affect re­
lations .  

EIR: On the initiative of  Turkey ' s  Prime Minister Necmettin 
Erbakan, the D-8 meeting took place in Istanbul , with govern­
ment officials from Turkey, Iran, Indonesia, Malaysia, Nige­
ria, Bangladesh, Pakistan, and Egypt. Iran ' s  Foreign Minister 
Ali Akbar Velayati spoke about the initiative as the first step 
toward a broader grouping in the non-al igned world. There 
has been some mention of a D-8 development bank, as wel l .  
Can you tell us  more about this? 
Mussavian: As you mentioned, it i s  the beginning. There 
are lots of areas in which the Islamic countries' cooperation, 
both members of the non-aligned as well as regional groups, 
could be worked out. 

EIR: How do you view the possibility of reestab l ishing mu­
tually beneficial relations with I raq? 
Mussavian : Recent acceptance of the UN resolution by Iraq 
is a positive sign. This is our belief, that we could overcome 
the regional problems only by regional cooperation. Iraq has 
to show some good will . Recently, we have had a process of 
exchange of POW s .  Security arrangements in  the Persian Gulf 
region can be successful only when all the countries in the 
region are involved. We are still in the process of "confi­
dence building."  

EIR: How do you see the perspectives for improved relations 
with the second Clinton administration? 
Mussavian: I don ' t  see any change or development. But the 
release of Iranian assets by the United States could be a ges­
ture of good will in thi s  regard. 

International 57 



Interview: Dr. Ghazi Salahuddin Attabani 

Foreign invasion is designed to wreck 
Sudan's internal peace initiative 
Dr. Ghazi is the SecretarY' General II/the National Congress 

in Sudan. The interview was conducted by our Wiesbaden 

office, in early February. 

EIR: We understand that the invasion of Jan . 1 2, was moun­
ted by Ethiopian and Eritrean troops ,  accompanied by a hand­
ful of guerri llas from the Sudanese Peoples Liberation Army 
(SPLA).  Who was behind the invasion, and why was it started 
at thi s  point in time? 
Dr. Ghazi: Anthony Lake, the national security adviser to 
the U .S .  President, expounded the " Sudan policy" of the U.S .  
government in  a public lecture in March 1 995 .  He explicitly 
pointed out that the U .S .  government would harass the Sudan 
through some of its neighbors ; Ethiopia, Eritrea, and Uganda 

are the biggest recipients of U .S .  and European aid in sub­
Saharan Africa. No wonder, therefore, that they took it upon 
themselves to implement those vows made by Mr. Lake. 

Sudan does not rank very high in U.S .  priorities. It there­
fore remains susceptible to the vagaries of gambler-politi­
cians and policy proposers in Washington who, in turn, are 
inf1uenced by a host of interests not truly representative of the 
American nation. 

The invasion was carried out at this  particular point in 

t ime to scuttle the internal peace process ,  which had started 
to bear frui t. 

EIR: How do you relate the invasion of Sudan, with the 
operations ,  out of Uganda and Rwanda, against Zaire? 
Dr. Ghazi : For the past 200 years, Africa has served as the 

guinea pig for experimenters of the world order. Now a new 
world order is  being shaped ; in so doing, new borders are 
being drawn to suit  the new plans. The handiest place to do 

this is Africa, for it had not known official borders or nation­
states until the colonizers arbitrarily drew the present "il logi­
cal" borders defining spheres of Anglophone and Franco­
phone influence. 

The most del icate, and one of the richest regions in Africa, 
is the lakes region, containing the aforementioned countries, 
in addition to Burundi . These also constitute four of the nine 
riparian countries of the River Nile, which adds a Mideastern 

dimension to the question .  

Although our  adversaries painstakingly deny any inten­

tion to partition the Sudan by nibbl ing away its southern part, 
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we know that the new coloni alist plans would not be complete 

without exactly that. The major stooge in the "Iakes region" 
part of the plan is Yoweri Museveni of Uganda, a Marxist­
turned-pro-imperialist after he was orphaned by the col lapse 

of the Soviet empire .  The minor stooges are the Eritrean and 
Ethiopian regimes. 

EIR: The leaders of Ethiopia, Eritrea, and Uganda seem to 
be clearly aware of what they are doing and for whom. State­
ments by Yoweri Museveni,  to the Financial Times, for exam­
ple, document this .  But what is the reality inside these coun­
tries? How are their populations responding to their launching 
aggressive war? 
Dr. Ghazi: The populations of those countries are eyeing the 

actions of their rulers with suspicion and confusion . They 

know for certain that their  real interests lie in maintaining 
peace and cooperation with the Sudan. The Ethiopians and 
Eritreans, in particular, realize from historical experience that 
war with Sudan can only bring devastation to their countries 
and the region at large. Also, they know from experience that, 
by being constructive and cooperative, they can bring about 
prosperi ty to the whole region. They are confused, therefore, 
about whose interests are being served while their govern­

ments maintain a hosti le, rather than a friendl y posture toward 

the Sudan . 

EIR: The National Democratic All iance (NDA) moved to 
Asmara, to set up the operations which we are now witness­
ing, in collaboration with John Garang and the SPLA, The 

poli tical opposition leader of the Umma party, Sadiq al 
Mahdi, has been call ing for an "uprising" in Khartoum, but 
some press correspondents on the scene, have reported that 
there is no hint of any such insurrection. Sadiq al Mahdi him­
self is travelling through the Persian Gulf. What do you make 
of this?  
Dr. Ghazi: Sadiq al Mahdi i s  a fal se prophet of democracy. 
What many people fai l  to see is  that, despite the great clamor 
about democracy, he i s  defining his own legitimacy as derived 
from heredity rather than free democratic elections. [Sadiq al 
Mahdi is the grandson of the "Great Mahdi ," spiritual and 

political leader of Sudan in the 1 9th century-ed.] He pre­

sides over a party which has never experienced democracy 

within itself. 
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Despite the ir  diametrical ly opposed ongms, Sadiq al 
Mahdi and John Garang share a trait common to many Third 
World politicians .  John Garang,  who presented himself to the 
worl d through a Marxist  manifesto, now poses as a devout 
Christian cru sader when in the West, but as a keen Arab n a­
tional i st, when in the Arab world. He even recentl y formed 
an Islamic council in order to begi n  marketing himself in the 
Is lamic world .  Likew i se,  S adiq al Mahdi is an ardent democ­
racy activist  when in the West, is an ul tra-conservati ve, tradi­
tional Arab pol itician when in  Arab cou ntries ,  and is  a fero­
cious fundamenta list ,  invoking all the legacy of the Great 
Mahdi,  when in the Sudan. What we are watching now, is  
Sadiq al  Mahdi on a spree to sol ic i t  s upport and money from 
some Arab state s .  When recentl y in Kuwait, he poured abuse 
on the Iranians and the Iraqis ,  the very countries he staunchly 
supported and heaped prai se on when he was i n  power. 

Sadiq al Mahdi is out of touch with real i ty .  He thought 
an upri sing would take place i n  Khartoum in  his  support; 
however, what is happening now is a true upri sing against  
him.  

EIR: The office of Baroness Caroline Cox, the deputy 
speaker of Britain '  s Hou se of Lords, has stated. that this war 
should be seen as  a " paradi g n "  for the kind of "cl ash of 
civi lizations" that Samuel  HUi l l ll1gton promotes.  Cox ' s  aide 
has been quoted saying that Arab and Musl im states would 
l ine up in support of Sudan, whereas African states woul d  
oppose i t .  What i s  the reality o f  the s i tuation? 
Dr. Ghazi: I have not read that statement, but I would have 
expected it  from the likes of Cox . It i s  the same old doctrin e  
o f  "divide a n d  conquer." i sn ' t  i t?  I n  the last century, it was 
Gordon Pasha and Ki tchener Pasha with their devastating 
Maxim guns,  and now it  i s  B aroness  Cox with her dubious 
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Dr. Ghazi Salah uddin 
Attahani meets with the 
LaRouche delef(atian, 
during a visit to Sudan in 
Decemher 1 996. From 
left: Helga Zepp 
LaRouche, Lyndon 
LaRouche, Dr. Ghazi 
Salahuddin Attahani. 
Muriel Mirak 
Weisshach. and Dr. Ahu 
Dakr Shingeti. from the 
()ffice of the President (�f 
the Repuhlic of Sudan. 

organi zation [Christian Solidarity International ] .  I t  should 
surprise no one to find out that Africa-the guinea pig of the 
new world order-is being turned to for "paradigms" and 
"models" to experiment with. 

EIR: How can this aggression be ended? There is an initia­
tive passed in the German Parl i ament, cal l ing for the German 
government to intervene, to promote a negotiated solution. A 
group of U . S .  elected officials,  who conducted a fact- finding 
tour of S udan last  September, has endorsed the initiati ve, and 
urged the United States to promote peace.  The resolution talks 
about the In ter-Governmental Authority on Drought and De­
velopment ( IGGAD) process,  and the "friends of IGGAD." 
What is  your view? 
Dr. Ghazi : These in i tiati ves represent a break w i th the tradi­
tional policies of many Western governments, hence they are 
welcomed by u s .  I hope that more initiatives wil l  be made 
which wi l l  create a new momentum for peace in the Sudan . 
We are aware of the regional and international influences on 
the problem of southern Sudan . Hitherto, these influences 
have been negative.  Any positive influence prov ides a bonus 
for the peace process .  

EIR: What wil l  happen i f  the aggression i s  not ended? 
Dr. Ghazi: Sudan has a great capacity for endurance. We 
know that we can not appeal to the wisdom of the promoters 
of this aggression, because the ir  ultimate goal is  to redraw the 
African borders , as I mentioned earl ier, and the best way to 
achieve this is through such aggression.  However, we are 
confident that we have the abi l i ty to push back the aggressors 
and turn their apparent success into fai lure and a pol i tical 
l iabi l i ty ,  somethi ng which we have al ready started to 
achieve. 
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London's Museveni 
lUns extermination 
campaign in Zaire 
by Linda de Hoyos 

Ugandan President Yoweri Museveni was forced to defend 
himself in Paris, during a working visit  there on Feb .  1 - 1 2, 
from charges that Ugandan troops are in Zaire, waging war 
against the government under the cover of mercenary Laurent 
Kabila' s Alliance of Democratic Forces . The grilling of Mu­
se \ eni in Pari s followed reports from U.S .  State Department 
spokesman Nicholas Bums on Feb. 5 that Museveni had been 
told by Secretary of State Madeleine Albright to withdraw his 
troops from Zaire . 

In Paris, Museveni categorically denied the charge, stat­
ing : 'There are no Ugandan troops in Zaire, and there will 
never be ."  But a few hours later, it was reported that on the 
night of Feb . 1 0, a cargo plane carrying Ugandan troops and 
mil itary equipment into eastern Zaire crashed inside the Zair­
ean border, a senior Defense Ministry official of Zaire re­
ported. The Zairean official said :  "It was a cargo plane from 
Uganda. A contingent of Ugandan troops were on board. Sev­
eral people died, but the death toll is not yet known. The 
survivors have been captured by a group of Zairean soldiers 
who were around the crash site ." 

Despi te the growing evidence of Ugandan, Rwandan, and 
Burundian troops inside Zaire, and despite official protests 
against the invasion of its territory lodged by Zaire an officials 
to the United Nations Security Council ,  the Security Council 
has remained si lent on the matter, and so far, the invasion 
force is operating with impunity .  

The primary victims of  the Ugandan invasion are the 
Rwandan Hutu refugees. Kabila et al . are now besieging the 
refugee camps at Lubutu and Tingi-Tingi, where refugees are 
congregated, but have not received food, water, or medical 
supplies .  On Feb. 9 ,  Kabila  demanded that over 1 00,000 
Rwandan refugees in the Tingi-Tingi camp in Zaire be "per­
mitted" to leave the camp on foot-a death march given their 
condition. Only the day before, UN High Commissioner for 
Refugees, Sadako Ogata had been at Tingi-Tingi, and ex­
pressed "horror" at the condition ofthe 1 27 ,000 refugees there . 

Al l  aid workers left the camp on Feb. 8,  as Kabila threat­
ened that his forces were only 1 2  miles from the camp, and 
demanded the UN force the refugees out so he would not have 
to attack the camp. However, as Kabila et al. move closer, a 
reported 35 ,000 more refugees have come into Tingi-Tingi , 
as the Ugandan forces send them fleeing from the bush. 
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It is  widely believed that Ogata has used her office at the 
UN to force the refugees back into Kabila' s "humanitarian 
corridor." The Rail y for the Return of Democracy in Rwanda 
(RDR) issued a statement from Nairobi ,  Kenya on Feb. 1 0, 
charging that Ogata had "deliberately" abandoned the refugee 
camps for political reasons .  'The UNHCR has used every 
means possible to get the refugees back to Rwanda, and wants 
now to starve them to force them to go back." the statement 
said. "If it is  true that repatriation is indubitably everybody ' s  
objective, there are factors that must not be neglected: the 
physical and psychological state of the refugees, and the secu­
rity situation in Rwanda, which is  deteriorating." 

Within Zaire itself, Western press outlets report that Ka­
bila et al . are carrying out a campaign of "extermination" 
against the Hutus stil l  in Zaire . As reported in the Feb. 1 2  New 
York Times: "Credible witnesses said rebels swept into the 
small town of Shabunda the other day, encircled as many of 
the 40,000 or so Rwandan refugees as they could, separated 
out the young Hutu men and machine-gunned an unknown 
number. The others were simply al lowed to go . . . .  There are 
as many as 300,000 Rwandans stranded in Zaire . Most are 
ordinary men, women, and children, but it is widely believed 
that there are also thousands of former Hutu militiamen and 
soldiers . Many of these people already risk death from starva­
tion, dehydration, and disease. but for their pursuers, that is 
not enough." 

Bizimungu aide admits to slaughter 
There can no longer be any pretense that there is safety 

for the refugees within Rwanda. On Jan . 28, in the capital city 
Kigali ,  Joseph Bideri , media adviser to Rwandan President 
Pasteur Bizimungu, admitted to the press that the Rwandan 
military was simply kill ing people in two prefectures of Ru­
hengeri and Kibungo. He said point blank:  "We are kill ing 
people but these are the people who carried out the genocide 
in 1 994"-although there has been no due process of any 
kind . The recent spate of killings of aid workers in Rwanda 
is also part of the process .  Either the Rwandan government is 
killing the workers in order to force all non-governmental 
organizations and international organizations out of the coun­
try, in order to carry out mass murder in Rwanda under a 
shroud of silence; or, the aid workers are being killed by Hutu 
militants as charged .  One explanation for this ,  according to 
Rwandan sources,  is that the aid workers are pinpointing the 
Hutu refugees to the Rwandan mil itary, which guns them 
down in the same fashion as Kabila' s Rwandan-Ugandan 
forces do in Zaire . 

There is widespread agreement among European and Af­
rican capital s :  Unless the Ugandan, Rwandan. and Burundian 
military is forced out of Zaire-at which point the Kabila 
rebell ion collapses-the extermination directed by Museveni 
on behalf of the British Privy Council ,  which conveys its 
wishes through Baroness Lynda Chalker, wil l  continue, pro­
ducing the most concentrated genocide of the 20th century . 
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Islamabad establishment gets 
another chance to redeem itself 
by Susan Maitra and Ramtanu Maitra 

The overwhelming electoral success of the Pakistan Muslim 
League (Nawaz), the PML(N) (led by former Prime Minister 
Mian Nawaz Sharif),  the blanking out of the London-Zionist 
lobby upstart Imran Khan, and the depletion of the most­
powerful political party, the Pakistan People' s Party (PPP),  
under the twice-ousted Prime Minister Benazir Bhutto, were 
the highlights of the Feb . 3 elections in Pakistan . This was the 
fourth Pakistani general election since the death of military 
ruler Gen . Mohammad Zia ul-Haq, in August 1 988 .  Three 
earlier polls had brought Bhutto and her party to power twice, 
and the PML(N), once. President Farooq Leghari, wielding 
the eighth amendment clause of the Pakistani Constitution, 
had ousted all three of these governments, long before their 
expiry date, on grounds of corruption. 

Increasing despondency among Pakistani voters was ob­
servable as soon as the Caretaker Cabinet, headed by Presi­
dent Leghari, ousted the Bhutto government and announced 
Feb. 3, 1 997, as the next election date. Leghari was a PPP 
stalwart who had been hand-picked for the President' s post 
by Bhutto, whom he then turned against. Accusations of cor­
ruption against the Bhutto government, and the arrest of Bhut­
to ' s  husband, Asif Ali Zardari , on charges of conspiring in the 
assassination of her brother, Murtaza B hutto, a few months 
earlier, were part of a gameplan to sideline her. 

President Leghari then used an executive order to consti­
tute the Council for Defense and National Security (CDNS) 
for the interim period. The council has five top civilian officers 
of state-the President, prime minister, and ministers for de­
fense, foreign affairs, and finance-with four serving top gen­
erals and headed by the chairman of the j oint chiefs of staff 
committee . The CDNS will reduce the prime minister' s pow­
ers, while increasing that of the generals .  

A transplant from London 
Having made clear their  intention to keep the controls 

firmly in their own hands, authorities within and outside of 
Pakistan , such as the Pakistani bureaucrats linked to the 
World Bank and the International Monetary Fund, began to 
influence public opinion. They promoted the choice between 

Imran Khan (Sir Jimmy Goldsmith ' s  son-in-law and Paki­
stan ' s  former cricket hero), and Mian Nawaz Sharif, the Zia 
ul-Haq protege and head of the lttefaq business group, the 
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largest in Pakistan. It was evident that President Leghari 
wanted Sharif to win the elections .  

During the election campaign, while Bhutto was engaged 
in battling President Leghari, Nawaz Sharif was fighting off 
Imran Khan. Pakistani voters' rejection of Imran Khan was 
so complete that he could not gamer even 1 0% of the votes 
polled. Sir Jimmy, who along with his Rothschild wife and 
his daughters, had landed in Lahore with the far-fetched hope 
of congratulating his son-in-law on the occasion of a victory,  
was left most disappointed. 

The electoral failure of Imran Khan (widely known in 
South Asia as  "1m the Dim"), despite an open endorsement 
by the caretaker prime minister, Malik Miraj Khaled, can be 
attributed to the following factors :  Imran ' s  marrying into the 
Goldsmith-Rothschild house was successfully exploited by 
Nawaz Sharif, and the cricket star' s posturing as a "devout 
Muslim" while trying to avoid his "playboy" past was not 
bought by the electorate. The populace also distrusted Imran ' s 
sudden switch from charity-building a cancer hospital in his 
mother' s memory-to full-fledged politics around a banner 
of "anti-corruption." In addition, Imran' s  earlier statement 
that his political career was launched by Hamid Gul, the for­
mer Pakistan Inter-Service Intelligence chief and contributor 
to the post-Soviet Afghan chaos ,  may, in effect, have made 
him lose a few more votes.  His later statement that Malaysian 
Prime Minister Dr. Mahathir Mohammad is his present politi­
cal mentor did not sink in with the electorate. 

Tasks and problems 
Having won the elections,  Nawaz Sharif has little time to 

rest on his laurels .  Given his mandate, the excuse for the next 
government not doing the needful is sharply reduced. The 
issues Nawaz Sharif will have to deal with as prime minister 
are : 

• Pakistan is in a difficult economic mess. The nation' s  
financial policy control ,  for all practical purposes, has been 
handed over to the World B ank-International Monetary Fund 
duo by the caretaker cabinet. and these international institu­
tions are keen to push through fiscal austerity measures, re­
gardless of political consequences.  

• Ethnic violence i s  ripping through Pakistan ' s  loosely 
woven social fabric .  Shia-Sunni violence, wh ich put neigh-
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boring Iran on guard; the endless violence in Karachi between 
the Mohaj irs, Sindhis,  and PPP members ; and the recent anti­
Christian violence in Punjab may or may not have foreign 
interference, but all of this together has the potential to blow 
Pakistan apart. 

• The complex Afghanistan situation, which may move 

into a different level if and when the Taliban militarily control 
the whole state of Afghanistan. Already, refugees, this time 
Tajiks and Uzbeks, are leaving their homes in fear of a fresh 
round of violence against them by the advancing Taliban­
Pushtoon mil itia. In due time, Abdur Rashid Dostum, the 
Uzbek lumbash-e-Milli leader, and Ahmed Shah Masood, the 
Tajik leader and former defense minister, are expected to 
leave Afghanistan and head toward Uzbekistan and Tajiki­
stan, respectively, to wage guerrilla warfare against the Tali­
ban . Pakistan, meanwhile, has got itself too well identified 
with the Taliban, and, in essence, Saudi, American, and Brit­
ish interests in the region. 

• Internally ,  Nawaz Sharif, who was ousted in 1 993 by 
former President Ghulam lshaq Khan, is  obligated to use his 
two-thirds '  National Assembly maj ority to constitutionally 
amend the eighth amendment, which has been the bane of all 
elected governments in Pakistan. 

• Finally, by trying to do what he must do, Mian Nawaz 
Sharif will find out what the CDNS will stand for, and how 
this new coalition of Pakistan' s  power troika can be directed 
toward a meaningful goal . The first chal lenge, perhaps ,  will 
be for Nawaz Sharif to improve trade relations with India, 
and, in due course, to ease the Kashmir dispute. Beij ing has 
already indicated that this should be the course of future Is­
lamabad policy vis-a-vis Kashmir, and Nawaz Sharif seems 
to be more than willing to move in that direction. If Nawaz 
Sharif faces opposition from the very establishment that has 
allowed him to be the next prime minister, he will become a 
prime minister in name only.  

At the same time, Nawaz Sharif should feel blessed by 
the timing of  the elections. The Pakistani elite ,  dominated by 
the landed gentry, military, and the bureaucracy-all part of 
one extended family-is losing credibility within the popula­
tion, as indicated by the low turnout at the polls .  More import­
ant, however, are the indications that Pakistan must shift its 
course now: the economic dispaJity and economic frustration 
among the poor; growing unemployment, which leads to 
adopting criminal activities as a career; the complete break­
down of law and order; and the total discrediting of all institu­
tions, including that of the military. 

Loud voices can be heard from across the border, demand­
ing open trade with India and even an open border. It i s ,  
therefore, no surprise that, for the first time in Pakistani elec­
toral history, there was no anti-India campaign, and the Kash­

mir issue was not used to garner votes.  These are the positive 
indicators, and Mian Nawaz Sharif must build on that for his 
own success .  
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Ecuador's cuckoo 
falls from the nest 
by Valerie Rush 

On Feb. 7, two million Ecuadorans marched in the streets 
against their government' s embrace of so-called "free mar­
ket" economics, which has slammed the population with 
200-600% increases in transport, electricity, and fuel costs, 
the planned privatization of the nation ' s  most vital assets, 
and dollarization of the economy under a British-styled "cur­
rency board ."  The result of this mass strike was a Con­
gressional vote removing President Abdala Bucaram from 
office, paving the way for new Presidential elections early 
next year. 

Ecuador' s mass mobilization against austerity was not 
an Ecuadoran phenomenon at al l .  This  same grass-roots 
opposition to British free-trade policies is exploding around 
the globe, from Hongkong to Bulgaria, from Germany to 
the United States, from Albania to Colombia. As the interna­
tional financial system collapses further into bankruptcy, 
its gendarmes are intensifying their efforts to gouge living 
standards, in order to save their dying system. Increasingly, 
those heads of state not prepared to defend the interests of 
their own populations against these supranational interests, 
will rol l .  

Ecuador still unstable 
When the Ecuadoran Congress ousted Bucaram, who is 

as notorious for his grotesque personal behavior as he is for 
his corruption, '"EI Loco" CThe Madman") refused to cede 
the Presidency, which was simultaneously being claimed by 
Vice President Rosalia Arteaga, and by Congressional Presi­
dent Fabian Alarcon. The threat of national disintegration 
loomed, with several provinces announcing they would 
secede . 

Ecuador' s military stepped in as the u ltimate guarantor 
of national sovereignty, and helped to broker an agreement 
between Arteaga and the Congress which averted civil war, 
and which has, temporari ly at least, given the country a new 
President. Through a vote in Congress of 57-2 on Feb. I L 
Alarcon was installed as interim President, and Bucaram' s  

despised austerity decrees .  which had been dictated by the 
International Monetary Fund (lMF), were repealed. 

The country, however, remains extremely unstable. 
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Among Alarcon ' s  first statements to the nation, was the asser­
tion that the already-impoverished nation should be prepared 
for "belt-tightening and sacrifices ." Not surprisingly, the re­
sponse from Ecuador' s largest labor union, the United Work­
ers Front, was, "The Ecuadoran people do not want more 
sacrifices ." The Financial Times of London nervously editori­
alized Feb. 1 3 : "It i s  to be hoped that [Ecuadorans] do not 
expect to depose every President who takes an unpopular de­
cision." 

There i s  significant pressure from international banking 
interests, and from their media mouthpieces, for the restora­
tion of Bucaram' s  economic measures ,  with or without Bu­
caram. The Nell' York Times, for example, editorialized on 
Feb. 1 1 , that Ecuador cannnot avoid dealing with "budget­
wrecking subsidies and restrictive regulations" which go 
against the trend of a region "committed to market reforms." 
The Washington Post on Feb. 12 lamented in its editorial 
that "Ecuador now lacks both the constituency to support 
necessary further major privatizations, and the capacity oth­
erwise to attract foreign private capital ."  On Feb. 1 3, the 
Post cited an unnamed "diplomat" threatening Ecuador with 
reprisals, should it put up resistance: "Once international 
lines of credit get shut off, this country will go down the 
chute ." 

What all thi s  huffing and puffing is about, is that the Ecua­
doran mass strike served as a direct rebuff to the international 
bankers ' "golden boy" Domingo Cavallo. Formerly Argenti­
na' s finance minister, Cavallo-along with his staff-was 
hired for $ 1 0  mill ion to advise Bucaram shortly after the lat­
ter' s accession to the Presidency last September. Cavallo is  
the infamous architect of Argentina ' s so-called "convertibil­
ity plan," a British-modeled currency board from the colonial 
era, which pegs the national currency to the U .S .  dollar and 
strips the government of any decision-making powers on eco­
nomic policy. Cavallo was recommended to Bucaram by none 
other than drug legalization bankroller and international mas­
ter-speculator George Soros.  

It  was B ucaram' s Dec. 1 ,  1 996 announcement of an Ar­
gentine-style "convertibility plan" that triggered the initial 
protests from both labor and business circles in Ecuador. And, 
in a Feb. 1 1  interview with the Argentine daily  Clarin, Bu­
caram admitted that it was precisely CavalIo ' s  convertibi l ity 
plan that led to the "conspiracy" against him. 

Sovereignty vs. 'democracy' 
There i s  also a great deal of di stress in "Project Democ­

racy" circles over the Ecuadoran military ' s  "behind-the­
scenes" role in bringing the Presidential crisis to a quick reso­
lution. Geopolitician Roger Fontaine screams in the pages of 
the Washington Times on Feb . 1 2, that Ecuador "has opened 
a Pandora ' s  box. It has invited the military to take sides at a 
time when the region' s  armed forces had been in an increas­
ingly politically quiescent state ." 
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The Feb. 1 1  New York Times editorial similarly complains 
that "democratic legitimacy was undermined, [and] the mili­
tary drawn deeper into civilian politics ." It is this same edito­
rial, in fact, which was cited by Argentine President Carlos 
Menem to justify his defense of Ecuador' s "EI Loco," some­
thing no other head of state on the continent has dared. 

Bucaram himself would exploit this cultivated obsession 
with the trappings of "democratic legitimacy," which has 
been used so effectively by the international financial oligar­
chy and their "human rights" fronts to target the continent ' s  
armed forces for annihilation. In an interview with Col­
ombia' s  Caracol radio network, he warned : "The Latin 
American community wants no such Pandora ' s box . . .  that 
could turn into a habit. If B ucaram does not go back, it will 
set a bad example and we ' ll have dictatorships in all coun­
tries ." 

Ecuador has given us 'a beautiful lesson' 
The precedent of a mass strike driving out an Ibero-Amer­

ican government for imposing the IMF' s killer austerity pre­
scriptions has dramatically changed expectations across the 
continent. Nowhere is this more visible than in neighboring 
Colombia, which is itself currently in the throes of a nation­
wide strike directed. as in Ecuador, against a combination 
of brutal austerity, pri vatization schemes,  anti -labor policies ,  
and widespread corruption . The strike, which was launched 
on Feb. 1 1  by the country ' s  labor federations, has been joined 
by political opposition forces of every stripe, as well as by 
the organization of military and police reservists, and others, 
turning it into a plebiscite against the ruling government of 
narco-President Ernesto Samper Pizano. 

On the first day of the Colombian strike, which has been 
declared "indefinite," 1 00,000 citizens initial ly poured into 
the streets in the capital city of Bogota, bearing signs that read: 
"Samper and Bucaram: Two Cases of Mental Dwarfism," and 
"Down with S amper' s Narco-Government." Columnist Luis 
Carlos Sachica of the anti-government daily El Espectador 

wrote : "It is a beautiful lesson that the Ecuadorans have 
given us ."  

The lead editorial of El Espectador that same day issued a 
clarion call : "Preserving democracy from obstructions which 
nullify it, is, no doubt, the duty of the citizens of a free country . 
It is not enough to elect a President. It is an indispensable 
corollary to know how to replace him ." 

A mass strike process is  ongoing in Honduras, as well ,  
where the country ' s  1 4,000 hospital workers have just joined 
70,000 public sector workers in a nationwide strike against 
that country ' s  austerity policies. As we reported last week, in 
Venezuela, where living standards have plummetted under a 
similar IMF program, it was the federation of public hospital 

doctors that led a wave of nationwide strikes to force the 
government to abandon a murderous IMF-imposed ceiling 
on wages. 
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Baghdad daily condemns 
Brits ' colonialist lies 

The Iraqi paper A/ Iraq of Jan. 1 6  reported 
that members of Britain ' s  Parliament, 
"known for thei r  hostil i ty to Iraq and its peo­
ple ' s  legitimate right to reject all forms of 
subservience and imperialism, have 
launched a new propaganda campaign to in­
fluence the British public through the dis­
scmination of lies . . . .  In the c ontext of this 
campaign, and its obvious vicious aims, La­
bor MP Ann Cloyd and Lord Avebury, 
chairman of the [bicameral] parliamentary 
Human Rights Committee. held a debate in 
the House of Commons the day before yes­
terday on the topic:  'Trial oflraqi War Crim­
inal s . '  

"British M P  A n n  Cloyd and her col­
league Lord A vebury are two glaring exam­
ples of the British colonial mentality and ar­
rogant racism, which w as associated with 
the monopolies and companies which plun­
dered peoples' resources in the old colonial 
times. But, what is most ridiculous and nau­
seating, is Ann Cloyd ' s  and Lord Avebury ' s  
defense and bemoaning of the Iraqi people, 
when they are ful ly aware of the crimes and 
sins which Britain had committed against 
the Iraqi people during its 40-year odious 
colonial ization of Iraq." 

'Asia Times ' put its 
words into Lebed's mouth 

The Asia Times indulged in fakery by trans­
lation, in its eagerness to attribute to Rus­
sian politician Aleksandr Lebed, an en­
dorsement of the so-called "Southeast Asian 
model" of economy. In i ts  Jan. 20 "Off the 
Record" column, the Times purported to 
quote from Lebed ' s  speech at the German 
Society for Foreign Policy forum in B onn 
on Jan. 1 5 ,  as follows: " . . .  Those countries, 
l ike Thailand, Malaysia, and Singapore, 
created the fou ndations for their amazing 
economic growth on the basis of their own 
unique national models, which contained 
strong central government regulation and 
control,  not the advice of the IMF [Interna­
tional Monetary Fund] ." 
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The text of Lebed' s  speech, publi shed in 
the Russian daily Nezavisimaya Cazeta on 
Jan. 23,  gi ves that sentence as follows:  "Rus­
sia should study . . .  the experience of the 
countries of the Asia-Pacific region, which, 
i ncidentally, created the foundations for 
their prosperity not according to prompting 
from the IMF, but on the basis of their own 
models and approaches . "  

EIR 's correspondent, who attended the 
Jan. 15 lecture, confirms that Lebed departed 
from his  written text, and made impromptu 
reference to the Witte and S tolypin reforms 
at the tum of the century, and did not name 
any specific Asian countries ,  except China, 
and that in a different context. Lebed repeat­
edly used the teml "Asia-Pacific region:' 
which subsumes China and the "Tigers with 
Teeth" (e.g., J apan and South Korea). as op­
posed to the Asia Times 's preferred "South­
east Asian model" of the hot-money econo­
mies, the alley-cats wearing pink ribbons 
that masquerade as "tigers" (see EIR, Jan. 
3 1 , 1 997, p .  6 for a fuller report on Lebed' s  
remarks). 

Protesters take over 
town of Vlora in Albania 

Some 40,000 protesters took over the town 
of Vlora, Albania on Feb. I I , fol lowing a 
funeral procession for two demonstrator, 
killed by police one day earlier, in  this town 
of only 70,000. The marching crowd chan­
ted "Berisha is fil l ing our cemeteries," and 
repeated calls for President Sali Berisha and 
the government to resign. The Vlora head­
quarters of the ruling Democratic Pat1y was 
burned to the ground. 

Berisha dealt gingerl y with the situation, 
painfully aware that the country is a tinder­
box after four pyramid scheme funds col­
l apsed, in which nearly 70% of the country' s  
impoverished population had been induced 
to invest. Berisha had publicly distanced 
himself from cal l s  to impose martial law on 
the town, leaving i t  to Prime Minister Alex­
ander Meksi to demand that parliament or­
der a clampdown .  O n  Feb. I I ,  Meksi ' s  gov­
ernment repeated the line that the Vlora 
protests were led by "left extremist  ter­
rorists." 

B erisha' s second thoughts about mal1ial 
l aw stemmed from fears that this could spark 
a nationwide upheaval, and he is mOl'ing to 
sacrifice Meksi and the cabinet, which was 
reflected by the sudden change in coverage 
from Radio Tirana. Starting late on Feb.  1 0, 
Radio Tirana began regularly adding the 
protesters ' demand for Meksi and the cabi­
net to resign. Radio Tirana censored the calls 
for B erisha to leave. 

MI-S flunkey tries to 
sour Irish peace effort 

In an interview with Fortnight magazine, re­
leased early this month, B ritish intelligence 
undercover agent Sean O'Cal laghan. 
claimed that Sinn Fein President Gerry Ad­
ams had suggested a plan to kill Social Dem­
ocratic and Labour Party (SDLP) leader 
John Hume back in the early 1 9805. O' Cal­
l aghan was a deep-penetration agent into the 
IRA during that time. This past December, 
Queen Elizabeth made u se of a rare legal 
provision to have O'Callaghan freed from 
prison. Since then he has been used to attack 
Sinn Fein ' s credibility. 

O 'Callaghan 's  latest tale emerges at a 
time when there is dissension between the 
S DLP and Sinn Fein over strategy for the 
coming general elections, but, also at a time 
when Adams and Hume ' s  personal efforts 
to restore a peace i nitiative have greatly in­
tensified. Sinn Fein Chairman Mitchel 
McLaughlin told the media that O'Calla­
ghan ' s  allegations are "a lie . . . .  It is but the 
l atest of a series of wild and untrue claims 
that he and his MI-5 handlers have made as 
part of the B ritish dirty tricks agenda." 

Maurice Strong tapped 
to head UN 'reform ' 

New UN Secretary Genera! Kofi Annan has 
picked Canadian Maurice Strong. former 
head of the eco-fascist International Union 
for the Conservation of N ature, as his senior 
adviser for UN reform. S trong is cunently 
head of the Costa Rica-based Earth Council,  
which is leading the campaign for the UN to 
pass the Earth Charter, as "a universal code 
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of conduct for states and people." The C oun­
cil ' s  periodical, Earth Ethics. champions hu­
man rights for apes,  describing them as "our 
closest relati ves" and "fellow animals," enti­
tled to "the basic rights of human beings," 
while treated as "full members of the com­
munity of equals." 

Under UN aegis,  Strong headed a com­
mission to draft a reform plan, issued in 1 995 
under the title, Our Global Neighborhood: 
The Report of the Commission on Global 
Governance. The report cal ls  for national 
sovereignty to be "exercised collectively," 
though Strong demurs that "global gover­
nance is  not global government." Strong' s  
"neighborhood" would create a UN criminal 
court, enhance the role of the International 
Monetary Fund, strengthen the World Trade 
Organization for the purpose of "managing 
global competition," and have the UN en­
force disarmament of national armed forces, 
while establishing a standing "UN Volun­
teer Force." The new, reformed UN would 
be funded by global taxes:  "It is  time for a 
consensus on global taxation for servicing 
the needs of the global neighborhood," says 
Sn·ong' s  report. 

Terrorists continue 
international rampage 

A one-day summary of terrorism, just for 
Sunday, Feb. 2, shows Britai n ' s  interna­
tional terrorists continue unrestrained. Most 
prominent is the resurgent threat of terrorism 
on U . S .  soil. On Feb. 1 ,  a bomb squad from 
the San Diego County Sheriff s Department 
in California, defused the third mail bomb in 
one day. Police said the bomb was mailed to 
the Chula Vista home of a federal employee. 
Another was received by Laidlaw Waste 
Systems, a waste disposal firm, in Chula 
Vista, and a pipe bomb was alSo mailed to 
FBI headquarters in San Diego. 

• In Algeria, the independent newspaper 
El Watan reported on Feb. 2, that 3 1  people 
had been butchered in Medea, with their 
throats cut and heads severed. At the same 
time, the Islamic Jihad Armed Front (FIDA), 
a l i ttle-known Afghansi-linked group in Al­
giers, claimed responsibility for the kill ing 
of union leader Abdelhak Benhamouda, 
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who was said to be close to the government. 
The group vowed to stage more attacks 
against the regime of Liamine Zeroual . 

• Thirty-seven bombs hit the French 
Mediterranean island of Corsica on Feb. 2. 
Although no one claimed responsibility for 
the blasts at banks, tax offi ces, and adminis­
trative buildings, i t  is believed to be the work 
of "separati sts." 

• Three separatists and two soldiers 
were killed in a gun battle in  the northeastern 
Indian state of Assam, in the tea and oil-rich 
district of Tinsukia. 

• In Sri Lanka, Tamil Tiger rebels killed 
24 soldiers in  overnight attacks in the north 
and east, according to military officials on 
Feb. 2. A large group of Tamil Tigers over­
ran the government' s  Mavadivembu mili­
tary camp, 1 25 miles from the capital city, 
of Colombo. 

Rodionov warns: Russian 
military unreliable 

Russian Defense Mini ster Igor Rodionov 
sent off a letter to President Boris Yeltsin 
and Prime Minister Viktor Chernornyrdin on 
Feb. 6 which contained a harsh warning 
about the condition of Russian military 
forces. Rodionov did not make the letter 
publ ic ,  but he told members of the Russian 
medi a that a lack of funds had hit morale, 
reduced combat readiness ,  and badly af­
fected the Armed Forces' command and 
control centers . "No one today can guarantee 
the rel iabi lity of our control systems," Inter­
fax news agency quoted Rodionov as saying. 
"Russia might soon reach the threshold be­
yond which its rockets and nuclear systems 
cannot be controlled." 

"Reform in the Armed Forces has turned 
into a struggle for their survival, a struggle 
against disintegration," Rodionov stated. 
"The whole horror is in the fact that, as Rus­
sian defense minister, I am becoming a spec­
tator of the destructive processes in the 
Army, and can do nothing about it ." He ex­
pressed alarm about the psychological con­
dition of many soldiers, especially officers, 
saying that the number of suicides in the mil­
itary, once minimal , had risen to about 1 00 
in 1 996. 

Briefly 

EIR MOURNS the death of Col­
ombian labor leader Pedro Rubio, 63, 
who died in B ogota early this month 
after a long battle with cancer. A 
deeply religious man and founding 
member of the Club of Life and Schil­
ler Insti tute Labor Commission, 
Rubio dedicated much of his l ife to 
the advancement of the international 
LaRouche movement. He is survived 
by his wife, 9 children, and 1 4  grand­
children. 

BULGARIAN King S imeon, who 
lives in exile in Madrid, has offered 
to head a consti tutional monarchy as 
an alternative to the tumult wracking 
the country, according to Spain ' s  
ABC. The daily also reported on Feb. 
4 that Bulgarian President Petar 
Stoyanov nominated Prince Kyril as 
Economics Affairs councillor for the 
Bulgarian Presidency. 

SERBIAN POLICE arrested over 
1 00 ethnic Albanians in Kosova over 
the first week of February, according 
to the Democratic League of Kosova 
(LDK). The arrests reached a peak 
after three ethnic Albanians were 
killed in a Jan. 3 1  shoot-out with po­
lice near Vucitrn . Senior LDK offi­
cials held an emergency meeti ng, and 
charged that Serbian President Slobo­
dan Milosevic was attempting to di­
vert attention from the protests 
against him in Belgrade. 

HANOI has denounced the launch­
ing of Radio Free Asia' s Vietnamese­
language broadcasts, scheduled for 
Feb. 6, the start of the Tet holiday, as 
"an assault tool of the hostile forces," 
wrote Nhan Dan newspaper Jan. 3 1 .  
The paper said that a review of RF A 
broadcasts over the past several 
months into China and Tibet "always 
contain obvious incitements and hos­
tility towards China ' s  govemment." 

RUSSIAN Federal Security Service 
chief Nikolai Kovalyov met with 
President Bori s Yeltsin on Feb. 4 at 
the latter' s country house, and pre­
sented evidence of "a significant rise 
in  the activities of foreign special ser­
vices on Russian territory ," according 
to a Presidential spokesman. 
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Sanity may sink 
balanced budget drive 
by William Jones 

Somewhat chastened after their slim victory in the 1 996 elec­
tions,  the Gingrich Republ icans have effectively jetti soned 
most of their much-vaunted "Contract on America." But ,  sti l l  
clinging to one of their populist agenda items, they seem 
intent on pushing for a balanced budget amendment to the 
Constitution-one of the few carry-over items l eft from the 
"Contract," and one which could do more harm than all the 
others combined. Republican attempts last year to pass the 
same piece of legislation failed-but onl y by a hair' s breadth. 
Because the general public is i l l -informed about the potential 
havoc this  amendment could wreak, with the fallacious and 
maudlin comparisons to a "household budget" as the domi­
nant image, it has received less scrutiny than the other ele­
ments of the Republican "Contract." 

President Clinton i s  adamantly opposed to the amendment 
and has vowed to fight it. If he is  prepared to use the Presiden­
tial "bully pulpit," in tandem with the efforts of the Demo­
cratic leadership in Congress ,  it could be defeated-but it will  
require a decisive fight. Some Congressional Democrats, the 
so-cal led Blue Dog Democrats from the South as well as the 
self-styled "austerity" Democrats, are not in agreement with 
their leadership on this  matter. Many of them voted last year 
for a balanced budget amendment, and succumbing to the 
populist rhetoric,  many have "taken the pledge" to vote for it 
again.  As one "Blue Dog" Democrat, Jim Chapman, a former 
representative from Texas,  told this author, "It' s tough to 
change your position once you have voted for a measure." 

However, as most people will admit, it' s tough to say no 
to a request from the President. If President C linton puts his 
full weight behind opposition to the measure, he might be 
able to convince enough errant souls from his  own party to 

sink the amendment. 
A balanced budget amendment passed the House in Janu­

ary 1 995 by a 300- 1 33 vote. The Senate fel l  just one vote 
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short (65-35) of the necessary two-thirds when it first took 
the measure up in March 1 995 . When it was again voted on 
the following year. Sen .  Bob Packwood (R-Ore.)  had been 
forced out of office, and his seat was taken by Democrat Ron 
Wyden, who won in a special election to fill Packwood' s  post. 
In contrast to Packwood, Wyden voted against the amend­
ment, bringi ng the Senate maj ority down from 65,  to 64. 

The President clarified his own position about the amend­
ment in response to a question at a White House press confer­
ence on Jan. 28 :  "No one can foresee the circumstances that 
will come a generation from now or 50 years from now, or 
even 1 0  years from now," the President said. "And the way I 
read the amendment, it would almost certainly require, after 
a budget is passed, if the economic estimates tum out to be 
wrong, the Executive branch·-the President, the Treasury 
Department-to impound Social Security checks or to tum it 
over to courts to decide what to be done . And it would put us 
in a position, in my view, of doing things that are counterpro­
ductive." 

Speaking to reporters on Feb. 6, the President pointed to 
an additional problem : "I think it is neither necessary or wise, 
and it could have numerous unwanted consequences, It could 
throw our budget into the courts . It could force judges to make 
decisions they would normally never make and that they know 
they should not be making," 

On Jan. 28, some 1 , 1 00 noted economists, including 1 1  
Nobel Prize winners, signed an ad in the New York Times 

condemning a balanced budget amendment, calling it "un­
sound and unnecessary ."  'There is no need to put the nation 
in an economic straitj acket," the letter said. "Let the President 
and Congress make fiscal pol icies in response to national 

needs and priorities as the authors of our Constitution 

wisely provided." 
Citing the Jetter of the economi sts in testimony before the 
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House Judiciary Committee on Feb. 3 ,  Treasury Secretary 
Robert Rubin wamed of the devastation such a measure would 
impose on the nation : "I believe the balanced budget amend­
ment proposal would subject the nation to unacceptable eco­
nomic risks in perpetuity . A bal anced budget amendment 
could tum slowdowns into recessions and recessions into 

more severe recession s or even depressions. Secondly," Ru­
bin continued, "it could prevent us from dealing expeditiously 
with emergencies such as natural disasters or mil i tary 
threats ." 

A suicide pact 
Physical economist Lyndon LaRouche, the most outspo­

ken critic of the budget-balancing mythology, explained this 
point most graphical ly  in an EIR editorial Feb . 1 4 :  "If the 
Balanced B udget Amendment, as proposed by Sen. Trent Lott 
and others, had been in effect during the time that President 
Franklin Roosevelt was in office," LaRouche wrote, "Adolf 
Hitler would have won World War II, and the United States 
would not have recovered from the Coolidge Depression of 
the 1 930s." In an interview given by Rubin at the beginning 
of February, he also referred to the example of Roosevelt and 
Pearl Harbor as the type of "emergencies" which a President 
would be unable to meet if he were bound in the straitjacket 
of a balanced budget amendment. 

Rubin also attacked the fallacious argument often used by 
proponents of the amendment to convince waverers to vote 
for it, namely, that Congress could always change the legisla­
tion to meet an emergency situation . "The escape clauses it 
provides at best are l ikely to be far from fully effective," 
Rubin said. "Under the amendment, the unpredictability of 
economic conditions means that, at best, there would often 
be a significant time lag from when an economic problem 
developed until we recognized it and reached a consensus on 
how to solve it." The amendment would require a three-fifths 
super-majority in order to override its draconian provisions. 

The amendment would allow a minority to hold the nation 
hostage to a "special agenda."  "Thus, for example, 4 1  Sena­
tors or 1 75 Congressmen could throw the government into 
default," Rubin said. "Forty-one Senators could stop Social 
Security checks from going out or could advance a special 
agenda. In effect, a minority in either house could put the 
economic health of our nation at risk by refusing to waive the 
balanced budget requirement or refusing to increase the debt 
limit unless that minority ' s  agenda was satisfied, and that 
agenda could be budget related or related to social policy or 
any other matter." 

The administration offensive on this  issue has not been 
without effect. In particular, waming about the possible con­
sequences of the amendment on the ability to pay out Social 
Security, has helped to j ar some amendment advocates out of 

their complacency. But the drumbeat of the balanced budget 

mania has been so intense, that few legislators dare to buck it. 
In a rather byzantine maneuver, Democrat B ob Wise 
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(W.V. )  introduced his own version of a balanced budget 
amendment, which would be anathema to the more ruthless 
budget-cutters, but could be supported by those who feel 
themselves compelled to vote for some form of balanced bud­
get amendment. The Wise proposal would distinguish be­
tween a capital budget and an expense budget. While impos­

ing caps on expense budgets, graciously allowing for deficits 
only in case of war or recession, it  would allow government 
borrowing for physical infrastructure . The Wise amendment 
might attract some votes away from the Republican version, 
and thus deprive it  of the number of votes needed for passage . 

A more interesting variant to the Wise proposal was put 
forward by the Democratic leader of the House Science Com­
mittee, George Brown (Calif. ) .  "It makes no sense to provide 
our nation with a balanced budget if we do it by kil ling the 

programs that create new jobs, rebuild our decaying bridges 
and roads, and educate the leaders and workers of tomorrow," 
Brown said. Brown' s  budget proposal includes specific tar­
gets for growth in investments in research and development, 
physical capital , and ground, air, and water transportation 
systems.  Brown claims that the investments can be paid for 
by savings in entitlement programs, through adjustments in 
the Consumer Price Index and by curbing growth in non­
investment discretionary programs .  

Saved b y  the collapse? 
The House Judiciary Committee was to have voted on the 

balanced budget amendment on Feb. 1 1 , but the vote was 
delayed. Judiciary Committee sources say that thi s  was for 
"scheduling reasons." They have the votes on the committee, 
sources indicate,  but it is by no means clear if they have the 
votes on the floor. Republican blow-dried airhead Arianna 
Huffington, writing in the New York Post on Feb. 1 1 . wams 
her colleagues that Democrats may have "trumped the Repub­
licans' hand" by focussing attention on Social Security. Even 
if it passed by both houses. Huffington says,  the implications 
for Social Security would be trumpetted throughout all the 
states of the nation as the measure sought the necessary two­
thirds votes of the states to finally incorporate it  into the Con­
stitution. 

With the onset of a major financial collapse, however, the 
proponents of "budget balancing" will suddenly find them­
selves either screaming for a federal bail-out of a bankrupt 
financial system, or looking for an appropriate place to hide 
from enraged constituents whose pension funds and savings 
have suddenly disappeared in that wide-ranging pyramid 
scheme known as the stock market. At that point, having 
preserved the abil i ty of govemment to reorganize the econ­
omy, keeping that financial collapse from becoming a l ife­
threatening depression, will be v iewed as the height of wis­
dom. But in order to maintain those capabilities ,  the forces of 

reason in Congress and the administration must use all the 
forces at their disposal to defeat what is quite literally a 

"killer amendment." 
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congressional Closeup by Carl Osgood 

Milk price addressed 
by three new bills 
On Feb. 4 and 5, three different pieces 
of legislation to deal with low milk 
prices were introduced in the Senate . 
Two of the bills, sponsored by Herb 
Kohl (D-Wisc .)  and Russ Feingold CD­
Wisc .) ,  with companion bills in the 
House sponsored by David Obey (D­
Wisc . ) ,  demand increased regulation 
of the National Cheese Exchange 
(NCE) and reduction of the effects of 
NCE actions on average milk prices 
paid to dairy farmers . 

Both Kohl and Feingold, in re­
marks inserted into the Congressional 
Record, expressed concern that the 
NCE is too easily manipulated to be 
allowed an important role in the setting 
of milk prices . Kohl said the most im­
portant thing to do, is "to find a market 
that will  be more reflective of supply 
and demand and to eliminate any po­
tential for manipulation in price dis­
covery ." 

Whether or not the recent price de­
cline was "because the National 
Cheese Exchange is a poor indicator of 
market conditions or because traders 
intentional ly drove the price down is 
irrelevant," Feingold said.  What i s  im­
portant, he said, is  the "perception" 
that i t  was manipulated, and that' s 
enough to warrant its retirement. He 
said the two bills "will go far toward 
resolving some of the problems that 
have led to the recent milk price 
plunge that has cost this country ' s  
family farmers s o  dearly ."  

The third bi l l ,  introduced on Feb. 
5 by Sen. Thad Cochran (R-Miss . ) ,  as­
sumes that the reason for the milk price 
collapse is that farmers were overpro­
ducing out-of-season. What Cochran 
proposes is to reinstitute seasonal base 
plans for milk marketing orders . "This 
results in more stable production in the 
fal l  and winter, when there is an eco­
nomic disincentive for dairy farmers 
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to produce milk, and thereby ensures 
stable milk prices to consumers," he 
said. 

Bumpers: What goes 
up must come down 
Dale Bumpers CD-Ark.)  took a swipe 
at the proponents of the capital gains 
tax cut, noting the loss of revenue that 
would result, and he raised the rela­
tionship of the tax cut to Wall Street, 
implying that those tax-cut giveaways 
would be swept away in a stock market 
crash . During a speech on the Senate 
floor on Feb. 4, Bumpers said that the 
Republican tax-cut proposal would 
cost $33 bil lion over the next five years 
and $ 1 1 1  bill ion over the next ten 
years in lost revenue, according to the 
Republicans'  own estimates .  

"Who do you think gets the major­
ity of the benefit?" he asked. "It is the 
people who own stock in Microsoft 
and Intel and IBM. It is the people who 
are big investors in the stock market." 

Bumpers attacked the notion that 
taxes could be cut and the budget still  
balanced. "It has never worked, and it 
never will . . . .  If you are going to cut 
taxes,  cut taxes for people who hon­
estly need the money." He added, "If 
you cut capital gains,  with 75% of the 
benefit going to people who make over 
$ 1 00,000, where is it going to go? 
Probably into the stock market. The 
mutual funds are putting $ 1 5  billion a 
month into the market right now. Who 
here believes that the stock market can 
absorb those kinds of investments? 
Everything that goes up has to come 
down at some point or another." 

Unfortunately, Bumpers put his 
remarks in the context of an incorrect 
assumption that the economy i s  
booming, claiming that the fourth 
quarter 1 996 growth rate was 4 .7%.  

" You have an economy that is  per­
forming absolutely magnificently," he 
claimed, and, with the Federal deficit 
coming down the last four years, there 
is no need for what he called "pan­
dering." 

Gephardt gives push to 
Families First Agenda 
House Minority Leader Richard 
Gephardt CD-Mo.)  said on Feb. 7 that 
the House Democrats "intend to make 
ourselves as big a nuisance to the Re­
publ icans as necessary to win pas­
sage" of the Families First Agenda. He 
said this tactic worked in the last Con­
gress in getting the minimum wage in­
crease and health insurance reform 
passed, and he expressed confidence 
that with "willingness to work to­
gether on both sides," the Families 
First agenda can reach President Clin­
ton ' s  desk. 

Gephardt accused Republicans of 
having a "parliamentary view" during 
the 1 04th Congress .  "They wanted to 
get all the votes for every measure on 
their side," he said. He warned that if 
the Republicans stick to this  view in 
the 1 05th Congress, "then we' ll kind 
of have a replay of the last two years ." 

Gephardt made his remarks at a 
press conference following a House 
Democratic Caucus retreat that took 
place the day before at Gallaudet Uni­
versity, to discuss the Democratic 
agenda for the 1 05th Congress.  

Democratic Caucus Chairman Vic 
Fazio CD-Calif. )  said that the discus­
sions went on for 1 3  hours, and "we 
found, despite all the diversity that our 
caucus is  renowned for, that there was 
a great deal of commonality ." He 
added, "Democrats are increasingly 
finding i t  possible to come together on 
principles and on approaches and on 
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working with the administration to en­
act our goals ." Fazio concluded that 
the Democrats "came out of this  cau­
cus stronger, m ore resolute to stand up 
with our very, very strong minority po­
sition to reach out to those moderate 
Republ icans who we think really share 
our values and really  ought to share 
our politics  if they ' re interested in po­
l i tical survival . "  

C hafee bill would 
privatize infrastructure 
On Feb. 5 ,  Sen. John Chafee (R-R.I .)  
introduced a bi l l  to provide for the pri­
vate financing of infrastructure proj­
ects. Chafee acknowledged the huge 
need for infrastructure investment 
throughout the United States ,  but said 
that the need "comes at a time when 
we in Congress are desperately look­
ing for ways to reduce spending to bal­
ance the budget," hence, the need to 
bring in private capital to build infra­
structure. "To help meet the nation' s  
infrastructure needs ,  we must take ad­
vantage of private sector resources by 
opening up avenues for the private sec­
tor to take the lead in designing, con­
structing, financing, and operating 
highway facil ities," he said. In order 
to increase private sector participa­
tion, the "tax code ' s  bias against pri­
vate sector participation must be ad­
dressed." 

Chafee' s  bill would set up a pilot 
program for tax-exempt financing for 
highway privatization. The number of 
projects would be limited to 1 5 , and 
the total amount of financing would 
be limited to $25 billion. He said the 
projects selected must meet certain 
criteria: they must serve the general 
public, be on publicly owned rights­
of-way, revert to public ownership, 
and come from a state' s  20-year trans-
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portation plan. These criteria will "en­
sure that the projects selected meet a 
state or locality ' s  broad transporta­
tion goals ."  

What Chafee didn ' t  address i s  how 
the bankruptcy of a private highway 
project. like that which has developed 
with the Dulles Greenway in northern 
Virginia, would be avoided. 

Thompson investigation 
budget request attacked 
On Feb. 6, the Senate Rules Commit­
tee held a hearing on the request of 
Governmental Affairs Committee 
Chairman Fred Thompson (R-Tenn. )  
for $6 .5  mill ion for the committee, to 
fund an investigation into campaign 
fundraising during the 1 996 Presiden­
tial election. Thompson rejected Dem­
ocrats ' calls for a much smaller inves­
tigation with a narrowly defined 
scope, a $ 1 . 8 million budget, and a 
one-year time limitation on the inves­
tigation . Thompson insisted that the 
full amount he requested is needed, to 
ensure a "thorough inquiry into issues 
raised by Democrats as well as Repub­
licans." 

The Rules Committee could not 
complete action on Thompson ' s  re­
quest because of Democrats' objec­
tions .  Senate Maj ority Leader Trent 
Lott (R-Miss . )  reacted angri ly  after the 
hearing, accusing Democrats of hav­
ing "ambushed" Thompson and of 
challenging his leadership of the com­
mittee . 

The next day, Minority Leader 
Tom Daschle (D-S .D. )  denied that 
Democrats were challenging Thomp­
son ' s  leadership. "We were trying to 
more clearly specify what he means by 
the vast scope that he was implying 
with his original scope proposal. He 
said anything that falls within the pur-

view of the Government Affairs Com­
mittee . Well ,  that' s wide open ." 

Daschle added, "My concern is 
that this  investigation not go on for 
years and years and years ." Daschle 
pointed out that Thompson has already 
said he needs 80 investigators . "If he 
knows the number of investigators, 
you ' d  think he' d  al so have some sense 
of how much time it would take . . . .  
We' re not trying to confront him. We 
have to be able to work it out." 

Smith pushes NAFTA free 
trade on Argentina, Chile 
Bob Smith (R-Ore.) ,  the new chairman 
of the House Agricul ture Committee. 
said at a press conference on Feb. 1 0  
that fast track negotiating authori ty 
"ought to be worked out" for both 
Chile and Argentina to be brought into 
the North American Free Trade 
Agreement (NAFTA). 

Smith had just returned from a trip 
to both countries, and was full  of praise 
for their "economic transformations ." 
He said that Chile and Argentina are 
"both stable" and "growing rapidly ."' 
but that there are issues that need to he 
worked out with both of them before 
they are admitted to NAFTA. Smith 
complained that agricultural trade is  
primarily one way, from those two 
countries to the United States, to the 
tune of $2 bill ion a year, because of 
non-tariff barriers erected by both 
countries against U .S .  agricultural 
products. Smith said, "They ought to 
allow us into their markets," even 
though U.S .  interest in the Chilean and 
Argentine markets is small compared 
to their interest in the U . S .  market. 

Smith added that the i ssue of non­
tariff barriers should be rai sed with 
Chilean President Eduardo Frei when 
he visits Washington at the end of Feb­
mary. 
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National News 

Court upholds censure of 
Abrams in Contra affair 
The U . S .  Court of Appeals for the Di strict 
of Columbia ruled Feb. 5 that George Bush' s 
pardon did not protect former State Depatt­
ment official Elliott Abrams from being cen­
sured by the D.C. B ar A ssociation. Abrams 
pleaded gUilty in 199 1 to withholding infor­
mation from Congress in it� Iran-Contra 
probe, and President Bush pardoned 
Abrams and others in  his "parallel,  secret 
government," just before leaving the 
White House. 

The D.C .  Bar Association subsequently 
suspended Abrams from practicing law for 
one year. A judiciary panel overturned the 
action, but the Court of Appeal s determined 
to uphold the discipl inary power of the bar, 
and settled on censuring Abrams as a 
penalty . 

Senators hear case for 
technological innovation 
A biparti san Senate caucus met Feb. I I  with 
representatives from the national l abora­
tories, indw,try.  academia. and the Clinton 
administration, to consider the impact of 
proj ected federal cuts in R&D spending over 
the next five years. The roundtable d iscus­
sion was the fin,t public event held by the 
Senate Science and Technology Caucus,  led 
by Sen. B i l l  Frist (R-Tenn.) ,  Senate Budget 
Committee Chairman Pete Domenici (R­
N.M.) ,  and Democrats Joseph Lieberman 
(Conn. )  and Jay Rockefeller (W.Va.) .  

Dr. Mary Good, Undersecretary of 
Technology in  the Department of Com­
merce, w arned that, wi th an "innovation sys­
tem unparalleled i n  the world, global science 
and technology leadership i s  ours to lose,"  
Good pointed out that the figure of $78 bi l ­
lion i s  commonly cited for federal R&D 
spendi ng,  but that onl y  $20.2 bil l ion i s  allo­
cated for non-defense R&D. outside of med­
ical research.  That small amount of funds 
has to be divided among all the other federal 
R&D programs--including space, energy, 
basic science, and Earth sciences .  
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Dr. Alv in  Trivelpiece, former head of 
the Department of Energy 

, 
s magnetic fusion 

program, and now director of the Oak Ridge 
Nat ional Laboratory. pointed out that "over 
one-third of our Gross Domestic Product 
comes from goods and services that are 
based on noth ing more than our knowledge 
of the fundamental properties of atoms and 
thei r major subatomic parts-electrons,  pro­
tons,  and neutrons." Oak Ridge has been a 
leader in the development of civi l ian nu­
clear technol ogy. 

Trivelpiece summarized the argument of 
Nobel economist Robert Solow, that "tech­
nological advances spur greater per-capita 
production." The reason that the govern­
ment does not prioritize the budget on that 
basis is. Triv elpiece asserted, a political 
problem. He pointed to "inspiration" as a 
major responsibility of government-funded 
science programs.  

Sweeney rejects Social 
Security privatization 
Speaking to San Francisco ' s  Common­
wealth Club Feb . 7 ,  AFL CIO Pres ident 
John Sweeney blasted the proposal by the 
majority of the Social  Security Advisory 
Council ,  to privatize the fund by turning it 
over to the fi nancial markets. He warned that 
after privatinli on, the vast majority of re­
tired people, who don' t  have "good invest­
ment coun.o;e lors," will end up in "the county 
poorhuuses, which, of course, we closed 
down shortly after w e passed S ocial Security 
60 years ago ." 

Under the advisory counci l ' s  pl an , 
Sweeney said, in the first 1 2  years alone, 
$240 bi l l ion would be paid to stockbrokers 
in fees and commissions,  on more than $4 
tri l l ion put into the market, while payroll  
taxes would be raised 26<;1c and benefits cut 
30% . 

He then ,avaged the much-touted "Chi l ­
ean model," put forth by the Heri tage Foun­
dation and others : 

"It works, doesn ' t  it ') Sure it does :  the 
workers pay 20'7r for old age, disabi l ity and 
survi vors insurance and health care, whi le  
empl oyers pay nothing. The for-profit busi­
nesses which run the program get a 3o/c ad­
ministrative fee, their investors earn a 22% 

annual profit,  and 7()'K of the workers have 
less  than $2.500 i n  their retirement ac­
counts . " '  

Jewish scholar says ADL 
should no longer exist 
Morton E. Teicher, the founding dean of the 
Wurzweiler School of Sucial Work of Ye­
shiva Un iversity in  Miami. Florida, has i s ­
sued a scathing attack on the  Anti-Defama­
tion League (ADLj of B ' nai S · rith. In a 
recent letter to the ./I'H ish Journal of Florida, 
Teicher declares. "Thi s arrogant organiza­
t ion has oUl! i ved its u sefu l ness .  

"Thri ving on sensational i sm," Teicher 
writes .  "the ADL i nsolently goes i t s  own 
w ay.  bl atant ly  seek i ng publicity in order to 
rai se money . . . .  The ADL stridently insi sts 
that anti-Semitism i s  flouri sh ing in America 
so that it can continue to milk dol lars from 
fearful Jews.  A former l eader of the organi­
zation insu l ts our intel l igence by asserting 
that American .lews are at 'Square One' i n  
combatting anti-Semi ti sm,  a s  though no 
progress were made in the l ast 40 years. 

"ADL brazenly justi ties its questionable 
existence by blowing up minor anti-Semit ic 
i ncidents.  The hol low siren sounded by ADL 
alen, LI S  to a non-exi stent American Nazi 
thn::t!. The National Jewish Comm unity Re­
l atiom. Counci l ,  the America Jewish Com­
mi ttee. the A merican Jewish Congress and 
IOl'al community re l at ions counci ls ampl y 
fulfi l l  a respllnsible watchdog function. We 
don' t  need a shri l l .  publ icity-seeking irre­
,pol1siblc ADL. . . . We need to put the ADL 
out of business , . .  

Power companies grab 
for 'free market' profit 
A near orgy of uti lity mergers is under way, 
;lS maj or companies position themseh'es to 
,oak up some of the $200 bi l l ion-a-year " in­
come stream" of electric i ty service bil l ­
i ngs--hoping t o  dominate the new "free 
market" anticipated under deregulation. 
Nine mergers await approval by the Federal 
Regulatory Commission. 

EnrOll Inc., based i n  Houston, with inter-
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ests tied to ex-President Sir George Bush, is  
on a national acquisition drive. A merger of 
Enron Inc . and Portland General (a $ 3 . 2  bil­
l ion deal) i s  under consideration in Oregon . 
Enron is al so courting residents of Peterbor­
ough, New Hampshire, a town of 5 .300, be­
cause the village i s  a pilot project for opening 
the state ' s  electricity market to "free compe­
tition" by 1 998 .  Enron threw a picnic, sent 
in 30 salespeople, offered a 1 5 %  electric rate 
reduction, and signed up 700 cu stomers des­
ignating Enron as "marketer of choice ." 

The Los Angeles Department of Water 
and Power, the nati on ' s  largest municipal 
utility. approved a three-year agreement on 
Feb. 4 to have DukeILouis Dreyfus manage 
its wholesale  electricity trading and retail 
marketing . DukelLouis Dreyfus will receive 
$6 million a year, plus a portion of any sales 
it makes from the Los Angeles water depart­
ment ' s  power-generating facilities to a cus­
tomer base of 1 . 3 million people. The Los 
Angeles City Council still must approve 
the deal . 

On Feb. 5, Washington State approved 
the merger of Puget Sound Power and Light 
Co. ,  and Washington Energy Co. ,  paving the 
way for the creation of the largest electric 
and natural gas util ity in the Northwest. 

Hard winter aggravates 
threat to beef supply 
Severe wi nter weather i s  causing huge live­
stock losses in the High Plains.  adding to 
the devastating effects of low cattle prices 
imposed by the beef cartel.  Hardest hit is 
South Dakota. where the state ' s  Agriculture 
Department estimates that at least 1 00.000 
head have been lost out of a total herd of 3 .9  
million cattle. Serious flooding may add to 
that during the spring snow melt. The Army 
Corps of Engineers , proj ects that water flows 
in the Jim River will be nine to ten times 
higher than normal . 

But low prices are already ruining 
ranchers, posing a threat to the national food 
supply .  Montana range calves were bringing 
the rancher 90¢ per pound in 1 995 ; now they 
bring 60¢ per pound. Some farmers taking 
calves to market. find they owe money to 
the sales barn, after fees .  trucking, and other 
costs are totalled. The low cattle prices have 
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been imposed by the beef processor trust of 
IBP (directly interconnected with George 
Bush ' s  interests), Cargil l .  National Beef, 
and ConAgra, which together, control 80-
90% of all beef slaughtered in the United 
States.  The cartel is protected by the prevail­
ing national U.S .  "market-based" agricul­
ture policy, codified in the 1 996 seven-year 
"Freedom to Farm Act." 

Medical journal backs 
dopers against Clinton 
The once-prestigiou s New England Journal 
of Medicine has endorsed high-roller finan­
cier George Soros ' s  campaign to legal ize 
marijuana. A Jan. 30 editorial , entitled "Fed­
eral Foolishness and Marijuana" and signed 
by Dr. Jerome Kassirer, denounces Presi­
dent Clinton and his administration for op­
posing "medical use" of the drug, despite 
referendums approved in Arizona and Cali­
fornia-with heavy infusions of cash from 
Soros.  

"I believe that a federal policy that pro­
hibits physicians from alleviating suffering 
by prescribing marijuana for seriously ill pa­
tients is misguided, heavy-handed, and inhu­
mane," Kassirer intoned. "Marijuana may 
have long-term adverse effects and its use 
may presage serious addictions, but neither 
long-term side effects nor addiction is  a rele­
vant issue in such patients . . . .  

"Whatever their reasons, federal offi­
cials  are out of step with the public.  Dozens 
of states have passed laws that ease restric­
tions on the prescribing of marijuana by phy­
sicians, and polls consi stently show that the 
public favors the use of marij uana for such 
purposes. Federal authorities should rescind 
their prohibition of the medicinal use of mar­
ijuana." (Less officious during an interview 
with ABC ' s  "Nightline," Kassirer snapped 
that federal official s should "take a hit them­
selves," i .e . ,  smoke marijuana, and accept 
legalization as afait accompli. ) 

Echoing the drug lobby' s  strategy for 
full legal ization, Kassirer urges physicians 
to prescribe marijuana in defiance of the law. 
"Eventually,  their actions will force the 
courts to adjudicate between the rights of 
those at death' s door and the absolute power 
of bureaucrats." 

Briefly 

DEATH SENTENCES have been 
overturned for 68 U . S .  prisoners dur­
ing the past 25 years, due to seri ous 
doubts about their guilt.  according to 
a study by Michael Radelet, sociol­
ogy chairman at the University of 
Florida. He said his finding adds to 
the American B ar Association ' s  rec­
ommendation to halt executions,  until 
reforms in the judicial process can 
be made. 

JEAN KENNEDY SMITH, U . S .  
Ambassador t o  Irel and, has President 
Clinton ' s  "unequivocal" support, 
State Department spokesman Nick 
Burns declared Feb. 1 1 . Burns denied 
she would be recalled because of 
"dissatisfaction with how the peace 
process has gone. I say that specifi­
cally because that was the charge 
made in a major [British] newspaper. 
That newspaper is wrong, dead 
wrong on the facts ."  

LETHAL DOSES of narcotics 
have been prescribed by more than 
half of the San Francisco Bay area' s 
leading AIDS physici ans, the New 
England Journal of Medicine claims. 
Of 1 1 8 doctors,  anonymously re­
sponding to a poll of 228 AIDS spe­
cial ists in the Community Consor­
tium, 5 3 %  reported prescribing a 
lethal dose of opiates at least once. 

JACK KEMP, on NBC-TV ' s  
"Meet the Press" Feb. 9,  said h i s  ap­
petite is  "whetting" to run again for 
President. He called for a "Hong­
kong-like tax code for the District of 
Columbia," and hailed Newt Gin­
grich for pushing "fast-track author­
ity for the President to include Central 
and Latin America in the NAFT A 
hemispheric free trade zone." 

SECURITIES TRANSFER· TAX 
legislation has been filed in the New 
Hampshire legi slature . Modeled on 
the Pennsylvania initi ati ve of Rep. 
Harold James, the New Hampshire 
measure was introduced at a House 
Finance Committee hearing Feb. 1 0  
b y  Rep. Roland Hemon (D-Dover) , 
who also called Schiller Institute 
spokesman Phil Valenti as an expert 
witness.  
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Editorial 

The cuckoo feUfrom the nest 

Early Friday morning, Feb. 7, Ecuador' s Congress im­
peached scandal-ridden President Abdala Bucaram, in a 
44-34 vote,  on grounds of "mental incapacity," electing 
the presiding officer of the Congress itself, Fabian Alar­
con. Although the Congress ' s  action was taken under the 
authority of existing law for such cases, the scandal­
ridden rock-star, Bucaram, refused to step down, threat­
ening to call upon what he claimed as his "monolithic 
support" from Ecuador' s military. 

During the following, crisis-ridden weekend, a con­
ference between representatives of the executive and the 
Congress, reached an agreement which preserves consti­
tutionality. The law passed by the Congress,  impeaching 
Bucaram, was upheld. The forty-year-old Vice-Presi­
dent, Rosalia Arteaga, assumed the duties of the presi­
dency , temporarily, until the Congress completed fully 
the process of formal election of the President to replace 
the ousted B ucaram. Since then ,  on Feb. 11, the Congress 
voted up Fabian Alarcon ' s  election as President by a vote 
of 57-2. 

Thus far, public signs of tea and sympathy for the 
unfortunate Mr. Bucaram, are limited chiefly to the 
Washington and Argentina press outlets of George 
Bush ' s  Moon-cult sponsors, and to Bush ' s  and Henry A. 
Kissinger' s crony, Argentina' s eccentric President 
Menem. 

It will not end there. A week of after-action coverage 
of Mr. Bucaram' s departure in the relevant leading daily 
press of Washington, D.C. ,  New York City, and London, 
can be summed up fairly in a single word: stunned. As 
that momentary numbness among the editors wears off, 
the glint in the eye of those media will follow the lead of 
the Moon-cult press :  very nasty. 

There are reasons for that stunned reaction. What 
happened in Ecuador is not simply an internal affair of 
Ecuador, nor of South and Central America; the fall of 
the cuckoo from its Ecuador nest, signal s an ongoing, 
world-wide, chain-reaction collapse of the International 
Monetary Fund ' s  current policy.  

It  i s  always important to get the whole story, espe­
cially the parts which are suppressed by the reports in the 
leading news-media. Abdala B ucaram, like England' s  
King Richard III, had a terrible personality, but that i s  
not the reason either was ousted from his throne. Read 
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the rest of the law which Ecuador' s Congress enacted on 
the day it impeached B ucaram. 

The impeachment was the outcome of the same kind 
of political mass-strike wave which has rocked France, 
Belgium, Greece, Serbia, South Korea, Bulgaria, Alba­
nia, and a growing number of other nations, around the 
world, since the second half of 1996. It occurred in the 
midst of Ecuador' s nationwide political mass-strike, in 
which between 1 and 2 millions of the nation ' s  1 2  m i l lion 
population participated, beginning Wednesday, Feb. 5 .  

continuing into Friday, when the impeachment o f  Bu­
caram occurred. As part of the same series of legis lative 
actions, the Congress nullified a series of "IMF condi­
tionalities" which Bucaram had imposed by Presidential 
decree. The fascist-like austerity measures featured in 
Bucaram ' s  decree, included the usual forced doses of 
"castor oil" against the poor: in addition to wild-eyed 
mayhem against the economy, in the name of "privatiza­
tion," shocking increases in areas such as rates for public 
transportation, electricity, telephone service, cooking 
gas , and fuel for homes and vehicles .  

The international implications are implied in a pair 
of quotable utterances, taken from the pages of both the 
Washington Post and the Moon-cult' s W nshington Times 
outlet. "Ecuador' s  Congress has opened a Pandora' s 
box," says the Times' s  Kissinger-linked Roger Fontaine, 
adding the threat, that no matter what the outcome, the 
country ' s  democratic institutions "are now too fragile to 
survive." The Post explains Fontaine ' s  ranting:  "Ec ua­
dor now lacks . . .  the constituency to support necessary 
further major privatizations ."  It may be the case. says the 
Post, that the resolution of the cri sis "bowed to constitu­
tionality, but [it] does not address the s acrifice and disci­
pline that the country ' s  economic crisis mandates." 

The onrushing world-wide financi al collapse i mpels 
the crazed monetarist  desperadoes of the financial cen­
ters to force governments to impose ever-more-savage 
measures of austerity. This combination has prompted 
a booming wave of political mass-strikes,  against the 
governments which bend to the financiers ' will .  What 
stunned the relevant editors about the cuckoo' s  fal l  from 
the nest, i s ,  that it shows, that the days are numbered, 
when Gingrichism and even the mere pretense of "de­
mocracy" can still dwell in the same house. 
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