induced the son, Arnie, to think in Nazi terms specifically, is
not certain. He certainly impressed a character upon the son,
which conforms to the Nazi model. This fellow was brought
into the United States, given citizenship, and groomed to play
a politica role, the same way that Hitler was groomed by
certain people in Germany to become apolitical figure. They
gave him certain filmsto perform in, of which the “Termina-
tor” series is typica: These films capitalized upon certain
morally degenerate features of Arni€'s character. And also,
groomed himfor apolitical rolelikethat you seeinthe Termi-
nator! What they’re doing, is introducing a Beast-man type
into this California case, and trying to use this success of
Arnie in Cdlifornia, to shape the politics of the Republican
Party for the coming year’ s election.

Fighting Shultz's California Beast-M an

| recognized the danger. So, my campaign, whichisactu-
aly second in terms of popularity in the United States, inter-
vened as soon asthis Recall election was put into process, to
try to stop the thing. We came close to success. When we
moved into the case, the election of Schwarzenegger was a
foregone conclusion. We temporarily stopped the chances of
a Schwarzenegger victory. And young fellows, like Quincy
here, were part of that process. We deployed effectively, in
things that surprised these fellows into turning the situation
around.

At acertain point, former President Clinton was moving
toward supporting my efforts. Then—I think under hiswife's
influence—he backed down. But, that's a story in itself |
won't go into. But then, at a certain point, other things hap-
pened, and Clinton backed down, and every other part of the
Democratic Party |eadership and every other candidate, either
did not intervene—inthiscrucial election for the Presidential
campaign for next year—or they went over tothewrong side.
Now all of my rivalsfor the Presidential nomination, includ-
ing the party leadership, are now discredited. Everybody in
the United States is politically informed; leading circles in
Europe, who are better informed, area soredlizing that Arnie
Schwarzenegger has to be stopped. Some people are influ-
enced by misleading press that Schwarzenegger is a popular
man. He's not a popular man: He's a Beast-man! And any
sympathy toward him, from Europe or el sewhere, for hisel ec-
tionisaterriblemistakefor thosewho showed that sympathy.

And, sincethisisasequential trandation, | will bring this
toaclose at thispoint, because I’ m sure there are many ideas
and questions that you haveto raise.

I will say: Thesituation isnot bad, becausewe refighting.
But as in fighting a war, when you have to fight a war—of
any kind—on this scale, it's aways dangerous; and nothing
iscertain, but youtry towin. Inthiscase, we havethe possibil-
ity of winning, but no guarantee. And, I’'m relying upon our
good Italian politicians to help the process. We must think
internationally; we must cooperate; we must build amood in
the world, an optimistic mood, for positive measures to put
thisthingbehindus. | think we' [l win—but | can’t guaranteeit.
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To Vicenza Businessmen:
Start by Ignoring Money

Lyndon LaRouche spoketo a meeting of the IS ES athink-tank
of the Chamber of Commercein Vicenza, Italy, on Oct. 11.

What | shall present, in sequential trandlation, is a subject,
which is—briefly—a subject of some importance to this re-
gion, in particular, of Italy, in what | foresee as a coming
period of world history. And, | want to emphasize theimpor-
tanceof thefuturerole, of theentrepreneurshipsof agriculture
and industry in Northern Italy, as aleading factor in aworld
opportunity whichisemerging now. | shall focuson aparticu-
lar aspect of thismatter, whichislittle understood, but | think
important to be put on the record.

It is afact of the matter, which is quite relevant for this
time, that sometimes men’s greatest accomplishments come
after a catastrophe. People become comfortable with making
mistakes, habitual mistakesover along period of time, agen-
eration or two. They call these mistakes “our culture,” “ our
way of life.” “ We refuse to consider any change.”

Then, the catastrophe descends. And finaly, people
awakentothefact that they are people, and they must discover
solutionsfor this catastrophe. Thus, for example, the greatest
period of modern history began in Italy in the 15th Century,
after a 14th-Century catastrophe.

Now, briefly, the catastrophe is this: In the post-war pe-
riod—World War Il post-war period—there was agreat pro-
cess of reconstruction, which benefitted Europe, among oth-
ers. There were many bad features of this reconstruction, but
overall, from the standpoint of economics, it worked. Then,
suddenly, after theMissile Crisisof 1962, the Kennedy assas-
sination, and the launching of the Indochina War, things be-
gantogobad. Theeffect of theseterrifying events—of several
days of fear that civilization would be wiped out by nuclear
warfare; the Kennedy assassination, unsolved murder of a
beloved President; and the IndochinaWar—terrified agener-
ation then approaching or entering adulthood. And, among
part of the generation then entering university age, therewas
areaction: areaction against thetechnological, producer-ori-
ented society which had existed up to that time. We had the
emergence of aso-called “post-industrial,” or “consumer so-
ciety,” or “pleasure society,” which dominates us up to this
time, in Europe and in the Americas.

And the culture has been destroyed. For example, thisis
what the“Triple Curve” represents, that | have here [see Fig-
ures on p. 23]. Thisis just a pedagogical approximation of
what actually happened, and it'ssimpler, sometimes, tousea
pedagogical explanation than the actual figures.

Now, if we measure an economy properly, we start by
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ignoring money. We' renow inaperiod, in which theinsanity
takes the form of the assumption, that financial advice or
accounting reports, reflect the reality of an economy. And
peopl e have been convinced, especially in Europe and North
America, that if they have money, they’ re better off—when
infact, they are not, generally. For example, in the matter, of
public sanitation, and itseffect on health and life expectancy,
weareworse off than wewereyears ago. We havevast unem-
ployment, afall in the standard of living, a collapse of our
basic economic infrastructure . . . but some people believe,
“Thisisprosperity.”

TheProcess-Sheet of Real Production

So, what we have to do is, forget money, for a moment.
But look at money, but forget the way it plays a part in most
press coverage of economy today. Now, this refers to the
United States, and Britain, from about 1966, but similar ef-
fects hit Europe, at the end of the 1960s, and especially took
off after 1971-72, and became rather disastrousin Italy from
1976 on, with the IMF conditionalities.

So, what happened in effect, we measure in the following
way, we see the following results: The proper measurement
of economic performance is physical, not monetary, not fi-
nancial. In other words, the judgment of our financia sys-
tems, thejudgment of theaccuracy of our accounting systems,
should be based on proof, that these systemshave some corre-
spondenceto physical reality.

Now, look at it from the standpoint of thetypical success-
ful entrepreneur, who employs, say, 50-250 people. What is
the first thing that he has to deal with? The first thing he has
to deal with, is the standard of living of the families of his
employees. That’ snot only wagesfor him, personally, but he
has to support afamily. Now, what are the conditions of life
wemust providefor that family?Bill of consumption of goods
and services, and theconditionsof lifethat gowiththat. That's
aprimary cost of that employer, that entrepreneur.

Now, he's producing a product, and he’s looking at two
things which are also primarily physical. If he follows good
management policy, he has process-sheets; that is, anaysis
of the process of production in his firm—what he requires,
what must be done, what are the actions he performs. And
these activities have a physical cost. They have the cost of
labor, the time of labor; materials, supplies, wear and tear
on machinery, and so forth. And he fills that out, or has his
industrial engineer fill that sheet out, called his “process-
sheet.” Then, he hasalist of materialsthat he buys, materials
and supplies, as such; or services, from outside enterprises.
Now, at the sametime, hehasalist of thecapital assets, which
arerelevant to production, or similar essential functions. We
can put aprice on thesethings: He hasaprice on each of these
physical things, that he has on his process-sheets, his capital -
sheet, and hishill of materials.

So, for afirst approximation, of what an economy looks
like, welook at these things: Welook at a price-out value for
essential consumption of households, and for the process-
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sheets, bill of materials, and capital investments required by
the producing firm. This gives usaway of evaluating money
from one period to another. So then, look at this Triple Curve
from that standpoint, from about 1966 in the United States
and United Kingdom. Over that period, up to the present, the
per-capita physical content of money has declined. In other
words, money has become less valuable; it buys less. But, at
the sametime, we' ve had agreat increasein so-called “fi nan-
cial assets,” increasingly through speculation. In other words,
profits, or nominal profits, earned on stock markets, for exam-
ple, becomeayield, and by the price/earnings multiplier, this
yield is converted into an estimated value of financial assets.

That hasaccel erated, and around theworl d, sincethe’ 70s,
it has accelerated generally. So, from the standpoint of finan-
cial assets, the value of financial assetsin physical terms, has
been declining. To maintain these financial markets and their
growth, governments have poured in large amounts of mone-
tary assets, to feed the market.

This system began to disintegratein 1997-1998: Thefirst
was called “the Asia crisis.” The second, was the Russian
bond crisis of the Summer and early Fall of 1998. At the
October 1998 monetary conference in Washington, or series
of conferences, decisionsweremade. Thedecisionwasmade,
to try to defend the world system, against a Brazil crisisin
February of 1999, by something proposed by George Soros,
calledthe“wall of money.” What wasdone, isvariousinstitu-
tions—public and private—worked together to flood the
world market with monetary aggregate, to try to pump up the
financial markets. As aresult, what happened, in the United
Statesin particular, in the Spring of 1999 through the Spring
of 2000—the amount of money being printed, both by banks
and by electronic means, to pump up the financial markets,
was growing faster than the financial markets.

So, as aresult of that, since the Spring of 2000, coming
out of the United States and United Kingdom, the world in
genera has been in aterminal phase of disintegration of the
existing financial-monetary system. Very soon, in someway,
we're either going to change the system, or the system is
going to change us.

Now, thereisagreat opportunity occurring at the sametime,
that thisterrible crisisisoccurring. Y ou have some of the docu-
mentation listed inthisaccompanying material here; | won't put
it on [display], but you can look at it yoursdves. The world's
greatest opportunity, at themoment, liesin East, Southeast, and
South Asia: the greatest population centers of the world. This
opportunity isled, presently, by China, but it’s also echoed by
India. Thelargest marketsfor Europe at thistime, for example,
arein Chinaand India. The only growing market for Germany,
of any significance, is China And, Italy, in certain degrees,
participating in some of the benefits of this growth.

See, Chinahas agreat problem. China hasits population
concentrated upon acoastal area. Chinahasbeen growing, by
selling its cheap labor, on the world market, largely to the
United States and others. But using up cheap labor, is like
burning population: You’'re not producing an economically
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Lyndon LaRouche visiting Vicenza in the industrial center of Italy’s North: speaking to the Chamber of Commerce (l&ft; 86,000 entrepreneurs
are members, 10% of the region’ s population), and touring an advanced facility for “ aeroponic” production of fruits and vegetables (right).

healthy population. Chinacan go through that, because China
has a very large population. So, Chind's attitude of “we're
burning up population with cheap labor” is “that’s al right,
we'll make more Chinese!” But, that’s not going to continue
that way. A collapse of the U.S. economy, which is expected
soon, would be a50% collapse, approximately, in the present
exports of Chinato the United States.

But, there’ s another, more positive tendency in China: a
long-term tendency, which isto move the population centers
of China—the center of gravity of population—inland, away
fromthe coast. Thismeanstransforming theinland land-area,
including desert areas. This can only be done, as China has
decided, through some of the greatest infrastructure projects
existing on the planet. You have: In addition to the Three
Gorges Dam, you have other magjor water projects, such as
bringingwater tothe'Y ellow River area. What thishasopened
up, is a market of transport of goods, from Europe, by way
of high-speed transport, across Russia and Kazakstan, into
China, intwo directions: one, by the northern Siberian route;
the other, by what is called the old Silk Road route.

Now, to make this work, you have to have some of the
greatest infrastructure projectstheworld has ever seen. Three
primary areas of infrastructure are most notable: Large-scale
water reorgani zation. This means moving water from the Ob
River, or part of it, down into Central Asia; and soforth. This
means a massive transportation devel opment project, largely
rail or magnetic levitation. Thismeansmajor projectsin gen-
eration and distribution of power. Thiswould largely involve
nuclear power, and will mean, in the near term, an emphasis
upon high-temperature gas-cooled reactors. Thiswould mean
thebuilding, for example, of avery largerail network, of high
complexity, inside China, already in progress. In other words,
there’ saplan essentially for 25 years, totransformtheinterior
of China, in terms of infrastructure, to move the population
of China, gradually, inland. To movethe popul ationsinto new
city-complexesinland, to upgradethat population by bringing
in new technologiesand new industries. Already for Italy, for
example, for entrepreneurs, thisis a very significant part of
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the opportunity.

In order to do this, we must have a new monetary sys-
tem—take that for granted. I’ ve spoken on this before. We
know how to do it. But, what it requires, is a change in our
way of thinking, asin Italy itself.

Take thisarea of Italy; look at the entrepreneurships and
the agriculture. What you must do, in a sense, is increase
the productive powers of labor here, largely looking at the
opportunities being generated by the Eurasia market. That
means, you must increase capital intensity. You must raise
the productive powers of labor, through infrastructure, which
improves the performance of industries, by improving the
infrastructure in which the industries exist. It means an em-
phasis on science, because you must keep ahead of therest of
the world, in terms of the science curve. Y ou must increase,
aso, the capital intensity of investment in industry, in order
to absorb science and new technologies.

Andwhat thismeans, in conclusion: That wehaveto have
anew monetary system, with many similaritiesto the Bretton
Woods system. Governments can do that, if they’ redesperate
enough to do it. And they will be, soon. That means that we
must go back to aregulated system, in which we protect the
prices of goods, in such away to allow the entrepreneur to
invest in capital, without fear that his capital will be wiped
out, by a dumping policy of dumping goods at cheap prices
on theworld market.

So, we have to pose to ourselves some questions, which
have been forgotten for the better part of a generation. I'm
optimistic, in the sense, that sometimes, the best way to give
somebody an uplifting experience, is akick a pants. We're
about to receive that kick!

How an Economy Is Run

Q: Canyou go into more details and specify what arethe
completeissuesin economics?
LaRouche: Very few people today understand econom-
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ics, at al, inany practical sense. We should take all monetary
theory, papers, and ideas—bury them! Look at an economy
inaphysical way. By physical way, | mean, if you arerunning
a firm—an actua firm, not as some stockholder, trying to
make profit; but trying to runthat firm, and makeit successful,
how do you think? How must you think, to run that firm?
If you were a government, who's dealing with this kind of
problem, how must you think?

How does an economy actually work—a physical econ-
omy? Forget the money! A physical economy: Y ou start with
physical things. Y ou start with avery simplething: the physi-
cal cost of living of afamily. Thethingsthat are needed by a
family, to sustain a family, of a person who's working in
a certain capacity in a firm. You think of all the physical
components you have to put into that standard of living, in-
cluding essential public services—health-careinsurance, and
so forth. What must you give afamily, to live?

Now therefore, you have two things. The first thing, you
look at in a firm: You have your materials, which is your
supply, and you have your process-shest, the process of pro-
duction in which people are engaged. These are physical
things. Now you think about your supplier, as a firm. You
think about how he functions. Y ou have to understand his
firm, as you understand your own. Y ou have to understand
his problems, because you have to rely upon him, therefore,
you have to know, in what degreeis hereliable.

Now then, you go on to other things. Y ou now say, what
affects productivity? Productivity ultimately comesfrom sci-
ence. It isthe mastery and application of new physical princi-
ples, which enables man to increase his power in nature. So
therefore, you haveto promotescience, to giveyoutechnol og-
ies. Y ouinvestinthetechnologies, intheform of capital, such
as machinetools and things likethat; new kinds of materials.

Now that meansthat your firm not merely hasthe current
costs of operation, but you have a capital factor. Y ou have a
medium- to long-term investment, in technology, intheform
of capital. Andyou also haveto haveafactor of improvement,
which is going to improve the performance in capital, over
the coming period. That improvement factor, you can call
“profit.” Now, this gives you an idea, these costs that | just
listed, give you anideaof what the priceis, becauseto stay in
business, you must meet those costs. Otherwise, you' regoing
to collapse.

Regulation of Currency and Prices

All right. Now, what affects the productivity, in the same
sense, of a whole economy? We have to think in terms of
productivity, per capitaand per square kilometer. Now, what
affects productivity per capitaand per square kilometer? As-
suming al the firms were at a certain level of productivity,
what would determinetherelative level of productivity inthe
economy as a whole? Infrastructure; transportation; produc-
tionand distribution of power; water management; education,
and so forth. So, these factors determine how efficient the
individual parts of the economy are. How much do traffic
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jams cost the daily economy? How much timeislost?

So therefore, the infrastructure determines your produc-
tivity. A modern economy requires at least 50% of its total
expenditure must be for infrastructure. And, as you improve
the application of science, improve technology, and increase
the capital factors, your productivity will increase, per capita
and per squarekilometer. Now you know what the priceshave
to be—not necessarily in currency, but in terms of ratios.

Now, what do you want? Y ou issue a currency, by agov-
ernment. Y ou issue this as credit. When you have a proper
system, like the American system used to be, independent
central banks don’t exist in good government. Private banks
exist, but not independent central banks. All kinds of private
banks exist. For example, credit unionsare like abank; other
things are like a bank; then you have other kinds of banks,
which function as regular banks—full-service or specialized
banks. You can even have, within sections of a country, a
regional bank run by thelocal government. But the key thing
isthe National Bank.

What the government does, the government exertsacon-
trol over money, asinthe U.S. Constitution: Only the Federal,
national government can issue currency. Now, the currency
of the Federal government isadebt, it’sanational debt. The
debt isdeposited in aNational Bank. The National Bank then
issues loans to reinforce the savings system in the private-
sector banks. The function of the National Bank is to ensure
that aflow of national credit, intheform of either currency or
commitment to print currency, is in order, to have enough
money inthesystemtofinancelarge-scal einfrastructure proj-
ects, other capital formation, and to put in afactor of growth.

But, the Federal government, through National Banking,
has to do something else: It has to engage in laws, through
the way it taxes and other things, to ensure that the prices of
essential industries—the prices of their goods—do not fall
below thelevel at which capital, in those areas, is destroyed.
I'll giveyou avery concreteexamplefor Italy, right now: Italy
hasacommercial relationship with China. However, China's
cheap labor tends to dump products on the Italian market,
which will crush the existence of existing Italian producers.
Why? Becausethe World Trade Organization (WTO) system
results in a crushing and destruction of capital in countries,
through lowering the price of goods, below thelevel at which
these companies can compete and maintain their capital.

Now, you’ ve got two problems here: The Chinese aren’t
getting enough money for what they produce, becausethey’re
using up alarge part of their labor force, with cheap labor.
They’ re using them up, like burning paper. If wetry to com-
pete with that in Italy, we destroy our own economy. There-
fore, we should wish the Chinese well, but we have to protect
our industries, because, it’'s not good for them, in the long
run, for Italy to die.

TheFactor of Long-Term Capital

But, they don’t understand economics! That's the prob-
lem. But, what we have to do, is, we have to understand eco-
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nomics first. We have to understand capital factors. See, the
consumer society does not understand capital factors. The
consumer society mentality is, “How cheaply can | get what
| want to eat now?’ Whichisstupid! Because if we're going
to increase the standard of living of the people of Italy, we
haveto increase the capital factors. Y ou’ ve got to put enough
capital into the system to make the Casa di Mezzogiorno
work. Otherwise, you' re going to have a sinkhole of poverty
in the Mezzogiorno. If you crush people, crush the areasin
which they live, don't develop the areas in which they live,
you are buying acrisisfor the future.

See, our concern has to be, the small producer—particu-
larly the small farmer, the small businessman—does not have
thepoalitical power to protect himself, on theseissues. A good,
healthy economy does not want too much domination by large
stock operations. See, becausethe stockhol der oftenjust wants
aprofit on his stockhold—he doesn’t care what happensto the
company! Y ou want the true entrepreneur, who is trying to
perform. And you must structure the society so that the true
entrepreneur is protected against the stockholding company.
Whichmeans, thegovernment must understand capital factors.

Capital factors are 25 and 50 years. If you have a baby
today, and if the baby grows up under a good educational
system, with good opportunities, what will betheageat which
that baby has grown to the point of becoming a professional
in society, today? Twenty-five years. What is the average
length of life, of capital factors, in alarge-scale—say, power-
producing and distribution network?It’ sal so about aquarter-
century. The capital cycleisabout—we runin plus-or-minus
one generation. National systems, like national water sys-
tems, will run two generations: 50 years. Machine-tool im-
provements of any significance may run 5to 15 years.

So therefore, we have to think, if we're going to run a
society, and we're raising children, we have to think one and
two generations ahead. You can’t plan the way the Soviet
systemtried to plan. What you haveto plan on, iscreating the
conditions, under which people will succeed. And, what we
did—in the big change, over the past 40 years—is we went
entirely away from theideaof the producer-oriented society,
into the consumer-oriented society, especially in Americaand
in Europe. We became like Rome after the Second Punic
War: Steal from therest of theworld, and get pleasure today;
provide people with bread and circuses.

What we haveto do, ismakeacountry strong. Wehaveto
makeall countriesstrong, by an understanding of particularly
economic factors, such as capital factors. We must do what
we did, in approximation, in the post-war period: We need a
system of fixed exchange rates, we need a gold-reserve-
backed system, in order to control fixed exchange rates, we
need a system of tariff and trade regulations; we need fair
trade policies, which protect capital factorsin small business;
and we must concentrate on increasing the capital ratios in
economy; and we must have ascience-driver orientation; and
we must have apolicy of adding new technologies, which are
capitalized to existing technol ogies, which are capitalized.
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For example, if you have a technological cycle where,
every fiveyears, you' re making significant technological im-
provement in production; and you have capital investments
which have a 25-year cycle—machine-tool and other capital
investments, whatever; 10- to 15-year cycle—how does the
economy work?Y ou’ re adding new technol ogiesto the econ-
omy. You're still using the old technologies, in the 15-year
cycle, or the 25-year cycle, but by adding the new technolog-
ies, you' re increasing the technology of them all, combined.
That means, you' [l need an educational system, that matches
that! You have to have an educationa system, which is up-
grading the popul ation constantly.

The Economy for Your Grandchildren

L ook, we did these things, as reconstruction, in the post-
war period. It wasn't perfect, by any means. But, that wasthe
direction we were going at. And, that’ swhat we've lost.

S0, it’s not something brand new. It’s simply afresh un-
derstanding of what we knew, or had learned how to do, in
previous times. Thejob isto lay thisthing out, as I’ ve made
it very summarily here—it's a much more detailed case, as
you canimagine! —but to lay thisout, inwaysso peoplebegin
tounderstand what we' retalking about, about what economic
policies should be! What's you’ re grandchild going to look
like, coming out of university, 50 yearsfrom now? That’ sthe
way you have to think! That's the way a healthy society
thinks! You think of what your ancestors did for you; you
think what you’ re going to do for your grandchildren.

That's what built the United States. People came from
Italy, for example, in great numbers, in the second part of the
19th Century. They came in poor. They came largely from
the Mezzogiorno—

Q: Also from thisregion.

LaRouche: Yes, right. They camein poor. They worked
hard. Their children often did better. Their grandchildren be-
came leading professionals in the United States, today. And
this was the way in which the best part of the United States
functioned, asamelting-pot society, in which people thought
of the United States as a place of opportunity. And this was
our source of strength. And, it’sthe only way to run asociety.
It'sthe only Christian way to run asociety, certainly!

If you believe in immortality, then, what are you living
for? Except to fulfill a mission. What are you doing for the
future? What are you doing to remedy theinjusticesthat were
imposed uponthe past?Y ou don’t need just apractical sense,
of what an economy requires: Y ou need apassion to do good.
And, you also need the knowledge of how to do that good.

The problem today is, generally, society does not have
that passion. They say, “How can | get rich?’ Not, “How can
| do, what will fulfill my life?” Usolder fellows arealittle bit
wiser than that. | don’t have any plansfor 50 yearsfrom now!
Not for me! | have plansfor peoplewho areliving today, and
young—but, not for me. And, that's what | live for; | think
that’ swhat every wise person livesfor. So, I'll do everything
| can, in that direction, to make this clear to people.
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