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IMF on the ropes? 
Chancel lor of the Exchecquer Denis 
H ealey and fel low attendees at the 
I M F  in teri m  comm ittee meet ing re
ceived a shock this  week when the 
eight European M onetary System 
member countries of the EC an
nounced that final agreement on a 
resol ution to the agricu ltural  pol icy 
disp ute that has he ld up formal  
adoption of the E M S .  I t  wi l l  go into 
effect at next week's EC min i sters 
meeting - without  Britain ,  came 
the announcemen t .  At the same 
t ime, M exico announced that it no 
longer con siders itself bound to heed 
I M F  dictates on financial policy .  I n  
o ur ECO N O M I C S  sectio n ,  t o 
gether with reports on  more U .S .  
armtwisting of Japan ,  w h y  t h e  price 
of gol d is fal l ing ,  and growing ten
s ion  between U .S .  ban k regu lators 
and the Brit ish banks  which are at
tempting to take over important 
U .S .  banks .  

More trouble for Chi na 
China's invasion o f  V ietnam has 
bogged down with heavy casua l ties ,  
a n d  Pek ing leaders are reported 
makig the h umi l iati ng adm ission -
privately - that they are incapable 
of  fight ing a "modern war ." Even 
more ,  however, reports are sur
facing of deeper troubles fo r the 
Chinese economy than most had 
s u specte d ,  lead ing to in creased 
speculat ion that the V ietnam in
vasi on was an attempt to divert at
tention from do mestic difficu l ties. A 
ful l  report, focusing on indications 
C h i n a  w i l l  cu t b a c k  i t s  i n 
d ustrial ization drive and the possi
bi l i ty the Chinese are not yet ready 
to end their invasion,  in our A S I A  
section . 
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Enforci ng IMF pol icy 
i n  Africa 

Leadi ng Brit ish spokesmen are pre
d ict ing a brea kdown in soc ia l  order 
over maj or portions of A fr ica; our  
A F R ICA report th is  week looks a t  
ind ications  a wave of  tr ibal ism and 
reg ional con fl icts i n  Africa is due to 
del iberate efforts  to enforce In ter
national  M onetary Fund austerity 
strictures on  African nations  which 
are seek ing to develop industr ia l  
capabi l ity of  thei r own in  defiance of 
the Fund .  Ou r  two-part report,  by 
A frica desk ch ief Douglas DeGroot 
an d  correspondent Peter Buck ,  ex
amines the growing social distur
bances - punctuated by attacks on 
b l ac k - r u l ed A fr ican  n at ions  by 
R hodesia ,  South A frica, and groups 
of Euro pean mercenaries - and 
concurrent effort s  by the I M F  to 
pressure A frican nations to cut  back 
thei r development p lans . 

What's ha ppen i ng 
i n  Cong ress 

T h i s  week ' s  U . S .  R EPO RT i n 
troduces a new feature for our  
readers: Congressional  Calendar, a 
week ly co l um n  which p inpoints ma
j or i ssues where pend ing legis lat ion 
i s  l i kely  to affect the activ i ties of 
bus inessmen,  traders ,  industrial ists ,  
and others . This  week ' s  expanded 
prem ier  ed i t i o n  foc uses on the  
G ATT negot iat ions ,  trade l aw pro
posals being prepared by Sen . Adla i  
Stevenson , cri mina l  code reform ,  
and the Energy Department budget . 
A lso i n  U .S .  R E PORT: H ouse Sub
co m m ittee quashes evidence of  vote 
fraud against  Parren M i tchel l. 
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Carte r tr ip seeks 
• 

aXIs vs USSR 
Administration goes for confrontation over Mideast 

To the sound of press raves about 
his "boldness" and "cou rage , "  
President Carter t h i s  week opened 
the newest phase in his hapless M id
d l e E a s t  p o l i c y - a H e n r y 
K issinger-style shutt le to Cairo and 
J e r u s a l e m  w h i c h  the L o n d o n 
centered architects o f  U .S .  foreign 
po l icy hope wi l l  resu l t  in  a tripartite 
Washi ngton-Cairo-Jerusalem mi l i 
tary axis aga inst the Soviet U nion 
and  aga i n s t  o i l - p roduc ing  A ra b  
states. 

What t he A merican press has 
chosen to ignore in  its endorsement 
of Carter's tr ip is what is  known to 
al l i nside ci rc les in Paris ,  Bonn ,  
Riyad h ,  an d M oscow. The sh uttle 
- and any "treaty" it may produce 
- has no chance at  a l l  of bri nging 
the M i ddle East c loser to general 
peace - nor is it intended by its 
architects to achieve that purpose. In
stead t he v i s i t  w i l l  trigger a wave of 
unrest, leading e i ther to a direct 
U . S . - Sov ie t  showdown or to a 
catastoph ic loss of American in
fluence an d credib i l i ty in the M iddle 
East. 

Saudis: Ca rter Strategy a 
"sham" 
Th is i s  evidenced , first,  by the Arab 
reaction to the Carter trip .  N ot only 
d id the Palest ine Liberation Or
ganization , Syria, and I raq  issue at
tacks on Carter's a ims ,  but  Jor
dan's K ing H ussein ,  an erstwhi le  
American al ly ,  warned on M arch 8 
that the trip would only fuel i n
stabi l i ty and polarization through
out the M iddle East.  From the 
Saudi rul ing el ite, Prince Moham
med Feisa l ,  during a M arch 6 speech 
i n  N ew Y o r k ,  c a l l e d  Ca r ter's  
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strategy a "sh a m , "  because  i t  
avoided, rather t h a n  a ided, a com
prehensive M iddle East sett lement .  
The  M arch 7 E n g l i s h - l a n g u age 
Saudi  Arab News editorialized that 
Carter's "framework" for a settle
ment in the area "s imply ignored 
most of the basic i ngredien ts in a 
permanent and meaningfu l  settle
ment ."  

The dangers of Carter's t r ip  are 
indicated secondly by heat-up of 
crisis points in  the M iddle East, 
p a rt i c u l a r l y  L eb a n o n  a n d  t h e  
Yemens .  

On the eve  of Carter's M arch 5 
announcement of h i s  tr ip , the I s
raeli Defense M i n i stry revealed, ac
cording to the M arch 6 N ew York 
Times, that Falangist m i l it ia  fighters 
in the South were officia l ly being 
put on  the I sraeli payro l l ! Th i s  
revelat ion occurred as fight ing with 
heavy art i l lery and tank s  broke out  
between Syr ian peacekeep ing forces 
and Falangist m i l it ias in Beirut  after 
a month s- lo ng l u l l .  Fra nce's Le 
Figaro M arch 8 reported growing 
c o n ce r n  a m o n g  F r e n c h  c o m 
m an ders of  the U nited N ations  
forces in south ern  Lebanon that an 
Israel i- led Falangist force i s  about 
to drive north to j oi n  the Falangists 
in central Lebano n ,  provoking re
newed civi l war th roughout the 
co u n t ry .  Le Figaro l i nked  th i s  
danger to  the  newest developments 
i n  A merican M iddle East pol icy. 

Ma n i pu lat ion over Yemen 
In  the sen si ti ve Red Sea-Horn of 
A frica reg ion ,  a superpower crisis i s  
being rigged i n  order to d raw the 
Saudis  i nto approval of Carter Ad-
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min i stration d iplomacy out of "fear 
of  the Soviets ."  Yet, despite a State 
Department "get tough" atti tude 
toward the Soviets over Yemen , in
cluding the d ispatch of the carrier 
Constel lati o n  to the Arabian Sea 
area as ,  i n  the formu lation of  Sta te 
Department sources , "back-up" for 
Saudi  act ion i n  defense of N orth 
Yemen  aga i n st "Sov iet -backed" 
S o u t h  Y e m e n , t h e  S a u d i s  a r e  
refus ing t o  become embroiled in  a 
superpower showdown . They are 
trying to mediate the crisis through 
t he Arab League and,  through Iraqi 
and Syrian good offices , d irectly 
with the Soviets . 

But n either the loss of U . S .  
cred ib i l ity n o r  t h e  growing chances 
of U . S . -Soviet war are dissuading 
Carter fro m  manically pushing on 
his course.  Both the Balt imore S u n  
and Christ ian Science M o nitor o f  
M arch 8 report fro m  Washi ngton 
that Carter and h is  ret inue - which 
i nc ludes Defense Secretary Harold 
Brown and N at ional Security Coun
c i l  h ead  Zbign iew Brzez insk i  - are 
seek i n g  to develop a "reg iona l  
secur i ty p lan"  which not only i n 
c ludes potent ia l  U . S .  bases i n  the 
S ina i  area and at  the Israeli port of 
Haifa but  also the estab lishment of 
U . S .  basis in  Bahra in ,  Dubai ,  and 
M asirah I s land in the Persian Gulf 
- three h istorical staging areas for 
Brit ish pol icing operations  in the 
Pers ian Gu l f. 

These bases wou ld  serve as the 
stopping-points for a mooted U . S .  
"Fifth F leet" that i s  to b e  created to 
pol ice the sensit ive I ndian Ocean 
region . 

- Mark Burdman 

Th is Week 5 



BRD Parliament 

debates NATO 
West German Defense M i n ister 
Hans Apel  declared M arch 8 that 
during the government's pariamen
tary debate on security th is  week, he 
will "take off the gloves" in  deal ing 
with a l l  those who are exaggerating 
"the Soviet threat, " a direct slap at 
NATO. 

During the course of the debates, 
it is  also expected that West Ger
man Chancellor Helmut Schmidt 
wil l  i ssue an official reply to the re
cent election speech by Soviet Presi
dent Leonid Brezhnev, who cal led 
on the signator ies of the Helsinki 
Acc o r d s  - w h i c h  i nc lude  West  
Germany and  the  Uni ted States
to repudiate any nuclear first strike .  

NATO o ffic ia l s  have down-

France, BRD 
terror alert 
Thro ugh both co nfid en t i a l  a n d  
publ ic sources, Executive Intelli
gence Review has con firmed that the 
governments of France and West 
Germ a n y  have p laced  t h ei r  i n 
te l l igen ce services on alert i n  
anticipation of an  i m minent esca la
tion of  terrorist  activi ty . The coi n
ci dence of these unofficial alerts 
with the coo rdin ated m oves by these 
same governments to push through 
to final implementat ion the Euro
pean Monetary System ind icates 
that the terrorist t hreat is being 
viewed as an effort by anti-EMS 
forces to sta l l  the start ing date by 
"surrogate warfare" means. 

* In the Federal Republic of 
Germany , the Interior Ministry has 
issued statements to the effect that 
terr o r i s t s  associated with the 
Baader-Meinhof Gang have been 
smuggled back into the country 
from Cyprus. The Mediterranean 
region has been identified for years 

6 Th i s Week 

played the speech as propaganda 
n ot worth reply, but in West Ger
many, as reported by government 
spokesman K laus Bo l l ing on March 
6 ,  "The government sees many in
ter esting aspects in it (Brezhnev's 
speech - ed . ), and is viewing it very 
scien t i fica l ly ... " Another source 
close to Schmidt  commented that 
"one would not be doing justice to 
the speech if one treated it as 
propaganda .  " 

The pressure on NATO is in 
opposition to p lans by General 
Alexander Haig and h is  British
l inked cron ies in  the Carter Adm in
i stration to i ncrease m i l itary h ard
ware directed at the Warsaw Pact 
from West Germany.  After the U n-

on 

as a safehouse for such terrorist 
networks. Additionally, Frank
furter A llgemeine Zeitung London 
correspondent Grudinski filed a 
story this week indicating a receht 
activation of the "Friends of Astrid 
Proll," a terrorist support commit
tee housed in London and involved 
in fighting the extradition of 
Baader-Meinhof founder Proll to 
Bonn. The committee, according to 
the FA Z. is financed by Oxford Un
iversity legal professor Herbert 
L. A. Hart, and was involved last 
year in similar support activity on 
behalf of the Jesuit-trained British 
Intelligence agent Philip Agee. 

Agee himself is now in the 
Federal RepUblic, where he is 
working closely with Baader
Meinhof circles around terrorist
lawyer Kurt Groenewald and with 
expatriate members of the pro
terrorist National Lawyers Guild 
(U.S.). 
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ited States, West Germany is the 
second strongest industrial power in 
NATO, and i ts 500,OOO-man Bun
deswehr i s  the l argest single NATO 
contingent in Europe. West Ger
man government officials are op
posed to NATO provocations that 
would m ake West Germany a tar
get for Warsaw Pact retal iation. 

In a related move to counter
attack NATO's l ine that the War
saw Pact is preparing for a war of 
aggression, Herbert Wehner,  the 
parliamentary caucus chairman of 
the rul ing Social Democratic Party, 
wi l l  speak with Schmidt and Apel to 
provide the government's rep ly to 
Hungar i a n  concerns about p re
vent ing the outbreak of world war .  
Sch m idt last  week sent Wehner to 
Hungary to discuss the Chinese in
vasion of  Vietnam as the beginn ing 
of the process leading to World War 
I I I .  

* Five bombs were set off at dif
ferent locations in France on March 
6, marking the first significant in
cidence of terrorism in months. All 
five attacks were claimed by the 
Breton Liberation Front. As of last 
summer, the group had been effec
tively shut down by French in
telligence services. Of a half dozen 
Front members arrested at the time, 
none were from the Brittany region. 
In fact, authorities identified the 
group as being predominantly for
mer Vichyite fascists and several 
Irish terrorists, indicating a profile 
identical to the Perm index-Israeli in
telligence operation behind the 
DeGaulle assassination attempts of 
the I 960s. 

* After several weeks of inac
tivity, the ETA (acronym for "Bas
que Motherland and Freedom") 
carried out its fifteenth assassina
tion of a Spanish military figure 
since the first of the year on March 

* According to reports in Ne ws
week. the general lull in terrorist 
deployments by the ETA was the di
rect result of West German special 
anti-terror units being sent in to ad
vise the Spanish government. 
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LaRou c h e  speaks to Mexican press 
The following is an excerpted text of 

a statement delivered by 1980 presi
den t i'a l ca n dida t e  L y n d o n  H .  
LaRouche in Mexico City March 7. 
Mr. LaRouche is in Mexico as the 
representative of the u.s. Labor 
Party. which was officially invited to 
attend the 50th anniversary celebra
tions of Mexico's ruling PRJ party. 
The press conference was attended by 
14 Mexican television . radio . and 
newspaper representatives. and re
ceived broad media coverage. 

In the first place, I want to ex
press my great joy in participating in 
the 50th anniversary of the PRI. I 
am not a diplomatic person. I am a 
political person; I assure you that 
there is no exaggeration when I ex
press concurrence with Giscard 
d'Estaing of France in regarding 
President Lopez Portillo's govern
ment as one of the few great govern
ments of this period. 

As I said, there is no exaggera� 
tion. This is not a diplomatic com
pliment. It is not diplomatic, it is 
factual. A party such as the PRI, 
which can produce presidents -
Lopez Portillo is not the only one -
so consistently in the tradition of the 
Mexican Revolution, such a party I 
am delighted to be with. 

Fight aga inst war 
It should also be emphasized that at 
the time I came to Mexico, I was 
engaged - I am engaged - in a 
struggle within the U.S. to prevent 
the U.S. from following a policy 
which would mean war, general 
thermonuclear war. Let me under
line that my knowledge is that there 
was no exaggeration, no diplomatic 
rhetoric in the agreement between 
President Giscard of France, and 
President Lopez Portillo: that the 
choice of the world today is be
tween the new world economic or
der or apocalpyse. It could be that a 
general thermonuclear war will oc-
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cur within a matter of hours, days, 
or that the war will be postponed for 
months. That the war danger will 
continue until, first, the new world 
economic order is coming into 
being, and second, until the policies 
of the U.S. are brought into confor
mity with the new world economic 
order, these are certainties. 

Therefore, although I am leading 
the fight in the U.S., through TV, 
newspapers, radio and other cam
paigns against the war danger, 
against the U.S. putting a nuclear 
umbrella over Peking, it was impor
tant to me to take this opportunity 
to be in Mexico at this time, because 
although the government of Mexico 
is not a power by the ordinary stan
dard of world powers, it is at this 
moment, one of the most important 
moral forces in the world, and it is at 
this moment, one of the leading 
forces of the new world economic 
order on behalf of the developing 
nations. 

Expresses sol idarity 
In view of the many hideous things 
that the U.S. government under 
Carter has already proposed against 
the nation of Mexico, it was impor
tant to take the opportunity to ex
press my solidarity, as the leading 
opponent of war within the U.S. at 
this moment, with the leading forces 
in Mexico. The policy that I have is 
essentially the same policy that the 
government of Mexico has, which is 
also the policy of the European 
Monetary System as understood by 
President Giscard of France and by 
Chancellor Helmut Schmidt of the 
BRO. I know that Mexico is limited 
pol itically by historical and 
geographical circumstances from 
doing what it would like to do. But 
those of us who have the means 
must use all means to preyent war 
and to bring the new world 
economic order into �eing. 

EXEC UT IVE I NTEL L I GENCE REVIEW 

The American Revolution was 
. made with the aid of international 

forces such as LaFayette, the forces 
of Europe, the same humanist forces 
whose Spanish fraction laid the 
seeds for the Mexican Revolu. 
tion .... When our forefathers made 
a revolution in the U.S., we made 
one because we could not tolerate 
the British oligarchy, the British 
system of law. We could not tolerate 
being denied the right to high 
technology for our manufacturing 
and our agriculture. Our constitu
tion was founded by people 
dedicated to natural law. The key to 
natural law is that man is dis
tinguished from the beasts only by 
his ability to advance technolog
ically, to advance in science and 
technology, and thus to increase his 
willful power to master the lawful or
der of the universe. When man is 
denied that right, the right to educa
tion, the right to the material means 
of progress, man is reduced to' the 
condition of a beast. 

Ha m i lton and the Constitution 
Let me say to my Mexican friends 
that the fundamental policy of the 
U . S .  w a s  u n d e r l i n e d  b y  t h e  
Secretary of the Treasury, Alexan
der Hamilton, who disproved the 
entire British theory of political 
economy and demonstrated that the 
only source of wealth is the develop
ment of the productive powers of a 
nation. As Mexico knows better 
than any other nation in the world, 
the U.S. has many times deviated 
from that policy, but that is the 
constitutional principle on which 
the United States was founded. In 
different forms but to the same Prin
ciple, that was the secret of the Mex
ican Revolution. 

Those within the United States 
that are attacking Mexico now, I 
denounce, as traitors to  the 
American Revolution. 

This Week 7 
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Giscard, lopez summit: 

The EMS turns to 
the developing sector 

Last week's meeting between French President Valery 
Giscard d'Estaing and Mexican President Jose Lopez 
Portillo in Mexico City is easily the most important 
summit thus far of 1979, and takes its place in a series of 
extraordinary diplomatic events, beginning in May 
1978, which define the geometry of a new world econ
omic order. 

The core institution of the new order is the Euro
pean Monetary System (EMS), put into place by 
Giscard and West German Chancellor Helmut Schmidt 
in July 1978 in the wake of Schmidt's historic agree
ments with Soviet President Leonid Brezhnev in Bonn 
two months earlier. Thus, the basis for an "East-West" 
axis for development was firmly established. 

The importance of the Feb. 28-March 3 Mexico 
summit lies in the EMS-centered new order now rapidly 
and boldly moving to consolidate a North-South axis as 
well. Yet nowhere in the American press were these 
critical developments reported. 

The two Presidents repeatedly stressed that the basis 
for relations between the advanced sector (North) and 
the developing world (South) must be transfer of capital 
goods, nuclear, and other advanced technology to the 
Third World, and generalized policies of science and 
progress. 

The final communique of the Lopez-Giscard summit 
was a virtual economic manifesto dedicated to this 
conception and major economic deals were signed in the 
course of the visit. 

At the same time, the two leaders warned that the 
alternative to this new world economic order is nothing 
short of "apocalypse." Emerging from an initial review 
of world conflict points, including the Far East and the 

Mideast, Lopez Portillo warned that "the horsemen of 
the apocalypse are galloping." It is not a question of an 
accumulation of separate problems, he stated; there are 
"brutal underlying energies" at work driving the world 
into conflagration. It is either "the beginning of an era 
or the end of all eras." 

Lopez Portillo went on to explain that this new order 
cannot be based on "partial solutions," it must be based 
on a global perspective - a "Grand Conception" - in 
which "reason illuminates reality." 

Giscard traced this quality of world statecraft back 
to the time of Alexander the Great and called for a 
resurgence of "humanist societies" based on science and 
advancing technology today. 

This is a "great task," Giscard said, "the construc
tion of the world .... I reflect upon it with joy" and 
welcome collaboration with "you, Mr. President ... as 
we renew our work together," referring to Giscard and 
Lopez Portillo's personal collaboration and friendship 
dating back to the early 1970s when both were finance 
ministers of their respective countries. 

Con trast with Carter visit 
The contrast between Giscard's trip to Mexico and 
Jimmy Carter's visit two weeks earlier, is one to sadden 
and enrage all Americans. Carter, after three months of 
intense "policy review" among high circles of his 
Administration, took with him one strategic aim: to take 
Mexican oil out of the service of the Grand Design 
conceptions advanced by Lopez Portillo and the EMS 
forces, and instead to incorporate Mexico's oil as a U.S. 
strategic reserve for war. 

The U.S. President offered not one word about U.S. 
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collaboration with Mexico in its giant industrialization 
effort, much less about U.S.-Mexico economic coop
eration serving broader North-South relations and 
development. 

Not one economic deal was signed during the Feb. 
14- 16 Carter visit. The only agreements of any sort to 
emerge were the agreement to reinitiate talks on a 
natural gas deal, a promise that the United States would 
stop delaying its obligations to enrich Mexican uranium, 
and the agreement to schedule another summit for early 
summer. 

Ironically, it is the "EMS method" rather than Car
ter's pressure and blackmail tactics which is already 
paying off in the possibility of greater production of 
Mexican oil. President L6pez Portillo has placed two 
conditions on continued oil expansion: progress toward 
the new economic order in which oil is not a weapon but 
"inseparable from development," and second, fully 
developed Mexican industrial and infrastructure pro
jects to absorb the increased oil revenue. 

Both conditions were met by Giscard's visit and, the 
day after Giscard left, Mexico Petroleos Mexicanos 
(Pemex) Director Jorge Diaz Serrano announced 
during a tour of one of Mexico's premier petrochemical 
complexes that "we are looking at the necessity of in
creasing production" beyond the 1980 2.25 million 
barrel per day target levels. For the first time ever, he 
suggested the next possible production goal of 4 million 
barrels a day and declared that the decision would be 
made in early 1980. 

This contrast between the Carter and Giscard trips 
has been systematically and shockingly denied to the 

• 

U.S. population. Aside from a short, disorienting ar
ticle in one edition of the New York Times, not a word 
on the Giscard visit was reported in the major national 
press. 

Much of this same U.S. press argued that the lesson 
of Carter's fiasco in Mexico was that he "wasn't hard 
enough" in trying to grab the oil. Numerous accounts 
hinted at redoubled U.S. pressure against Mexico's 
undocumented workers in the United States. 

In the following sections, the Executive Intelligence 
Revie w presents in depth, the economic accords worked 
out, extensive excerpts from all major speeches and the 
final communique, a review of EMS-centered summitry 
over the past nine months, plus a quick background 
report on the historic 1964 trip to Mexico of Gen. 
Charles de Gaulle, referred to repeatedly by both leaders 
last week as the precedent for their efforts. 

We present this record in particular detail, in view of 
the press blackout otherwise prevailing in the U.S. 

But we also present the record in detail with an eye 
to Third World readers who have at time expressed 
doubt about the commitment of the EMS members to 
extend full-scale development policies on a North-South 
basis, and who have questioned whether the EMS in
deed provides the alternative to the antidevelopment 
International Monetary Fund. 

That question can now be answered in the affirm
ative. With Giscard's visit to Mexico, the full depth of 
the commitment to high-technology industrialization in 
the Third World as the core element of the new world 
economic order now takes on its full dimension. 

- Tim Rush 
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The model for North-South deals 
The final communique issued March 3 by Mexican 
President Jose Lopez Portillo and French President 
Valery Giscard d'Estaing, represents an economic mani
festo on the strategy for North-South development in 
the context of the new European Monetary System. In 
the context of what both leaders called an "active 
peace," which means not only cessation of hostilities 
that threaten world peace, but the elimination of 
hunger, sickness, illiteracy, ignorance, poverty and in
justice, the communique goes well beyond an oil-for
technology focus on cooperation. It establishes an extra
ordinary array of areas of cooperation between the two 
nations that extends from scientific training to aero
space and nuclear technology. 

The emphasis of the discussions between Mexico and 
France is to make Mexico an exporter of "products with 
high domestic value added," as was stressed by Mexican 

French exports to Mexico * 

(tota l 1,138.1 MF) 

Steel products 399.7 
Industrial mech. equip. 169.3 
Semi-finished & chemical 142.3 
Auto 137.9 
Equipment goods, elect. 106.7 

'I 
Dairy 31.5 
Optical 30.4 
Beverages 27.5 
Aluminum 20.0 

Mexica n exports to Fra nce* 
(tota l 328.6MF) 

Coffee 74.4 
Precious metals 63.9 
Semi-finished & chemical 27.5 
Textile & shoes 26.5 
CKD 18.3 
Metallurgical metals 16.3 
Fruit 15.3 
Cotton 13 
Electrical & mech. equip. 12.5 

Source: Moniteur du Commerce Internotional, Feb. 26, 1979 

Minister of Industries Jose Andres de Oteyza and 
echoed by Mexican Ambassador to France Horacio 
Flores de la Pena. Overall, the Mexican diplomat said, 
the deals signed or those to be signed shortly between 
Mexico and France can be seen as "one huge factory" 
that will allow Mexico to export high technology goods, 
90 percent of which would go to "the U.S., Canada, and 
Latin America." 

The day before Giscard arrived in Mexico, Presi
dent Lopez Portillo stated in an exclusive interview with 
the French daily Le Monde what he was expecting from 
the first direct Mexico-France contact since General de 
Gaulle visited Mexico in 1964: "We want to be a devel
oped country which also has oil, like Russia or the Un
ited States, not an oil country as some special category 
of the underdeveloped world." 

The deals 
The following is a grid of the numerous deals that have 
either been signed or are in the process of negotiation 
between Mexico and France since Jan. I, the date when 
the new European Monetary System went into effect. 
Oil - Starting in 1980, Mexico will export to France 5 
million tons of oil per year of 100,000 barrels per day. 
French officials expressed their desire to increase their 
imports of Mexican oil if and when Mexico increases its 
oil production in the future. 

Nuclear - During his press conference in Mexico City, 
Giscard said that the nuclear deal with Mexico em
bodies three aspects: I) France will provide technology 
to help Mexico explore for, and exploit uranium 
resources, 2) France will guarantee Mexico enriched 
uranium, 3) both nations would eventually participate in 
the construction of Mexican nuclear plants. Mexican of
ficials stressed that if the United States does not fulfill its 
commitment to enrich Mexican uranium, Mexico will 
accept France's offer to do so. 

Mexico and France will eventually sign a deal that 
will provide Mexico with the know-how, construction, 
and implementation of the "phoenix" nuclear reactor. 

Electric power industry - France will provide Mexico 
with technical aid in the areas of hydroelectric turbines, 
generators, and turbogenerators for the elec;trical in
dustry. The deals were signed between the ComI11ission 
Federal de Electricidad (CFE) and the French enter
prise Electricite de Francia. 

The French company Altshom-Atlantique has made 
an offer for the construction of a turboalternator of 300 
Megawatts, jointly with the Mexican company ICA, to 
be ready by 1987. 
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Machinery and equipment plants - Mexico has just 
signed a threefold agreement with the French steel com
pany Creusot-Loire: I) for the creation of two joint 
companies, in which the French group will ensure tech
nical direction with a minority share of the capital -
Clemex for the construction of heavy equipment, and 
Clemsa, specializing in engineering; 2) a transfer-of
teehnology accord for the production in Mexico of a 
wide' array of goods, from compressors to hydraulic 
presses and industrial turbines (Clemex will import from 
France certain goods to compliment its own produc
tion); 3) Creusot-Loire Entreprises, associated with 
Clemsa, will sell the Clemex heavy machinery plant, 
permitting the export of French machine tools. 

Both countries also concluded several agreements 
for the construction of more furnaces for the state
controlIed steel cartel, Altos Hornos, Fundidora de 
Hierro, and Acero de Monterrey. 

Also, Mexico wilI begin six projects for the construc
tion of machine tools and specialized steel industries. 
E,ighty percent of the equipment for these new plants 
will be imported. Mexican officials announced that 
these six industrial projects wilI operate with 60 percent 
Mexican capital and 40 percent French. 
capital and 40 percent French. 

Aerospace - France offered Mexico cooperation on 
aerospace technology and even offered the "super
sonic" Concorde jet for the state-owned Mexican 
airline, Aeromexico. The French company Thomson
CSF is interested in equipping Mexico's radar system 
and supplying an air navigation system. 

Communications - French industry has completed the 
first phase of the construction of the Mexican subway 
system, is in the process of completion of the second 
phase, and is in negotiation for the third phase which 
should begin within one year and covers an additional 
4 1  kilometers (worth one billion francs). 

In the field of telecommunications, CIT-Alcatel and 
Thomson-CSF are vying to take part in the develop
ment of the telephone system. (3.3 million lines by 1982 
planned, against 1.9 existing), competing with ITT's 
CGCT. 

Financial Cooperation - The French government has 
opened a line of credit to Mexico that wilI extend until 
1982. One billion Francs ($240 million) will be made 
available in 1979. 

In coordination, France will support Mexico's plans 
to float bonds in the Eurofranc Market. 

In addition, David Ibarra, the Mexican Finance 
Minister, was quoted in the Mexican daily EI Sol on 
March 4 saying that France offered Mexico two credits 
for $500 million. 

- Dolia PettingeU 

Mexico's oil: 

who will get it? 
There is no question that Mexico has Saudi-sized oil 
reserves. But how fast will Mexico increase production? 
Financial Times' correspondent in Mexico Alan Riding 
and other British outlets have claimed that the Mexican 
government has decided to halt production at the 2.25 
bilIion barrels per day target set for 1980 because of fear 
of an "inflationary explosion" that could lead to "Iran
style social chaos." 

The facts 
But, these statements are nothing but the product of 
classic British misinformation techniques. The facts of 
Mexican oil are these: 

Mexico's oil production is now two years ahead of 
the government program President Lopez Portillo first 
set in 1977. 

Mexico is willing to move well beyond the 2.25 
million barrels per day figure, and quickly, if two condi
tions are met: 

I) If there are sufficient projects domesticalIy to ab
sorb the higher oil income. The way Lopez Portillo put 
it in a Jan. 4 press conference is that Mexico "will in
crease oil production as much as we can digest its 
reven ues." 

Jorge Diaz Serrano, answering skeptical reporters' 
questions in mid-February, made it clear that Mexico 
has a big industrial appetite. "If you realize that we have 
increased our production 60 percent in the'last two 
years, it shows that in Mexico things can be done very 
fast if there is enough support, enough resources .... The 
more we industrialize the country, the more we will re
quire funds, resources; the more we change the in
frastructure, the more we build ports, the more we build 
highways, the more we build schools, the more we build 
hospitals, 'the more we have a heller country, the more we 
will need resources, and the more we will produce oil. 

2) If a new international economic order, providing 
for distribution of production according to international 
development criteria takes increasing effect. Lopez Por
tillo inserted in the joint communique he signed with 
Carter on Feb. 16 that "it is not possible to separate 
energy resources from economic development" and 
urged that "production, distribution and consumption 
of (energy) resources be made in an orderly and rational 
fashion and that all alternative sources of energy be 
developed, including the financing and transfer of 
technologies .. . to all developing countries." 

This was the precise approach brought by Giscard to 
Mexico this week. 
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Who gets it? 
Who wi l l  get the o i l? M exico has repeated ly stated its 
goal of max imum diversification of  markets,  so as not to 
be locked into j ust one c l ien t .  Diaz Serrano has pegged 
target percentages at  60 percent exports to the Un i ted 
States, 20 percent to Europe, and 20 percent to Japan. 
Mexico now has negotiat ions underway or signed to ex
port 1 00,000 bpd each to France,  Spain and Canada as 
of 1 980, and 220,000 to Japan . 

What is the U.S .  perspective? I f  it contin ues to play 
blackmai l  games to ga in  control of  Mexican oi l  as a 
strategic reserve , and cont in ues to d iscourage Mexican 
industrial ization in  favor of  labor- in tensive rural "job 
creat ion" programs ,  the consequence is that it won't  get 
much , if any,  o i l .  

I f  i t  adopts t h e  k i n d  of  approach taken b y  Giscard, 
a l l  statements from the Mex ican govern ment ind icate it 
wil l  be able to import from Mexico in  constant ly  
growing,  hefty volu mes, at the same t ime M exico diver
s ifies its overa l l  export picture . 

The cha n g i n g  composition of 
Mexico's oi l  i n  

export distribution 1978-1980 
Based on current commitments either signed 

or in advanced negotiation . * 

Average doily 

exparts at 

end af year 

500,000 bpd 

1978 

" 
" 

" 
" 

, 

Average daily 

exparts prajected 

at end af year, 

1. 1 millian bpd 

1980 
- - - -....,�,....-..., 

, 
" 

" 
, 

Japan 
20% 

• Further export contracts, most notably to Brazil, are under considera· 

tion. 

Ca rter netted zero, 
President Carter's trip to M exico was a total fai l u re, a 
fact widely ack nowledged both within and outside the 
Un i ted States . Yet the med ia emphasis on Carter' s ob
v ious d ip lomatic b lunders - l ike h is  references to h is  at
tack of " M octezuma's  revenge" d uring his prior vis it  to 
Mexico or his aston ish ing ly banal speeches about h is  
and Pres ident Lopez Porti l lo 's  "beautifu l"  wives and 
their common interest in "jogging" - are in fact mis
leadi ng . There were far more serious  b lunders comm it
ted that h ave brought U.S . - M exico relat ions to their 
lowest poin t  i n  50 years .  

As we reported months ago , Carter's trip was con
dem ned to fai l u re from the moment it was admitted that 
his Admin i strat ion had no econom ic program to take to 
Mexico . 

Instead , Carter went to Mexico City wi th a packet 
fu l l  of offens ive th reats to M exico and its right to 
development .  The U .S .  govern ment "o ffers" incl uded 
some armtwist ing to make Mexico's o i l  a U .S .  strategic 
reserve, an end to the flow of undocumented Mexican 
workers to the Un i ted States, and a proposa l to make 
M exico part of a North American "Common Market" 
wherei n the Mexicans would give up their national 
sovereignty. 

What Ca rter had to offer 
From the moment Carter and h is  entourage of  National  
Security Advisor  Zbigniew Brzezi nsk i ,  Secretary of 
S tate Vance ,  and Undersecretary of State for Latin 
American A ffai rs V i ron Vaky arrived in  Mexico, Carter 
started putt ing pressures on the Mexican govern ment to 
agree to the points recommended in a pol icy review 
document on U . S . - Mexico re lations - Presidential  
Review M emorandum 4 1  ( P R M -4 1 )  - elaborated by 
the Nat ional  Security Counci l .  

They proposed t h a t  t h e  Lopez Porti llo government 
make Mex ico part of what P R M -4 1  cal led a " N orth 
A merican com m uni ty" of Mex ico, the U n ited States 
and Canada.  Mex ico wo u ld  have to surrender control 
over natura l  resources and would have to adapt 
econ omic programs to fi t the role of  a mere raw 
materia ls  suppl ier .  

The Mexican govern ment said n o .  I n  an i n terview 
with Nell" York TillIl.'.I co lumn ist· James Reston , Pres i
dent Lopez Port i l lo  ins isted that "there is  sti l l  a lack of 
con fidence and risks" in the proposa l .  I n  an interview 
with the Mexican daily Excelsior, Secretary of State 
Vance i mpl ied that a l though they pushed the idea very 
hard with the Mexicans , he thought " M exico sees a 
number of problems in it." 

It was with P R M -4 1 's ma in  pol icy aim - to make 
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for b u siness 
Mexico's oil a strategic reserve for U.S. war prepara
tions and a weapon against the OPEC oil producing 
countries - that the U.S. delegation faced the fiercest 
opposition from the Mexicans. In interviews with CBS 
President Lopez Portillo made his point to the U.S. 
population: "We would be very pleased if the most 
powerful nation on earth would pose the problem of 
energy resources not as a problem for the U.S., but 
rather as a fundamental factor to make the world 
economy more rational." Only in this way, he said, "will 
energy resources no longer be a factor of disequilibrium 
and a danger of war." 

President Lopez Portillo's strategy to deal with the 
"behind doors" pressures from the Carter delegation 
was to bring the issue to both the U.S. and the Mexican 
population and to force "open diplomacy" in his talks 
with Carter. Let's rule ourselves by "good faith and 
clean play" he said in a now-famous speech before an 
embarassed Rosalynn Carter and a disconcerted U.S. 
President during a banquet for them. " It is difficult, 
especially among neighbors, to conduct cordial and 
mutually beneficial relations in an atmosphere of dis
trust or open hostility." 

The Carter delegation reverted to open threats. At a 
luncheon the next day in the U.S. embassy, Carter 
angrily told the Mexican President that the U .S.
Mexican border was one of the "most indefensible in the 
world" and pledged to strictly apply U.S. laws against 
Mexican workers who emigrate to the U.S. in search of 
jobs. 

Another aim of the Carter trip was to force Mexico 
to join the General Agreement on Tariff and Trade 
(GA TT). This point was pushed by Brzezinski in an in
terview with Mexican television: "Mexico is the most 
important of the free countries of the world which has not 
joined GAIT." 

In exchange for lowering U.S. trade barriers to Mex
ican raw and semi-processed goods such as "vegetables and 
textiles," Mexico must liberalize its trade," measures that 
now protect its own industry, Viron Vaky told the Mexi
can press. One week after the trip, the U.S. government an
nounced that it was taking 70 Mexican products off the list 
of preferential imports. Mexico had made no such promise 
to liberalize. 

The Carter Administration not only did not offer 
any concrete deals to contribute to Mexico's industrial 
boom, but attempted to disrupt the deals Mexico has 
worked out with other countries like Japan. 

On Feb. 6 ,  the Mexican daily Excelsior made public 
a National Security Council document recommending 
that Alaskan oil be sold to Japan to replace oil for that 

country due from Mexico in 1980. Instead, Mexico 
would deliver their oil to the U.S. The document said 
that Mexico wouldn't oppose this deal. Mexico is not 
only opposed to U.S. mediation of its deals with Japan, 
but, in an interview with the Washington. Star on Feb. 
12, Foreign Minister Santiago Roe! said that although 
there is great discussion in the United States about that 
proposal, "the U.S. has not even consulted with us." 
This being the case, the three accords reached at the end 
of the Carter-Lopez talks were insignificant to say the 
least. The two governments agreed to start negotiations 
to establish gas price guidelines, with no indication or 
urgency on either side; to hold a new meeting between 
the two presidents in Washington in early summer; and 
to have the U.S. release an enriched uranium shipment 
that the Energy Department had embargoed last year 
waiting for Mexico to accept regular United States in
spection of the nuclear facilities Mexico is now building. 
This is good news for Mexico, but the only reason the 
U.S. lifted the embargo was French offers to help Mex
ico rapidly develop a nuclear energy program. 

The Mexican government's "no's" to the Carter Ad
ministration's offensive proposals were not directed at 
U.S. businessmen and exporters of advanced tech
nologies. Interviewed by the U.S. press prior to the Car
ter trip, the head of Petroleos Mexicanos, Jorge Diaz 
Serrano, said that Pemex was only waiting for U.S. ex
porters to fulfill the tremendous capital goods demands 
the Mexican oil company will have in the coming years. 

But, it was in the two president's final communique 
that �he Mexican government made this offer more ex
plicit'to U.S. businessmen. In accordance with the Mex
ican government's demand of sticking to an "open 
diplomacy," the document reflects the differences that 
separate the two governments. Carter was able only to 
insert a few isolated threats to take strong action against 
undocumented Mexican labor and trade. Otherwise, the 
document reflected the Mexican President's economic 
and political viewpoints: "It is important to assure the 
adequate transfer of real resources to developing coun
tries and to promote stable economic and social 
development throughout the world." On the necessity 
for a new world economic order, the final communique 
states that "an economic order should be sensitive to the 
necessity to provide for the needs of the poor, and in
vestment should be directed so as to encourage their 
industrialization. " 

This is a challenge that U.S. businessmen must now 
face. 

- Alicia Fernandez 
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Milestones of EMS diplomacy 
French President Valery Giscard d 'Estaing's four-day 
visit to Mexico took place i n  the con text of a previous 
n ine  months of extraordi nary diplomacy on the part of 
Giscard and West German Chancel lor Helmut Schmidt 
to bring i nto existence a European Monetary System . 

We present below the m iles tones of the European 
Monetary System's  North-South diplomacy, beginn ing  
with the h istoric meeting between Schmidt and Soviet 
Pres ident Leonid Brezhnev.  

MAY 6, 1978 : 

Schmidt-Brezhnev deal : 
The USSR and West Germany s ign a 25-year agreement 
for economic cooperatio n .  

MAY 17-29 : 
Mexican President Lopez Porti l lo  travels to the USS R 
and Bulgaria .  I n  a major statement M ay 18 ,  Porti l lo 
spoke of  "win n i ng the peace" th rough cooperation and 
trade . 

JUNE 7-10 : 

The I bero-American Center of M adrid and the Center 
for Economic I n vestigations  of  M exico holds a Span ish
Mexican Seminar  to "deepen "  an understanding of the 
economic reality of Latin American countries . Th ree 
topics are brought up: Carter' s  policy toward Latin 

America, and the performance of the Mexican economy, 
particularly during the \950-77 period.  

JUNE 21 : 
The Japanese Mitsubish i  Research I nstitute spokesman, 
Masaki Nakajima, proposes a $500 bil l ion World Peace 
Development Fund during an in terview with the 
Japanese economic journal the Nikon Keizai Shimoun. 

JUNE 26-29 : 
West German Chancel lor Schmidt visits Nigeria and 
Zambia,  the first visit to a B lack African country by a 
West German Chancel lor .  "My trip should be under
stood as the announcement of our desire and wi l l  to seek 
with you a common way to bring our h istorical a l l ies of 
Europe and Africa closer together . "  

JUNE 28-JULY 1 :  
French President Valery Giscard d' Estaing visits K ing 
Juan Carlos in  M adrid.  In an in terview to the Spanish 
Catho l ic  paper Ya, Giscard declares that he came to 
Spain to see how "we can tighten our cooperation and 
envision common actions, for example toward the Third 
World or  Latin America . "  

JULY 7 :  
Bremen summit o f  European Community heads o f  state : 

De Gaulle in Mexico: French policy then as now 
In March /964 Gen. Charles de Gaulle flew to Mexico 
to embrace that country as the natural ally in his Grand 
Design to rebuild the world monetary and economic 
system on a humanist basis. French President Valery 
Giscard d'Estaing, in h is Mexico trip exactly 15 years 
later, relaunched that effort against the same enemies: 
the A nglo-Saxon alliance and the In ternat ional 
Monetary Fund. 

We excerpt here t wo (�l General de Gaulle's 
speeches during his historic trip to Mexico 15 years 
ago , the first at Mexico 's National A utonolllous Un
iversity, March 18, 1964, and the second, on March 17. 
before the Mexican Congress. 

. . .  The continu i ty of your po l icy of the primacy of the 
mind manifests itsel f bri l l iant ly before my eyes . . . .  

Higher learning no longer l im its itself to merely or
nament ing or enriching the mind .  I t  actua l ly  con
stitutes what one m ight term the sole source, and the 
a lmost im mediate artisan of progress in  i ts every 
form . However, no matter how powerfu l  and how 
precipitate is the moment which sweeps us on ,  
nothi ng can prevent the  fact that  at the origin of 
everyth ing di scovered or accompl ished is the human 
m ind . . . .  

. . . Our two countries . . .  have chosen a s im ilar 
di rect ion, a si mi lar  ambit ion , that is to say: their 
development in a l l  rea lms by way of modern civil iza
t ion, in such a man ner that it is the people in their en
ti rety, and among them, each individ ual ,  who benefit 
from this progress . . . . 

. . .  U n less human ity destroys itself some day in a 
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French President Giscard d' Estaing and West German 
Chancel lor Schmidt  announce the formation of the  
European M onetary System and the gold-backed Euro
pean M <1netary Fund to end world monetary instabi l ity 
and al low for a ful l  economic recovery . 

JULY 16-17 : 

Mexican Foreign M i n ister Santiago Roel comes to Paris 
to meet Pri me M in i ster Raymond Barre. he convenes a 
three-day meeting of the Mexican dip lomatic corps i n  
Europe to "ana lyze t h e  poss ib i l it ies of  increas ing our 
li nks  with t he Common M arket ,  particularly now that i t  
has j ust held i t s  meeting i n  Bremen ."  

AUG. 3-4 : 
A S EA N  meeting i s  greeted by Ph i l ippine Foreign 
Secretary Carlos Romulo  who states that the con ference 
is  tak i ng place at the "appropriate time for the Bonn 
sum mi t  meeting h as taken ful l  cognizance of the needs 
of the developing sector ." 

EA RLY SEPTEMBER : 
Chancel lor  Sch m idt  i s  i n  Tokyo for tal ks  with Japan's  
Prem ier Fuk uda.  

OCT. 21 : 
The fi rst I bero-Arab-Latin American economic summit  
i s  he ld  in  M adrid .  Over 70  industr ia l  projects are  dis
cussed . The stated objective of the meeting is to explore 
ways to channel A rab mon ies into Latin A merican 
development projects via Spain .  The projects inc lude 
steel , petrochemicals ,  food processing, and fert i l izers . 

OCT. 23 : 
Sch m idt  tel l s  West German ban kers that the E M F  is to 
be the "basis  for a new world monetary system."  

N O V .  1 :  
Mexican President Lopez Port i l lo  arrives in  Japan  for 
ta lks ;  I ta ly j oi ns the E M S .  

NOV. 4-11 : 
Franco-Span ish industrial  cooperation com mittee meets 
in Bordeaux ,  France with  delegations of industrial ists 
from both countri es .  They d iscuss an  agreement to the 
effect that Spain wil l  he lp market French products in 
Lat in A merica and France wil l  do the same for Spanish 
products in  A frica . 

Mid-NOVEM B E R : 
Spanish K ing Juan Carlos I travels to M exico, Peru ,  and 
Argent ina .  Reports an Agence France Presse wire on 
Nov .  1 5 : "The m ost  ambit ious objecti ve of Spanish 
foreign po licy - the creat ion of an econom ic commun
i ty  and certain polit ical p lanning between Lat in  A meri
ca and Spain - wi l l  be the main topic" of the K ing's 
v is it . Spanish Foreign M i n i ster M arcel ino Oreja ,  states 
to t he press the same day that "Spanish efforts to create 
the Ibero-American Comm un ity of N ations" wi l l  not 
push aside Spain ' s  entrance i n to the EEC. M exico and 
Spa in  sign an agreement on energy, min ing,  i ndustry, a ir  
transport and cultural  cooperation . 

DEC. 4-5 : 
Heads of State meeting i n  Brussels official ly launches 
the E M S .  

monst ro u s  se l f-des truct i o n ,  t h e  fact t h at w i l l  
dom inate the future i s  t h e  un ity of o u r  un iverse. One 
cause, that of man; one necessity, that of world 
progress, and consequently assistance to a l l  those 
countries who desire i t  in  order to develop; one duty, 
that of peace; these constitute for our species, the 
very basis of existence . . . .  

production . You M ex icans see her as capable of con� 

tr ibut ing to the important industrial  equ ipment and 
to the vast  infrastructure undertaken by certa in  
states , i n  particular your own . Moreover, you see her 
as able to extend cred it ,  with in the l im its of her means 
and ob l igat ions . . . .  

To the Mexican Cong ress 
. . .  Our common effort can be applied to th ree 
domains .  The first is ,  of course, the field of economy.  
Mexico appears to us  Frenchmen as a country i n  ful l  
development , possessing great human and  natura l  
reso u rces , g rad  ua  I 1 y  acq u i r i n g  t h e  necessary  
technologica l  equipment, bu t  ready , in  i t s  march 
forward , to receive considerable investments from the 
outside, whi le seeing to it that these investments 
should not a l l  flow from the same source. France has 
attained a h igh  product ive capacity; she i s  con ti nu ing 
to progress and to export a growing part of her 

Here, on the one hand is  France, i n  fu l l  ascent .  . . .  
France who expects the equi l ibr ium and the peace of 
the world to spring not from the ever higher 
ideological b idding indu lged in  by cand idates of 
dom in ation ,  but from the personal i ty and respon
s ib i l i ty of  states;  France who,  through in st inct as well 
as  through reason ,  tends to turn toward the im mense 
potent ia l  and the growing rea l i ti es represented by 
Latin America. On the other hand, here i s  M ex ico . . .  
among the Lati n American countries of  the A merican 
continent,  (which)  h as given a sh in ing example of 
pol itical sol idity ,  of economic development,  of social 
progress . 
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D EC. 9 :  
The  M ex ican o i l  company, Pemex ,  and i ts Spanish 
co unterpart, CA M PSA, sign an agreement by which 
Spain wil l  act as " Pemex's beach-head in Europe." The 
agreement is cemented and expanded one month later 
wi th Pemex's general d i rector's visit to Spa in . 

D EC. 12:  
French Foreign Trade M i n ister Den iau presents to the 
UDF (the party of French President Giscard d' Estaing) 
a program for a $ 1 00 b i l l ion  developmen t fun d  for the 
developing sector and Europe . The U D F  official ly ac
cepted that p rogram in  January.  

DEC. 28 : 
Sch m idt tel l s  the meeting of Commonwealth countries 
in Jamaica :  "a new, more j ust world economic order, 
with ful l access to credi t  and tech nologies for the Third 
World and the industria l ization of  the southern hemi
sphere" m ust be put into effect in the coming months .  

Before h is  depart ure, Sch m idt  informs Saudi Prince 
Fahd,  who is in Bonn,  that "we stand today before the 
h istoric task of l i nk ing N orth-South ,  industrial ized and 
developing cou ntries, as wel l  as o i l  producers in to a 
peacefu l  d ialogue for long-term cooperation ."  

J AN. 29-3 1 : 
The First I bero-A merican Conference on Science and 
Technology is held i n  M adr id .  The meeting is cal led to 
discuss the scient ific research priori ties for Latin 
America as a whole.  A ttending were Research and 
Development m i nisters from 20 Latin American coun
tries,  Spain ,  Portugal and the Ph i l ippines .  A Financing 
Fund is created to promote joint scient ific investigations 
and, eventual ly ,  to act as an agent for the transfer of 
technologies. 

J AN. 12 : 
French Foreign M i n ister Jean Francois-Poncet is guest 
of  honor at a meet ing of all the Latin American am
bassadors . He calls for "arranging the complementarity 
between Europe and Latin America ."  

Fig u re 2.  French exports to 
North Africa ( 1 9 77) • 
in thousands of francs 

Product Amount 

Agricultural products & food 1 ,504,622 

Chemical, pharmaceutical, ferti- 2, 1 48, 508 
lizer, rubber & plastic 

Paper products and wood 466,769 

Textile & clothing 858,7 1 1 

Steel & cast iron 2, 1 5 1 ,636 

Other metals 296,23 1 

Misc. products in metal 376,285 

Mechanical equipment 3,067,350 

Electrical and electronic 2,343, 1 97 
equipment and instruments 

Railroad equipment 443, 1 43 

Auto & tractors 2,67 1 , 1 9 1  

Aerospace and related products 427, 935 

Ships and maritime products 665,78 1 

Optical and medical equipment 453,525 
and products 

Total of above 1 9,4 1 7,509 

TOT AL EXPORTS including other 20, 5 5 7,255 

TOT A L  IMPORTS 9, 1 54,233 

F rench trade with North Africa (Algeria, Morocco, Tun is ia , 

l ibya, E gypt and the Sudan)  is a key i n dicator of F rench ex

port pol icy towa rds the developing sector general ly, because 

of the key relationsh ip between F ra nce and the Maghreb 

countries (Alger ia,  Tun i sia ,  Morocco) .  As the a bove ( i n  mi l l ions  

of Fra ncs) shows, Fra nce runs  a two to one surplus  with  th i s  

reg ion.  Major  export emphas is  i s  p laced on capital goods, 

mach inery, and other industr ia l  prod ucts. 

S o u rce: L N . S . E . E . ,  1 977 F rench import-export statistics 

Fig u re 1. French a id  to developing sector 19 74-1976 

1 974 1 975 1 976 

Amount Evolution Amount Evolution Amount Evolution 

Government aid 7,774.8 + 1 6, 9% 8,972.0 + 1 5 .4% 1 0,255, 1 + 1 4. 3 %  

Other aid from 9 1 6 .3  + 1 64.8% 1 ,430.3 + 56. 1 %  1 ,23 1 .8 - 1 3 .9% 
public sector 7,497.6 + 35,9% 6,503.4 - 1 3 . 3 %  1 3,92 1 . 1  + 1 1 4 % 

Private sector aid 1 6, 1 88 .7  + 29.4% 1 6,905 . 7  + 4 . 4 %  25,408.0 + 50.3 %  

Total French aid to the develaping sectar (shawn abave i n  mil l ians of Francs) h a s  increased by over 50% between 1 974 and 1 976, the first three years of Giscard 

d'Estaing's Presidency. While the private sector is responsible for the greatest increase in 1976, French government aid has been steadily increasing by around 15% 

yearly. 

Source: les N otes Bleues, Service de !' I nformation d u  Min i stere de l 'Economie 



T he doc uments of the 
• 

summ it 
French President  G iscard d' Estaing's four-day visit to M exico not only inc luded meetings with 
Mexico's President Jose Lopez Port i l lo  to establ ish the parameters of  cooperation between the 
European Monetary System and Mex ico, but also major addresses befo re representatives of  M ex
ico's business community ,  its university, professional ,  and intel lectual layers , and before a special ly 
convened sess ion of the Mexican Congress .  We present below the documents of the summit ,  from 
the airport greetings to the fina l  communique - documents which have not been reported by any 
other U .S .  press . 

G isca rd , Lopez Port i l lo  
exchange g reet ings 

Following are excerpts of the greetings from both presi
dents on Giscard d'Estaing 's arrival in Mexico City on 
Feb. 28. The statements previewed the tone of the four-day 
meeting. 

Jose Lopez Portillo to Giscard : "You have come to M ex
ico on the beautiful wings of concord . I n  the name of the 
people an d government of Mexico , I extend the most 
cordia l  welcome. 

" Fifteen years ago an unforgettable president of 
Mexico - now dead - Mr. Adolfo Lopez M ateos,  
received the also unforgettable President Charles De 
Gaul le .  The bases of relations between our two coun
tries was la id then: 'hand in hand, '  President De Gaulle 
told us in  a speech that remained impressed i n  the 
memory of  our people . . . .  

"Welcome.  This  i s  your house." 

Giscard d'Estaing to Lopez Portillo : " I  bring to you the 
fr iendly and fraternal greetings of  France . . . .  

"The French , l ike the Mexicans,  have the same con
cept of democracy , the same national pride, and also the 
same love of peace . . . .  N ever have our peoples been so 
enterprisi ng, so resolutely oriented toward the future. 

"Whether the world society that is being bui l t  res
ponds to the necessities of man depends in great part on 
co un tries l ike ours, on  your responsibi l ity, M r. Presi
dent and on mine .  

"The future world society , i n  conformity with demo
cratic nations, should be plura l i st .  No nation,  no doc
trine can have the pretension of dominating the others .  
Every percept ion, every culture should have the abi l i ty 
to express itsel f. Peace can be achieved by no  other 
means .  

"Mexico and France, each in its continent ,  possess 
the means to act in this way . . . .  

"Thei r dimensions,  their pol i tical maturity, their 
talents and wea lth equip  them to assume, together with 

others, a preponderant role i n  the construction of  the 
world . 

"This is a great task and I am happy to reflect upon 
it and to work for i t  with you during the course of my 
vi sit, with the same fraternal friendship that unites us, 
M r . Pres ident ,  and that draws our two peoples 
together . " 

"Viva Mexico." 

Lopez: ' let the reason 
of peace preva i l '  

Mexican President Lopez Portillo emphasized that rela
tions bet ween his country and France will be aimed at  
complementing the economies of each . Excerpted here are 
portions of the speech the Mexican President made at the 
state dinner welcoming President Giscard d' Estaing on 
March I .  

This meeting takes place at a conjuncture favorable to 
givi ng i mpetus to our interrelationship at higher levels. 

France agrees with the co nception of a new Europe 
wh ich  must, if it wants to continue to be the protagonist  
in h istory ,  overcome the l imitations of the nation-state 
th rough the association of sovereign nations  that main
tain  pol it ical ,  economic, and social  responsibi l i ties. 

Th rough its commitment to sovereignty, M ex
ico . . .  projects its nat ional ism, without hosti l ities or ex
clusions ,  onto an international order that responds 
pol itical ly to the efficiency of economic hegemonies 
which have no face, or center, or responsibi l ities, and 
wh ic h  t ransnati o n a l ize and obscure al l  nat iona l  
desti nies ,  just as  Mexico a l so  opposes submission im
posed by another pol itical power whatever i t s  tendency 
or strength . 

Partial agreements,  whether they are between great 
powers or between groups of countries , do not resolve 
the present condit ions because they marginalize the ma
jor ity of men and resources which humanity could 
ut i l ize with equi l ibrium . 

All this demands a new pol itical wi l l  to order, 
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propose, and conceptualize interre lationsh ips and 
interchanges. 

The case of  energy sources and their a l ternatives is 
most i llustrative. The disorder of energy production ,  
distr ibution ,  and consumption with a l l  that invo lves and 
touches upon h as h um an ity on the bri n k  of co l l apse . 

It is u rgent to ut i l ize the grand conception ,  which 
makes energy sources the patrim o ny of h u man ity and 
which inscribes them into a un iver�al  method.  This may 
sound l i ke  wishfu l  th ink ing .  A l l  we need to sustain this is 
our  offered commitment as a potentia l  producing coun
try .  And we bel ieve that e i ther  we have an order in 
which a l l  h ave j ust and fair  access to a l ternative sources 
or we have the apocalypse. The horsemen of the 
apocalypse are gal loping. I hope it 's  not  too late . 

. . . .  I t  is advantageous for France and M exico to 
make an effort to increase our i nterchange, since we 
have s imi lar  prob lems of  dependence ,  and to do so 
without harming our economies by exclus ivity, but ad
vancing through the possib i l i ties of  complementing 
them . There is much to explore and to do:  raw materials ,  
capital markets, curren.cy co- investment ,  technology, 
proj ects,  opportunities in  which we must join elimi
n ati ng the phantom of a new monetari st mercanti l ism 
that favors capital above labor, and that is  dramatical ly 
present between the powerful and the wea� countries . . . .  

The democratic culture to wh ich we belong demands 
th is .  For France,  as for M exico, pol i tics and economics 
are a l iv ing part of the cul ture, and n ot an expression of 
natural  forces .  To legi t imize the struggles of opponents;  
to ,order interests to integrate the forces of tbe society as 
a function of the values of democracy, demand that the 
s tate gives primacy to reason over the l imi tat ions of  
pragmatism . 

Thus,  I bel ieve that we have to understand each 
other by speak i ng the new language that our cir
cumstance dem ands :  cance l l i ng  the co n venti ona l  
rhetoric no one  bel ieves i n ,  to pose our  problems with 
fran k ness  and c la r i ty and to reso lve  them wi th  
equanimity .  H onesty and clarity of  spirit today have to  
substitute for the old tools of  diplomacy . 

Thus we have spoken and are understood.  Thus we 
wi l l  cont inue understanding .  To consider what makes us 
d ifferent; to strengthen that w hich draws us closer; to 
respect the identity of  each person;  to seek harmony and 
balance; to i l l uminate reality with reason . 

We would l ike  those virtues, so French and conse
q uently so universal ,  and thus  common to us, to be pre
sen t in our  deal i ngs and agreements .  In the same way we 
would l ike  to see them at work in  a world that is 
plunging toward an absurd violence wh ich - propel l ing 
human ity before it because of brutal  u nderlying energies 
- beto ken the begi nning of  a new era or the end of  a l l  
eras . 

Let the reason of peace prevai l , and let France and 
Mexico jo in  in  i t .  

'Ou r fut u re presu mes adva nced 
tec h n olog ies , '  says Gisca rd 

While in Mexico. France 's President Giscard d'Estaing 
addressed a group of bankers and business, tracing his 
country 's economic growth to its commitment to advan
cing the application of technology and the population 's 
living standards. Excerpts from that speech , delivered 
March I ,  follo w. 

. . .  During the past 20 years , France has k nown the 
most rapid economic growth of the industrial ized coun
tries other than Japan . . . .  This economic growth , 
without any precedent of th is  type in history,  has carried 
us to the ran ks of the primary economic powers of the 
world . . . .  

French agricu l ture ,  which in 1 950 employed 30 per
cent  of the active popu lation of our country ,  today does 
not employ more than 1 0  percent,  and yet , French 
agricu l tural production has not only been maintained, 
but h as notably increased in  vo lume.  

We have concen trated our efforts in  a few economic 
sectors , and here I am only going to note aeronautics, 
the space i ndustry, satel l ites, telecommun ications,  rai l 
transport (particu larly high velocity) ,  and the complete 
dominance of  the n uclear energy cycle . 

Gisca rd tou ts EMS 
to Mexico bus iness 

During his speech to Mexican businessmen and bankers, 
French President Giscard d'E.�taing was asked by the 
president of the Mexican Bankers A ssociation about the 
composition of the new European Monetary System. His 
answer ( excerpted belo w )  reitera ted the points he 
developed in a Feb. 26 interview on the Mexican television 
program . .  Twenty�lour hours . . .  

I t's  a system designed to create a monetary stabi l ity zone 
in  Europe,  that i s ,  among the coun tries of the E uropean 
Economic Com munity . . . .  To finance currency stabi l
izing in terven tions,  the central banks wi l l  receive an 
instrumen t  cal led the ECU . . . .  The EC U will not be 
emp loyable in  commercial transactions ,  nor a reserve 
currency in terms of the intern ational  economy, since i t  
can on ly be  used by the cen tral banks  of the system and 
not  by foreign central ban ks such as those of the  Amer
ican continent .  

We hope to  use  it to  stabi lize the  exchange relations 
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The character ist ic of our  economy i s  that  we are 80 
percent dependent on foreign sources of energy and raw 
mater ia ls .  We in tend to reduce th i s  percentage ap
preci ably , thanks to the development of  production of  
nuclear energy . . . .  

On the other hand,  we have an economy with a h igh  
level of  social protect ion ,  i n  terms of  social  security for 
workers, with respect to i l l ness, or age or the fam ily  . . . .  

Th is means that we are goi ng to systematical ly orient 
our development to sectors of  advanced tech no logy and 
national value-added in  such a manner as to be able to 
take into account our essent ia l  wea lth ,  wh ich i s  the 
French populat ion 's  capaci ty for l abor and i nven t ion . . . .  
Our future, our  standard o f  l iv i ng ,  and employment 
presumes an orientation to advanced tech nologies . . . .  

M exico, on i ts s ide, has shown a w i l l i ngness to d iver
s i fy i ts in ternat ional  economic  relations ,  and this we 
understand .  Th is  country is s i tuated in the N orth 
American cont inent,  where the power of the U .S .  from 
the economic  standpoint  i s  considerable .  I t  i s  logical 
that ( M exico - ed . )  desi res ties wi th the other countr ies 
which balance th is  influence. I n  th is  respect , I bel ieve 
that our b i lateral trade, s i tuated as part of com merce be
tween M exico and Europe, should be conceived in  ac
cord with the fundamental orientat ions of  our pol ic ies . 
At the same t ime . . .  this meeting should perm it our  two 
countries to play an essent ia l  role in  the establ i shment of 
a new world economic order . . . .  

among the countries of  Europe .  Of course, exchange 
rates could change. . . .  When a country u ndergoes 
i m p orta nt  tec h n o l ogica l  or  soc i a l  changes  w h ich  
tra nsform i ts relat ions wi th  its neighbors,  a change i n  
rates co u ld  b e  decided. B u t  outs ide of  that k i n d  of  
change, the several currenc ies wi l l  fluctuate on ly wi th in  
very narrow l i m its .  

What wi l l  be the consequences for our  partners, for 
example, the Lat in American countries? Th is means that 
you shou ld get used to th ink ing of  the group of  E uro
pean currencies as a homogeneous group . . . .  A n d  trade 
should be conducted us ing the usual currency in the 
kn owledge that there i s  no advantage or no specia l  r i sk 
i n  usi ng any one European currency i nstead of any other 
one. 

N atural ly ,  th is  system is part of an organizational 
pr inciple which we cal l  "the economic  and monetary un 
ion"  and  it ' � t rue that i n  the future, the  ro le  and the 
fu nction of the EC U wil l  be cal led upon to develop 
further. And, down the road, we w i l l  have to analyze 
with our partners in the l ight of experience in what way 
the EC U could be used, eventual ly ,  for i n tervent ions i n  
markets outside of Europe. 

Gisca rd add resses 
the Mexica n Cong ress 

On March 2 ,  French President Giscard d'Estaing ad
dressed a specially convened session of the Mexican Con
gress. Excerpts from his remarks follo w. 

. . .  With  emot ion and fondness , I see that the representa
tives of th i s  so diverse yet so tightly un i ted nation are 
gathered here . . . .  

M exican dign ity and i n dependence remain  al ive and 
wi l l  t ri u mph in  the agi tated and dangerous world in 
wh ich we l ive .  France has pro fo un d  respect for that in
dependence . Our two countries ,  wi th  m u tua l  trust  and 
o n  an eq ual footing, w i l l  k n ow how to deal wi th  the 
problems and the threats wh ich affect them . 

Mexico and  France share the characterist ic of  being 
states based on law. Pres iderit Jose Lopez Porti l lo ,  a 
statesman and at the same t ime a ph i losopher, has often 
stressed the i rreducible pr imacy of the state of  law, 
which does not assume the pri macy of  a c lass or a race, 
wh ich is  not based on messian i sm,  but wh ich as the 
author p uts i t ,  " i s  j ust ified to the degree that i t  frees each 
m an from h unger, from i nsecurity, from m isery and 
from ignorance . "  

. . .  Our two countr ies have i dentical points of  view 
about the near future of  the world and have the same 
wi l l  to peace. N ei th er of  u s  has any form of  b l indness 
w hich b locks a clear v is ion . 

. . .  We ceaselessly seek without  respite the paths 
which wi l l  permit  us to estab l i sh a new i n ternationa l  
organizat ion capable of  overcom ing and thus  preventing 
a ster i le confrontat ion o f  ideologies and hegemonies 
which cou ld  provoke an apoca lyptic s i tuation . 

Rather,  it is necessa ry to lay the fou ndat ions for a 
"deten te" po l icy on a world sca le,  through open 
coopera t i o n ,  and by get t i ng b eyond  a s i m p l i st i c  
manichean  vis ion wh ich  counterposes some peoples 
aga inst others,  according  to whether they participate in  
or submi t  to a g iven form o f  government  or  according to 
their level  of  wealth or m isery. 

In the face of  these real i t ies,  Mexico and France 
reacted i n  analogous manners .  I n  the same way that we 
recognize and procla i m  that each human being, that 
each person ,  has the r ight to assume h is  own destiny, we 
base the concept we h ave of  world pol icy on  the r ight of 
each nation to choose freely i ts system of  government 
and to organize i tsel f with full autonomy in accord with 
i ts aspirat ions and the wi l l  of  i ts  people .  
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G isca rd on the role of 
the h u m a n ist statesm a n  

On March 2 ,  French President Giscard addressed an 
audience representing Mexico '.I' intellectual community.  
He chose this event as the forum to present his views on 
statecraji and thefundamental concepts oj'humanism . Ex
cerpts from his address follo w. 

. . .  The problem of the relat ions between pol it ic ians,  
statesmen , and i ntel lectua ls  h as a lways been a sensit ive 
and del icate one, (and one) which I consider to be essen
t ial . I n  the category of pol i t ic ians and statesmen there 
are two groups:  the first is what I wou ld  ca l l  adventurers 
- that's n ot a pej orative term - that is, those who con
ceive of  po l i ti ca l  funct ion ing i n  terms of  exploit ing the 
immediate circumstances . 

There h ave been thro ughout  h istory g lo rious  adven
turers and, as h as frequen tly been the case, these adven
turers have a certain i ntu i tion of  the necessity of the 
ti mes; and a l though their act ion is determ ined by cir
cumstances and oppo rtun ities, i t  is i nscribed within a 
longer term perspect ive.  On the other hand,  there are 
conceptual statesmen ,  that is, those whose idea is to 

transmit  through their pol i t ical action a certa in concep
tion of  the economic,  pol i tical ,  and social organization 
of  their coun try, and a certain conception of the in ter
national organ ization of the world at that t ime.  

This second category is  more numerous and more 
bri l l iant .  ( I n  it) are a l l  t he statesmen whose act ions are 
preceded by a certa in  form of de l iberat ion o r  
q uest ioning .  I would say that i ts founder was A lexander 
with his dream of "the marr iage of Europe and Asia ."  
He was fol lowed by a series of great ( l eaders) who were 
inspired duri ng the Renaissance and the Enl ightenment 
by th ose who be lieved that pol i t ical action should serve 
a certa in apriori idea of the organization of social and 
pol it ical l i fe .  

In  my case, I hope to be long to th is second 
catego ry . . .  1 only feel right  in the re lation sh ips  I have 
with pol it ic ians of  th i s  second category . That i s ,  those 
who maintain the d ia lectic of reflection and action :  and 
to con serve that dia lect ic it is  very important  to meet 
with the in tel lectuals  of one's generat ion . . .  to search 
with them for the fundamental  questions of the t ime ,  for 
the perspect ives and the degree to which po l i t ical act ion 
can answer those quest ions or open (new) perspec
t ives . . . . 

. . .  1 bel ieve that we are moving increasingly toward a 
percept ion of the h i story of the species and therefore, 
one can ask g loba l quest ions of the k i nd you are ask ing 

The  final communiq ue  of the summit 

The presidents of France and Mexico concluded their 
talks by issuing a 23-poin t  joint communique that was 
more strik ing for its emphasis on a shared policy 
perspective of world peace and development than for the 
particular bilateral agreements reached. We excerpt 
the communique 's major points belo w. 

. . , They reaffi rmed the comp lete adherence of their  
governmen ts to the princip les and a ims of the Un i ted 
Nations Charter to insure a harmonious  basis for 
in ternational relat ions .  

. , . They agreed to promote an active peace which 
means not only the absence of  warl i ke host i l i t ies ,  but 
requ i res the e l im inat ion of hunger, s ickness ,  i l l i t
eracy ,  ign orance,  poverty, and i nj ust ice ,  a task in  
wh ich a l l  members of the internat ional  com mun ity 
have a sh ared responsibi l i ty.  

. . . (They) emphasized the u rgency of  find ing solu
t ions . . .  to resolve the problem s of  the M iddle East, 

Namibia ,  Zimbabwe, and Belice, with strict obser
vance of  i n ternationa l  conduct contained in  the U N  
Charter . . . .  They expressed thei r grave concern for 
the . . .  evol ut ion of the s i tuation in Asia,  whose 
gravity constitutes a th reat to international peace, 
and expressed the u rgen t need to find  a rapid and j ust 
solut ion to the con fl ict .  . . .  

. . .  (They agreed on) the need for a general and 
complete disarmament

' 
under efficien t international  

control  . . .  
. . .  (They) exam ined the evo l ution and perspec

t ives of the worl d economy.  They . . .  emphasized the 
need to avoid monetary and exchange instabi l ity, dis
equi l ibr ium in  the process of adj ustment of  balance 
of payments, protecti onist  commercia l  measures and 
a wideni ng of the gap between i nd ustrial ized and 
developi ng nat ions . 

. . .  (They) noted that the negotiat ions for imp le
mentation of the new world economic order, tak ing 
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me. Can human i st societies contr ibute to the world o f  
tomorrow? . . 

We are i n  qu i te a un ique s i tuat ion which is that  of a 
certai n g lobal izat ion of the problems of  the species and ,  
at the same t ime,  a des i re for part icu lar  cu l tures to take 
root, and thus  (a desi re for) the  fragmentat ion of  
cu l tures. 

. There i s  a so l ut ion . . . it 's what we cal l ,  tak ing  a word 
from the Mexican experience, the so lut ion of "the 
d ia logue of the cu l tures." From the moment  we move 
toward a more g lobal  percept ion of the problems of  
human i ty so that  cu l tures are  not  lost  i n  the ir  par
t icu lar isms,  i t  i s  i nd i spensable that  ( there be) a d ia logue 
of  cu l tures . . . .  

. . .  We know what we perceive as human ism at th i s  
t ime :  i t  is  . . .  the  accu mu lat ion of  k nowledge and of 
behavior jo in t ly i n herited from the Renaissance foun ded 
in the Judeo-Christ ian trad i t io n .  From the rat iona l i st 
reflect ions of the 1 8 th cen tury ,  the ir  po l i t ical  and social  
expression in the i n st i tut ions of  the 1 9th  cen tury and the 
beg inn ings o f  the  20th ,  one sees the trajectory of  these 
h
'
umanis t  societies, to which we as much as others 

belong.  
What w i l l  that  cultural  contribut ion (of  h u man i st 

societ ies) be? . . .  I ' l l  men t ion fo ur concepts :  fi rst, a 
democrat ic  concept . . .  that  i s ,  the search for po l i t ical  
and socia l  structu res i n  wh ich the indiv idua l  w i l l ,  on the 

one hand, and the serv ice of  ind iv idual  r ights,  on the 
other,  are at the center of  the pol i t ical  and social 
mechanism . . . .  

T h e  secon d fun d a m enta l  co n cept  i s  j u r id i ca l .  
H u ma n i st societies are societies of  l aw . . .  that  i s ,  t hey are 
not establ ished on the basis of relat ions of force . . . .  

The th i rd fundamental  concept . . .  i s  the concept of  
educati on . There is  a k ind of  in t imate symbiosis between 
the developmen t of humanist societies and the develop
ment of  concern wi th education . This was seen in the 
Rena issance and also in the 1 7th  and 1 8 th centuries i n  
which t h e  greatest human ist  t h i nkers were a t  t h e  same 
time extraord inari ly concerned with educatio n ,  in  every 
sense of that  term . 

Last ly there i s  the scien t ific concept, which appears 
as a product of humanist societ ies . . . .  the i dea of the 
p rogress  of  humanity o r  of  societies develops es
pecial ly . . .  and in certain respects ,  largely as a result of 
t h e  progress of k no w l edge a n d  t h e  d o m i n at ion  
knowledge exercises over a certa in number of s i tuat ions 
or  a certa in  amount  o f  material  data .  Th is  i s  the poten
t ia l  co ntri but ion of  human is t  societies :  provide these 
two concepts to the com mon cu l ture of the species . 

p lace i n  the  U n i ted Nat ions ,  shou ld be accelerated 
for rapid appl icat ion . . .  

. . .  (They) i nd icated that the m u lt i lateral commer
cial  negot iat ions going on under the auspices of  the  
GATT, can prov ide an opportun i ty for betteri ng the 
world economic  s i tuat ion . . .  The Pres ident of  M exico 
ind icated that  his country would even tua l ly contr ib
u te to  the m ul t i latera l trade negot iat ions on ly  to  the 
extent made poss ib le by i ts trade, fi nances,  and 
development . . .  

c lude . . .  t ra In ing and technology transfer .  The 
fol lowing areas were of particu lar  i n terest : electric 
construct ion ,  mechan ical equ ipment ,  automotive in 
d ustry, a ir  and ra i l  t ransport,  machine tool s ,  petro
leum equipment ,  air navigation and port equipment ,  
food agro- industries . . . .  

. . .  (They) examined the state of  re lat ions be
t ween  M e x i c o  a n d  t h e  E u ro p e a n  E c o n o m i c 
Com mun i ty and the d i fferent ways of strengthen ing 
them . 

. . . (They) po in ted out  the advantage of tak ing  a l l  
the measures necessary to i ncrease com merce, espec
ia l ly  a d ivers ificat ion of M exican exports and i n 
creased sa l e  of products w i th  a h igh  level of  val ue
added . 

. . .  (They) noted with sat i sfact ion . . .  the agree
ment between Petroleos Mexicanos and the French 
Petro leum Company for the purchase of  o i l  by 
France . 

. . .  (They) cons idered a series of areas i n  wh ich 
they could develop cooperative act ion . . .  wh ich in-

. . .  (They) noted with satisfact ion conclus ion of  a 
financia l  agreement effective unt i l  the end of 1 982 ,  
wh ich an ticipates for 1 979 financ ing of  a tota l  sum of 
up  to I b i l l ion  francs by the French government .  . . .  

. . .  (They) agreed to use a l l  the means at their dis
posal to develop industria l ,  technological ,  and scien
t ific cooperat ion  between the two countries . 

. . .  (They) s igned protoco l s  of cooperation in the 
fo l lowing areas . . .  rai l roads,  m in i ng-metal l u rgy, 
scient i fic  and i nd ustr ia l  development in  the uti l
izat ion of n uclear energy for purely peacefu l  and not 
be l l icose p urposes .  ( . . .  ) 

The president o f  the French Republ ic  expressed 
h is deep grat i tude for the warm reception offered h i m  
by the people and govern ment of  M exico through
out h is stay and i nvi ted President Jose Lopez Porti l lo  
to v i s it. France .  Said inv itat ion was accepted.  The 
date of this v is i t  wi l l  be set through d ip lomatic chan
nels .  
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ECONOMICS ) 

EMS p ushes I M F  aside 
Coup de mam against London 's 

When France and West Germany made the h istoric 
announcement M arch 7 that the European M onetary 
System ( E M S) wi l l  go into fu l l  official effect by M arch 
1 2 ,  the t im ing  cou ld  hard ly have been m ore acute or 
del iberate . The announcemen t coinci ded with the semi
annual  meeting of the Internat ional Monetary Fund's  
I n terim Committee meeting i n  Washington D.C. ,  with 
publ ic  European s ignals that Brita i n  m ay be read out of 
the European Communi ty ( EC) for its efforts to derail 
the E M S ,  and with J immy Carter's departure for the 
Mideast .  

What French President Giscard referred to as the 
imminent  "state-to-state" inst i tut iona l ization of  the 
E M S  i s  emphatical ly not a matter of fix ing i nternal  
currency parit ies for the system 's  European members; as 
the New York Times conceded in its lead M arch 8 article 
on the E M S ,  these are already in effect .  The overrid ing 
tenor of the E M S  statements an d circumstances i s  a coup 

de II/aill aga inst the Internat ional  Monetary Fund's  
ab i l i ty to  i m pose self-co nt ract ion on the  un der
developed sector .  The EMS leaders have atten uated the 
issues of 1 M  F capital expansion and Special Draw ing 
Right do l lar substitution to the poi nt of  nu l l i ty ;  they 
have ended the British govern ment' s ab i l i ty to veto the 
Eu ropean industrial development packages for the 
Mideast and Th ird World envi saged by the E M S's  
European M onetary Fund (EM F) ,  an d they have 
delivered a healthy shock - retransm itted by heavy 
U .S .  press coverage - to A merican ban kers and in
dustria l ists . The quest ions now are how far and how fast 
Wash ington and U .S .  bus iness can be brought into 
al ignment with this pol icy for wo rld stabi l izat ion and 
growth , and how forcefu lly the EMS wil l  fo l low up i ts 
sh unt ing a si de of the 1 M  F i n  the Lome ta lks and related 
discuss ions  of North-South economic relat ions .  

tMF adjourns for EMS 
The most sta rt l ing confirmation that the Giscard
Port i l lo  d ip lo macy on behalf  of the E M S  design (see I N
TERNATIONAL)  was surrounding the I M F  itself was 
the public statement M arch 7 by West German Finance 
M i n ister Hans  M atthOfer that ,  at the close of the 1 M  F 

austerity . economICs 

meet ing, the E M S  finance m in i sters and cen tral bankers 
wou ld not wait to return to Europe to formal ize the 
E M S  nuts and bolts,  but wou ld  hold a special  session in 
Lashi ngton that night . M atthOfer said that the E M S  
co uld begi n t o  operate a s  early a s  M arch 9 based o n  this 
"startup" meet ing .  He  added, "We're going to tie up the 
exchange rates tonigh t . "  

Earl ier in  the  day, Giscard had  appeared on French 
televi s ion to announce that  France wants to official ly 
begin E M S  operations the week of March I I  - when 
the EC heads of  state and govern ment hold their latest 
s u m m i t .  G i scard ' s  s ta tement  was e laborated by 
presidential  spokesman Pierre H unt :  "the eight coun
tr ies that have agreed to form the EMS wi l l  receive a 
proposal from France to go ahead with the E M S  as a 
state-to-state inst i tut ion i rrespective of Brit ish att itudes 
to the agricultura l  program ."  

By means  of th is  agricu ltural reference, the  Elysee 
Palace was formal iz ing what  had emerged at the EC 
farm min i sters' meeting M arch 5-6 :  a new " Eight" 
without ,  and o utspokenly opposed to , Britain .  Si nce the 
E M S  was in i t i ated ten months ago by France and West

' 

Germany, the deep ly anti - E M S  Brit ish govern ment has 
played vario us puerile games with in the EC around the 
fa rm q uestion in  particular ,  games which were tolerated 
to the extent that  Sch midt  and Giscard al lowed Anglo
American pressures to decelerate ful l  E M S- E M F  opera
t ions .  Now Britam has been told openly that an 
agricultural  so lut ion has read i ly been found and it can 
take or leave the results (see box) . Far more, it  has been
to ld  tha t  i t s  pere n n i a l  worst  fears  have fi n a l ly 
material ized of a cont inental al l i ance,  out  of London's 
con trol and bent on active entente with the Sov iets and 
the post-colon ial  world . As  Le Monde put i t  i n  a March 
8 editorial  h eaded " Realism and Jo int  Activity" 
(referri ng to France and West Germany) :  th i s  week saw 
"the loss of England's  i nfl uence over the old cont inent ."  

G-24 and "T he E ight" i n  Washington 
What the u .s .  press has not  cal led attention to in its un
usual ly fu l l  coverage of M atthOfer, Giscard and the 
E M S  is  the coordinated dep loyment a t  the I M F  meeting 
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that  spun off Giscard's d iscussions in M exico . The 
director of  M exico's central ban k ,  Romero K olbeck ,  
deciared M arch 6 t h a t  M exico now wil l  recognize n o  
obl igation to g ive even pro forma attent ion to t h e  I M F's 
a usteri ty-deindustrial izat ion formulas ,  s ince i t  has 
repa id a l l  i ts obl igat ions to the 1M F .  I n Wash ington at 
the I M F's  meet ing of  the Group o f 24 developi ng-nat ion 
spokesmen the same day , M exican Finance Min ister 
David I barra M u n oz pressed M ex ico's 1 978  ca l l  for a 
$ 1 5  b i l l ion in ternationa l  development bank ing inst i tu
t ion to fi nance capital  goods imports for the Third 
World .  I barra stressed the long-term,  low-in terest, 
developmen t focus of the proposed fund in caustic 
contrad ist inction to the 1 M  F's  practices . 

The G-24 as a whole proceeded to issue a statement 
terming Third World indebtedness the main obstacle to 
the sector's economic growth , and endorsing I barra 's 
proposa l .  I t  has been the lack of any E M S  coun ter
inst i tut ion to the 1 M  F that in the past has prevented 
such i n it iat i ves from guid ing the actual week-to-week 
diplomatic behavior of the G-24 and its constituen ts . 

At the I n terim Comm ittee meeting itself, the Anglo
American cont ingent qu ick ly  lost  hope of forcing some 
motion toward the 1 M  F's goal of  replacing the dol lar as 
the internat ional  reserve currency . At  the beginn ing of 

r 

t he sessions ,  the U .S .  Treasury - frank and arden t s up
po rters , under  B l u m entha l  a n d  U n der Secretary 
A n thony So lomon,  of using the SDR for that purpose 
- startled international backbenchers by announcing 
that, i n  view of the dollar's stabi l ization u l lder the N ov .  
I i nternat ional  agreement , Wash ington no longer favors 
immed iate creation of a $ 1 50 b i l l ion "subst itut ion ac
count" whereby centra l  banks  would trade dol lar 
ho ld ings for S D R's .  

A l l  too aware that  the  substitut ion account was 
dead,  the 1 M  F secretariat under Jacq ues de Larosiere 
had prepared other gambits to keep ant idol lar proposa ls 
on  the table .  ( I ) I t  st ressea in the meet ing and the fi nal 
communi que that S D R's can be used as col lateral  and 
remittance for central bank credits and pledges . (2)  I t  
proposed that cen tral banks  queasy about holding 
dol lars could put them into the 1M F and receive guaran
tees against dollar depreciation measured vis-a-vis the 
S D R ,  wh ich is  a basket of currency val ues . (3) A l ter
natively, the U .S .  could agree bi lateral ly with any cen 
tral bank to make good on losses from dol lar  deprecia
t ion over a certa in period of  time. (4) At the close of the 
meet ing,  de Larosiere added another twist: creating 
assets that "would n ot be proper S D Rs,  would not be 
issued in SDRs ,  but could be denominated in  and 

Questions a n d  IMF a nswers 

A t the end of the 1M F Interim Committee meeting in 
Washington. D. C. 1M F Managing Director Jacques 

de Larosiere and British Chancellor of the Exchequer 
Denis Healey held a joint press session .  A transcript 
from EIR Washington correspondent Laura Chasen is 
excerpted here. 

Healey : ( in  opening remarks) :  M ost important ,  we 
came to grips with the question  of  organizing the sub
stitut ion account ,  which should be seen as a rein for
cement for the S D R  as the pri ncipa l reserve, rather 
than as a b ut tress for reserve currencies that are un
der pressu re . . . .  There are i m p o rtan t tech n i ca l  
problems to be so l ved on th is . . . .  

Q :  The G-24 made t wo suggestions for a medium- term 
facility andfor a jacility for importing capital goods hy 
developing countries. Why is this not mentioned in the 
Interim Committee communique? 
De Larosiere : This question was not examined today . 
I th ink  the development com m it tee i nten ds to have it 
studied . . . .  

Q :  Was the EMS discussed? 

Healey : No,  except that (French Industry Min i ster 
Rene) M o nory explained that it would n ot operate i n  
a way which was either intended t o  or  would j eopar
dize the operations of the 1 M  F. The role of the Euro
pean Currency Unit  which is  purely regional  i s  not in  
any sense competi t ive with the SD R . . . .  As  you 
know,  Giscard withdrew h i s  reservat ions and a 
meet ing is tak ing place now to decide the modal i ties . 
Another U K  delegate is rep lacing me there beca use I 
could n ot bear not  to be wi th you here . 

Q :  Was support  fo r t h e  suhs t i t u t ion a c c o u n t  
unanimous? 
Healey: Yes.  

Q: Wh J'  has the U. S. I"ie ll "  chal1ged� 
Healey : You should ask them . 

Q :  Is the link het ween the SDR and development 

.finance still actil"e�  
De Larosiere : The concept i s  st i l l  around,  but some 
governments have been host i le  to i t ,  so there has been 
no movement .  
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having the ma in  character istics of S D Rs ,  with the very 
important characteristic of the S D R ,  i ts l i qu id ity ."  This  
adden dum appeared to refer to  the 1 978  I M F  proposal 
for some "basket" th at could be used in stead of  dol lars 
to denominate o i l  payments in  part icular ,  a "basket" 
that wo uld have a lesser dol lar component than the 
S D R .  

- Item ( I )  s imply celebrates t h e  inconseq uent ia l  fact 
that; under the West German-Swiss-Japanese pact of 
Nov.  I whereby the U . S .  agreed to take some do l lar sup
port measures, the West German Bundesban k received 
several hundred m i l l ion S D R s  in exchange for provid
i ng the Federal Reserve with deutschemarks for foreign 
exchange. market in terventio n .  I tem (2) sounds i n 
nocuous, i nsofar  as  i t  invo lves no dol lar  subst i tution ;  
but  i t  is  actual ly a imed aga inst  the  EMS.  The E M F was 
conceived as  a way to absorb do l lars from spot-market 
sel lers, fea rfu l i nvestors and other dol lar d ivestors, and 
rechannel  them into product ive gold-backed loans .  The 
EM F's Eu ropean Currency Unit  ( EC U )  is the veh icle 
for acco un ting and clearing the gold and dol lars in
vo lved - the antithesis of the S D R .  The I M F  would s it  
on those dol lars or u se them to expand its cred it
black ma i l  powers en route to retir ing them for S DRs .  

The other two proposals  a re frank ly variat ions of the  
hoary substitut ion account and thus  overtly ant i - E M S ,  
si nce t h e  E M S  i s  not only recogn ized a s  determined to 
preserve the dollar as the world "key currency," but h as 
every abi l i ty  to do so .  Both were shelved , with po l i te 
com ments from the Japanese and others about their 
in appropriateness at th is  t ime,  prompting a reporter 
fro m the West German business dai ly Handelshlatt  to 
en qu ire at a p ress con ference why the 1 M  F mainta ins  its 
I n terim Comm ittee meetings when all they ever do is 
defer matters for study. 

West German government sources h ad a lready said 
privately to E I R - and, in  the case of deputy fi nance 
min ister M anfred Lahnstein ,  pub licly to the M arch 5 
Handelshlatt - that Bonn would come to Wash ington 
prepared to keep the 1 M  F out  of the "resource transfer" 
quest ion ,  that is ,  North-South technological investment 
and trade , and press i t  later th is  month at the EC's 
min isterial ta lk s  with the Third World on Lome trade 
agreements in Nassau .  Secondly ,  sources have said that 
in the wake of Chancel lor Schmidt's meetings with 
Turkish finance min ister Ziya M iiezzinoglu ,  the dimen
sions and condit ions of aid to Turkey would be a key in
formal subject at and beyond the In terim Comm ittee 
meeting . Both these discuss ions are expected to involve 
extremely heavy last-d i tch deployments by Brita in , 
through a l l  st i l l-ava i lable channels in the Third World 
and U .S .  as wel l as Bonn and Paris ,  to con fine the im
pact of "The Eight" on world credit  flows.  

- Susan Johnson 

N ot ta l ki n g  a bout fa rmers 

Under the condit ions of v irtual ly fixed currency rates 
ach ieved by the EMS ,  there is no  need for the 
"monetary compensation"  su bs id ies the EC pays to far
mers whose sales have been affected by j agged ap
preciat ion s in their n at ional  currency, especially i n West 
Germany . The French have p ushed hardest to abandon 
these MCAs, and the EC " Eight" agreed March 5-6 to 
do so over the next two years, with a temporary sop to 
German farmers, that i f  the mark appreciates with in  the 
E M S  their MCAs wil l  n ot be reduced .  A small i ncrease 
in agricu ltural prices was also a rranged, p lus a devalua
t ion of  the French and I ta l ian  "green" currencies used 
for in tra- EC transactions ,  wh ich wi l l  in principle 
pro mote their exports. The compromise is  m uch: less in 
terest ing arid important than the  prospect, raised since 
the Ju ly  founding of the  E M S  by Gi scard , of turn ing the 
E M S  farm sector i n to agribusiness exporters to southern 
Europe and the Thi rd Worl d .  The British hoped to 
wreck the compromise as a way of perpetuating the EC 
as a forum for petty wrangles in stead  of EM S imple
mentat ion , and ,  as the fo l lowing press coverage in
d icates ,  the crudity of  the i t  l atest attempt - to 
"modify" the compromise wi th  price freezes on surp lus 
com m odit ies, and delet ion of the German sop - was 
used as a pretext to beg in  to boot the U K  out of the 
Com m un ity altogether . 

Station One, French television, M arch 7 :  The meeti ng of 
agricu ltural m i n is ters agreed on al l the proposals ,  with 
the exception of  the Brit ish . There is  now some con
s ideration of a jo in t  act ion of condem nation of Britain 
as  a possib le response .  

Financial  Times of London,  M arch 7:  The E EC 
agricu l tura l  m in isters argu ing here over farm pricing 
arrangements are not talk ing about farmers (emph .  in  
origina l  - ed . ) .  The objections  rai sed by M r. Jon S i l k in ,  
the  UK m i nister, to the  compromise solut ion proposed 
by the commission i ndicate that Britain ' s  concerns at the 
moment are not pr imar i ly agricultura l .  

I ndeed, there is  growing specu lat ion in  Brussels that 
the Brit ish , whi le not openly opposing introduct ion of 
the European M onetary System which is  l inked with 
farm finance, are keen to  prolong the delay . I t  i s  
suggested that wh i le the E M S  remains  i n  the air ,  the 
Br i t i sh have more leverage for extracting concessions 
from the other eight on some of their longer-term de
mands,  such as the red istribut ion of EEC resources in a 
way more beneficial  to Brita in  . . . .  
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U . 5 . : no  Tokyo dolla r c red it 
Trade blackmail aimed against development loans 

New tough talk came from Treasury Secretary M ichael 
Blumenthal during last week's talks in  Tokyo - in
cluding the threat of a " forced-by-Congress "  1 5  percent 
import surcharge against Japanese goods. Behind the 
noise lies a critical shift in the focus of U.S .  demands on 
Japan. 

No longer are the primary goals - for which protec
tionist threats are a lever - forcing Japan to reflate ,  to 
reach current-accounts balance, and upv.a lue the yen. 
Now, the priority has shifted to the strategic sphere of 
intern ational finance and monetary pol icy. Blumenthal 
is pressuring Japan to make the yen a reserve currency, 
to shift its international  lend ing from dol lars to yen, and 
to a llow U.S. banks to i ncrease i nroads into a Japanese 
domestic banking system. This  would entail a new high
interest rate structure for Japan i tsel f. 

According to Washington sources , Blumenthal 
wants to suffocate the growing role of  the Tokyo Inter
national Capital M arket as a de facto partner to the 
European M onetary System ( E M S) in stabi lizing the 
dol lar through recycling dol lars into long-term-lower
interest development loans ,  increasingly. I nstead, he is 
pushi ng yen-denominated loans as one transition to an 
economic order in  which the dol lar  is  replaced as the 
reserve currency by something l ike the S DRs  (Special 
Drawing R ights) of the I M F  ( International M onetary 
Fund). B lumenth al has consistent ly denounced the 
Tokyo Capital M arket's functioning as "credit dum
ping. " 

D ur ing  h i s  M a rch 4-5  d i scuss ions  in Tokyo, 
B lumenthal emphasized four  main demands, according 
to rel iable sources : 

I )  Increase Japanese loans to developing countries, 
but make them in yen rather than dol lars, and turn the 
conditions over to such internat ional  institutions as the 
World Bank-I M F  and the Asian Development Ban k 
rather than the Tokyo commercial market. Thi s  demand 
was a lso presented pub licly two weeks ago at a 
Washington conference by Phi l  Tres ize of the Brookings 
Institution,  a thinktan k  whose staff permeates the Car
ter Admi nistration. Acceptance would stri ke at the heart 
of the Tokyo Capital Market and the E M S, s ince it is 

only by once aga in  making the dollar an instrument of 
productive in tern ational  i nvestment and trade that its 
va lue can be m ai ntai ned. 

2) " Reform " Japan's domestic banking structure to 
allow greater inroads by U.S. and other foreign banks ,  
e.g. through a l lowing U.S. banks to acquire large 
amounts of yen through issuance of certificates of 
deposits .  At present, foreign banks are l im ited to a 
cumulative total of the equiva lent of $3 . 5  bi l l ion in 
locally acquired yen in  a market in which new loans 
total wel l over $ \ 00 bi l l ion equivalent per year. Japan's 
monetary authorit ies have long resisted such proposals  
as eroding their  dirigist infl uence over cred it a l location 
and interest rates . 

3) Offer trade concess ions, with a laundry l ist from 
U.S. Trade A mbassador Strauss now expanded to in
c lude the strategical ly key telecommun ications and com
puter sectors. 

4) Increase domestic consumer loans so as to direct 
demand away from exports, such as capital goods, in to 
domestic demand . 
I n formed figures in Japan, as wel l as EMS spokesmen in 
France and West Germany, are wel l aware of the l i nk  
between the  revival of protection ist th reats and the 
Blumenthal-Brookings' pressure on international finan
cial  po l icy. On Feb . 1 2 , the German daily Frallk/imer 
A IIgellleine Zeitung ( FAZ ) commented on President 
Carter' s threat to boycott the Tokyo summit  of Western 
heads of state th is sum mer un less Japan capitulated on 
trade issues. FA Z charged that Wash ington 's intention 
is to block a "sti l l  con fidential " proposal Japan wi l l  
make for a new credit system based on the principles of 
the European Monetary System, known as the "consol
idation plan. " Th is proposal first surfaced fol lowing the 
October 1 978  meeting of then -Premier Takeo Fukuda 
and Chancel lor  He lmut Schmidt .  

Japanese government sources told EI R :  "Strauss 
presented a big l i st of trade demands very stern ly ( in 
February ) .  He looks strong. But now we know Strauss; 
we' re more used to h im . Blumenthal appears more sin
cere but in  real ity his  dem ands are stronger than 
Strauss's . . . .  They are less concerned now with the inter-
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nal economic pol icy of Japan or the 7 percent  growth 
rate . Now, B lumenthal  wants us to let i n  A merican 
banks . "  He added, "the U . S .  sti l l  m isunderstands 
Japan . . . .  Japan wi l l  cont inue to expla in to the U . S .  i ts 
intentions . . . .  " I n  und ip lo matic language, this mean 
Japan h as no inten t ion of  go ing along with  B lumenthal ' s  
demands .  A t  the M arch 6-7 I M F  meeting,  Bank of  
Japan Governor M orinaga made the  point  soft ly ,  saying 
Japa n has no object ion to increas ing yen-den omin ated 
internat ional  bonds,  but he did not co unterpose th i s  to 
dollar loans, adding later that there was "no need to i m
plement the subst i tut ion account  at th is t ime, given the 
strength of the do l lar ."  

The Ad m i n istration and the Congress 
Blumenthal  told h i s  Japanese hosts that  un less they ac
cede to his demands,  there is  "a real r isk "  of Congress 
pushing for an imports surcharge against  Japanese 
goods .  Tresize m ade the same warn ing th ree weeks ago; 
National  Security Staffer Henry Owen,  formerly of 
Brooki ngs, and State Department official  Robert H or
matz are expected to repeat it  w hen they vis i t  Japan 
March 1 6- 1 9 , ostensibly to help prepare the Tokyo sum
mi t .  The Admin i stration claims  i t s  hands  are tied by 
Congress ,  bu t  a staffer for the H o use Ways and Means 
Comm i ttee, which first raised the imports surcharge i n  a 
letter to Carter last year, reports, "it  is the Admin i stra
t ion ,  not the Congress, wh ich has sh ifted on the need for 
a surcharge . "  Legal ly ,  under the 1 974 Trade Act,  the Ex
ecutive, not the Congress, imposes any such surcharges . 

Wash ington ins iders described the "hard cop , soft 
cop" job  being pu l led <?n Japan as fo l lows :  at a meeting 
between Strauss and specia l  emissary U sh iba ,  Strauss 
told Ush iba i t  was impossible to reach a defini tive settle
ment  but proposed a Kissingeresque three-to-four-year 
negot iating process .  When Ush iba refused such "step� 
by-step" procedures, Strauss told h is  friends on Capitol  
Hi l l  that noth ing could be done for several years and the 
issue was riow in  the hands of  Congress . Strauss 's  fel low 
Texan and "good friend",  Sen . Lloyd Bentsen of the 
Joint  Economic Committee thereupon ordered a study 
of Japan's  trading practices . 

Congressional sources report that the Admin i stra
t ion ,  not Congress , then rushed to shout  fro m the roof
tops that Congress was about to impose i mport 
surcharges against Japan un less Japan acqu iesced to 
Blumenthal 's  demands . Bentsen h imself is a supporter 
of the "North American Common M arket" proposal to 
make Mexico a strategic oil reserve for the U . S . ,  keeping 
Mexico from industrial iz ing wh i le disrupting a poten tial  
Japan- M exico economic partnersh ip .  A partnersh ip that 
ep itomizes Tokyo Capital  M arket pol icy .  Other Ad
min istration backup has come from Congressman 
James Jones ( D .-Ok l ) ,  who last yea r ordered a study of 

foreign bank ing pract ices that s ingled out Japan for 
" lack of reciprocity" toward American ban k s .  

Stop the T qkyo Capital  Market 
Now,  i n terest rate warfare on the Euromarket has 
enabled t he Blumenthal  group to part ia l ly achieve what 
J apan wil l  not accept w i l l i ng ly .  A fter a fivefold rise in 
do l lar lending abroad i n  1 978 to $ 1 1 b i l l ion ,  the Bank  of 
Japan est imated that January- M arch dol lar lending wi l l  
fal l  30 percent to  $3 bi l li on  fro m  the October-December 
$4 b i l l ion  level . In con trast February yen internat ional  
lending rose to the  equ ivalen t of $ 1 . 5 b i l l ion,  five t imes 
the month ly  rate for 1 978 . 

The Tokyo Capital  M arket h as worked as fol lows: 
When bi l l ions of do l lars flowed into Japan d ue to 
B lumentha l- i nstigated speculat ion ,  the Bank of Japan 
relent (approximately $ 500-600 mi l l ion per month) at 
rates s l igh tly but important ly lower than the London I n
terbank rates that have set the pace for in ternational and 
domestic U . S .  cred i t .  The funds were then relent largely 
for product ive developmen t projects to Third World 
countries ,  the M i deast, and so forth .  Japanese and 
Eu ropean spokesmen propose to lend s uch dol lars in ter
nationa l ly  at rates tied to t heir own domestic prime rates 
of 4- 7 percent in order to establ ish a two-tier credi t  
system that  wi l l  u l ti mately force down the in terest rates 
of the ent ire Euromarket structure. This  means that 
Japan and Western Europe can proceed to do what they 
th ink  the U . S .  shou ld  jo in  them i n  doing - exponen
tial ly expanding very-h igh technology industria l ,  in
fras tructu ra l  and energy-deve lopment exports to the rest 
of the wo rld .  

I f  the  Carter A dmin istration and London and  New 
York strategi sts succeed in  perpetuati ng the current 
short-term , h igh- interest skew in the capital  markets,  on 
the other hand, do l lar- recyc l ing development credits get 
squeezed out .  At present ,  70 to 80 percent of Japanese 
dol lar lending comes from the E uromarkets . The b idup 
of Eurorates , a long with some success for Blumenthal ' s  
"credit  du mping" pressures, accounts for this  year's 
fi rst -quarter lending by Japanese ban ks .  

And  the Ban k of Japan ' s  abi l ity to funnel to 
Japanese com mercial ban k s  relat ively cheap funds for 
the other 20-30 percent of their  loans is a l so in jeopardy . 
Commodi ty price h i kes have now i mpelled a partia l ly 
im port-based i nflat ion in  Japan , leading to a tighten ing 
of credit there .  After a year without wholesale inflation ,  
Jan uary saw an  0 .6  percent rise (of  which ha lf  was  due  to  
imports) and  an 0 .8  percent  month ly  rate during 
February 1 - 1 0. This chal lenges the abi l i ty to make 
cheaper loans based upon domestic i nterest rates s ince 
domestic rates are being raised in response. . 

-Richard Katz 
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CREDIT MARKETS 

Money s u pply mea s u rement  skewed , 

so is  the ba n ks' a rb i trage policy 

An art ic le  ent i t led  " I m p act of 
M o n ey M a r k e t  F u n d s :  R a p i d  
Growth Could  Distort Fed's  Sta
t i st ics," in the M arch 6 New York 
Times reviews the fact that the abi
l ity of  the Federal Reserve Board to 
control  the size of the n at ion's  
money supply is out  of whack . 

Thi s argument - that the Fed is  
unable  to con trol , or at least to 
predict m oney s upply growth - has 
been adva nced by  a v ar iety o f  
economists o ver  the last two years .  
The poss ible causes o f  this  problem , 
they say, range from the swel l i ng of 
the federal budget deficit to the large 
run-up in commercia l  ban k sa les of  
Certificates of  Deposit (C Ds) . 

The actual reason for the hay
wire performance of money supply 
numbers is stra igh tforward: over the 
last few years the U . S .  ban k ing sys
tem has not been generat ing profits ,  
which tran slate in to new reserves 
and  cred its, from net i ncreases in  
tangible wea lth output .  Rather, U .S .  
ban k  profitabi l ity has been derived 
as  a result  o f  a k ind  of a rb itrage , the 
rak i ng of a middleman's  cut on the 
i ntermediatio n of  funds .  

I ncreases i n  tangib le wealth o ut
put  are achieved as a by-product of 
i nvestments which create and trans
m it tech no logica l i nnovations  i n  i n
d us t ry ,  agr i c u l t u re ,  a n d  b a s i c  
science . B u t  a s  readi ly ava i l ab le flow 
of fun ds figures demonstrate, in  
1 978 the yearly i ncrease of corpo-

. rate debt and equity borrowing (net 
of  mortgage borrowing) was $64 . 3  
b i l l ion ,  j ust 1 8  percent of the $355  
bi l l ion  total vo lume of new funds 
ra ised by nonfinancial  sectors in 
1 978 . 

However, when banks and other 
fin ancia l  inst itut ions are not mak
ing the bu lk  of  thei r profits- an d  

2 8  Economics  

creating new m oney-through in
creased i n d u st r i a l  deve lopment ,  
then they perfo rce are m ak ing  i t  
through vari o u s  seco nd ary pro
cesses of arb itrage, that i s ,  paper 
profits based on capital izing on the 
short-term differentials in i nterest 
rates prevai l ing on various money 
m arket i nstruments .  Whatever com
modity or p iece of paper has  the 
fastest rising in terest rate becomes 
the "hot item" for  the moment, 
sucking in  h uge pools  of short-term 
funds and causing vio lent and un
predictable swings in money s upp ly . 

Forecast of whether M 1 or M 2  
wi l l  rise o r  fal l  o r  b y  how m uch un
der such general ized "arbitrage" 
condit ions is v i rtua l ly  impossible .  

The growth of money market 
funds 
One example of this arbitrage up
s urge , the one that  caused the fuss at  
the New York Times , is  the spec- · 

tacular increase in  money market 
funds .  A money market fun d  is a 
m utual  fund that i nvests in short
t e r m  d e b t  s e c u r i t i e s  s u c h  a s  
Treasury b i l l s  a n d  com merc ia l  
paper. 

Between Septem ber 1 978  and the 
present ,  money market funds have 
grown by $ 5 . 3  b i l l ion  to a current 
level of $ 1 5 . 5  b i l l io n .  The securities 
these fun ds purchase are currently 
yieldi ng about 10 percent,  more 
than double the 5 percent i nterest 
rate the Federal ban k i ng authorities 
al low commercial  ban ks to pay on 
dai ly  passbook accounts .  In  addi
ti on , smal l  i n vestors can buy into 
m oney market funds ,  which don't  
have the $ 1 0 ,000 m in i m um stan
dards exist ing on such securit ies as 
C Ds .  U nder these condit ions ,  de-
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mand deposits at commercial banks 
decl ined by $4.2 bi l l ion to $26 1 . 7 
bi l l ion ,  whi le saving deposits were 
fa l l ing  by $5 .9  b i l l ion ,  duri ng the 
same September-to- M arch period . 

More arbitrage 
Yet if  money market funds were the 
only arb itrage problem facing the 
U . S .  cred it markets, the markets 
would not be in their present shape . 
S ince November 1 978 ,  nationwide 
Com mercial and Industrial (C & I )  
loans, in stead of risi ng by $5 t o  $ 1 0  
b i l l i o n , have actua l l y  fa l len  by 
nearly $2 b i l l ion . 

A t t h e  s a m e  t i m e ,  o t h e r  
arbitrage-type practices have con
tributed to unh inging the abi l i ty for 
accurate prediction of money sup
ply: 

• V ari ous  corpo rat i o n s  have 
forsaken the long-term bond market 
and term-loans from banks ,  where 
prime rates charged best corporate 
customers are aro und 1 1 . 75 percent, 
for the issuance of commercial pa
per- 30 to 270 day unsecured prom
i ssory notes .  The advantage for 
corporations is the "arbitrage d if
ference" ; 30 to 60 day commercial 
paper rates are currently between 
9 .63 and 9 .98 percent .  However, this 
hampers corporate abi l ity to plan 
and make long-term capital forma
tion and plant and equipment in
vestments . 

• V arious banks have shi fted 
their lending portfol ios to gi ve wider 
i nvestment to straight-out foreign 
exchange arbitrage . Duri ng 1 978 ,  
such arbitrage accounted for be
tween o ne-q uarter a n d  i n  some 
cases , 45 percent of money-center 
banks'  profits .  

• In October 1 978 ,  savings in
stitut ions were given permission to 
offer s ix month certi ficates l i nked to 
Treasury bi l l  y ie ld ,  which a l lowed 
savings i nstitut ions to hold onto de
positors .  But  th is arb itrage trick cut 
so deeply  i n to savings inst itutions' 
profits,  as rates went up,  that the 
savings inst itut ions recently have cut 
back considerably on their issuance 
of these certificantes .  

-Richard Freeman 
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BA N K I NG 
• 

O pen tension between Brit ish ta keover 

strateg ists a nd u .s .  a u thorit ies 

Fol lowing New Y o r k  State Ban k i ng 
Superin tendent M uriel Siebert's cal l  
last week for a "national pol icy 
review" of foreign bank takeovers in 
the Un i ted States , tensions between 
the wo u l d- b e  i ncoming  Br i t i sh  
b an k s  a n d  the  U .S .  reg u la tory 
authorit ies have grown to j ust short 
of public outbursts. Provok i ng this 
were press releases March 5 by the 
Hong K ong  and Shanghai Bank and 
Its target M arine Midlan d .  These 
not on ly  denounced Ms · Siebert's 
efforts as "unwarranted" but cast 
d irect aspersions on her competence 
in ban k i ng law. 

" C lear ly  t hese guys a re ex
t remely nervous about the whole 
thing," a Washington regu latory of
ficial sa id M arch 7 of the banks' 
releases , "but  no one is going to be 
s t a m p e d e d  i n to o k a y i n g  t h e i r  
appl ica tions ."  The banks'  charge 
th at  S ie b e r t ' s  c a l l fo r fed era l  
investigat ion is "dupl icative" of  
hearings concluded last year have 
been dism issed by S iebert hersel f as 
"total ly untrue ." 

A s  reported in  last week's  Ex
ecutive Intelligence Review, Super
in tenden t S iebert has succeeded in 
motivating congress ional  hearings 
in  both the House and Senate with 
her letter to House Ban k ing Com
mittee Chairman H en ry Reuss ( 0-
Wisc) ,  made publ ic  M arch I, war
ning of the danger to the U .S .  
economy o f  mass foreign b a n k  take
overs .  

A bit  o f  bluster 
"A bit b lustery" was one Washing
ton characterization of the Hong 
Sha'ng's  press release, wh ich claimed 
"We had been given assurances that 
a l l  requirements of the regulatory 
agencies for information had been 
fu l l y  s a t i s fi e d . "  H o n g  S h a n g ' s  
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Washington lawyer Steuart Pittman 
was reported to have complained to 
the H o use Bank ing Committee that  
the i ssue of  foreign bank  takeovers 
was a l ready ful ly debated dur ing the 
p a s s ag e  o f  t h e  I n t e r n a t i o n a l 
Bank ing  Act ( l BA)  of 1 978 ;  "That 
w a s  t h e  p ro p e r  t i m e  fo r M s .  
Siebert ' s  debate; now her actions are 
dupl icatory ," he reportedly sa id .  

S i m i l a r l y ,  M ar ine  M id l a n d ' s  
press release stated flat ly :  "The New 
Y o r k  S t a t e  S u pe r i n te n d e n t  o f  
Ban k i ng's  concern i s  unwarranted 
. . .  (and) as for the involvement of 
foreign b a n k s  in U . S .  do mest ic  
bank ing,  th i s  has  a l ready been ful ly  
debated during the hearings on the 
I nternat ional  Bank ing Act of  1 978 ."  

"That's insu l ting to the i ntel l i 
gence," a congressional  a ide respon
ded . " Everyone knows that the I BA 
dealt only with branches, agencies, 
a n d  o t h e r  g r o u n d - u p  fo re i g n  
bank ing operat ions .  We're ta l k i ng 
about subsidiaries - buying h uge, 
extant U . S .  ban k i ng assets ." 

Spokesmen for the Hong Shang 
have also told the press that "the 
Fed wi l l  h ave to do something 
quick ;  the 9 1  days it has under l aw 
to rule on our  app l ication are up on  
March 9 ."  The  Fed Legal  Divis ion 
responded, "No one can say when 
the 91  days runs out but  the Fed 
Board , which has not even con
sidered the issue.  We wil l  decide 
when their appl ication was com
plete. which is when the 9 1  days start 
t ick ing .  Now Cit ibank has sued the 
Fed on th i s  i ssue - and lost. Only a 
federa l  court can overr ide us . "  
Sources said i t  was h ighly un l i kely 
that Hong Shang would sue the Fed, 
a l though the ban k hoped that the 
Fed wou ld become "afraid" H o ng 
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Shang wo uld do so.  
In respo nse to Hong Shang'S ques

t ion as to why she had waited unti l  
now, after the takeover appl ica
t ions have been a lmost a year in 
process ing,  M s .  S iebert is reportedly 
saying "What  do you mean, now? I 
have been shutt l ing to Washington 
for six months ta lk ing to the Fed 
a n d  (Sen . W i l l i a m )  Pro x m i re .  I 
fi n al ly  put  i t  i n  writ ing." 

The New York State Banking 
Depar tment  is reported ly upset 
a bo ut recent press crit icism that the 
Department was negligent  in the • 

1 976 American  Bank and Trust 
bankruptcy. They complain that 
they cou ldn ' t  "get i nto the books" 
of the Belgian bank shel l through 
w h i c h  I s rae l i fi n a nc i e r  D a v i d  
Gravier control led A BT.  N o w  they 
i n d i c a t e  t h a t  t h e  H o ng K o n g  
Government has strongly impl ied 
that it too wil l  not  a l low Hong 
Shang's books to be examined by 
New Y o rk authorit ies .  If they do 
refuse, the appl icat ion i s  probably a 
dead letter . 

I n  Washington ,  the St .  Germain  
Subcommi ttee on F inancial  I nstitu
t ions  of  the H ouse Banking Com
mittee i ssued a press release M arch 6 
cal l ing on the congress ional  General 
Account ing Office to prepare an 
eight po in t  study based · on Supt. 
Siebert ' s  cal l for hearings. " I t  i s  im
possible to leave this  as a merely 
regu latory matter, as it i s  under 
current Fed law," a House source 
said .  "This i s  a m atter between 
govern ments .  Foreign government
contro l led banks cou ld  manipulate 
our  nationa l  economy. This is no 
s m a l l  m atter ;  we want na t iona l  
p o l i c y  s t a t e m e n t s  fro m  S ta te ,  
Treasury , and the private sector on 
this  important question ."  

N e w  Y o r k  s o u rces  say  the  
Ban ki ng Department not on ly ex
pects hearings in  the House and 
Senate to beg in  soon ;  the Depart
ment expects to hold o ff its decision 
o n  a l l  pend ing takeovers unt i l  after 
t h e  he a r i ng s ,  a n d  e xpects  t h e  
Federal Reserve to do l ikewise .  

-Kathy Burdman 
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COMMODIT I ES 

'Wart ime'  price boom 

loses stea m for now 

The nearly un iversa l pred ictions 
throughout  the London-New York 
fi na ncia l  com muni ty of  a 1 979,  first
ha l f  year metal  com modities p rice 
sp iral are not work ing out  at  a l l  
smooth ly .  

T he s ix-week copper and other 
meta l s  open market price pick up,  
w hich began i n  l ate January, was so 
convi ncing unti l the m iddle  of last 

week ,  that on March I ,  A sarco and 
Texasgu lf, two leading U . S .  copper 
prod ucers, announced a $ I .OO/Ib .  
producer price for copper t o  m atch 
the specu lat ive runup to the 93-95 
cent range . Then , on M arch 5 ,  cop
per took a sudden fa l l  on  its 3 cent 
per day l i m it ,  and Asarco qu iet ly 
resci nded its price increase back to 
95 cen ts . 

FO REIGN EXCHANGE 

Brita i n  ta kes last 

market shot a t  EMS 

The do l l ar closed out the week of  
M arch 5-9 on balance basica l l y  
stable a t  i ts average t h e  prev ious 
week of DM 1 .8550 - a range in 
which in  fact the U .S .  currency has 
been trading for some th ree months 
n o w .  T h e  a n n o u n c e m e n t  i n  
Washington and Brussels o ffic ia l ly  
l a u n c h i n g t h e  new E u r o p e a n  
Monetary System ( E M S) apparen
tly, however, caused a mid-week sof
ten ing i n  the  do l lar  rate . 

The fl urry was caused by the 
Ban k  of  England, which, seek ing 
to discredit  the E M S ,  selectively 
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ha l ted its ongo ing sales o f  ster l ing  
against  the do l lar, a l l owing the  
pound to ri se to  $2 .04 1 7 , i ts  h igh for 
the year .  Brita in ' s  a ttempt to ha l t  or 
discredit the E M S  as ant i -do l l ar has 
been repeated in pub l ic forums for 
months now.  

Foreign exchange traders noted 
however that the firmness of the 
do l lar  - as h ig h l ighted by its in
credi b l e  s tab i l i ty  over the past 
months - is confirmed by the fact 
that its basic trad ing range of D M  
1 . 85- 1 . 86 has not been affected by 
the m uch more s ign i ficant  con-
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M any members of the New York 
commodity tradi ng ci rcuit  m ust now 
feel utterly confused.  On M arch 5 , 
pres t ig ious  Cont i  Com modi t ies '  
lead ing analyst Leonard Sarnow 
opened h is journal of Commerce 
col umn assert ing:  "The elements are 
t here for another explosive rise i n  
precious metal s ."  Copper expecta
t ions ,  he added, are fi rmly upward , 
because copper is a "wartime" co m
modity, and there is a war in As ia .  

A fter the copper, s i l ver, and 
p lat inum pr ice decl i nes on  March 5 ,  
however, not a s ing le  New York 
fi nancia l  paper has dared to either 
predict metals price trends ,  nor to 
admit  th at the boom - talked up 
for weeks - is shaky . 

What governs prices? 
The s ix -week r u n u p  i n  copper,  
which triggered specu lative h ikes in 
si l ver and platinum prices too, was a 
di rect offshoot of the i nternational  
o i l  cr is is .  The same London-New 
York fi nancial  circles which rigged 
the j ackups in the o i l  spot price set 

ti nu ing central ban k sales of dol lars .  
The West Germa n ,  Japanese, Swiss,  
and U . S .  author i t ies, who have been 
unwindi ng their fo reign swaps , have 
been able to transfer several bi l l ion  
dol lars into the markets s ince the 
begi n n i ng of the year w i th o u t  
touch ing t h e  rate . 

" M arket part ic ipants rea l ized 
that trad ing patterns un der the E M S  
probab ly  won ' t  d iffer much from 
those over the last several weeks,  
where the relationsh ips  of the major  
E u ropea n cu rrenc ies  have  been 
fai rly  stable ," the Dow ad mitted 
M arch 8 .  

Rather, i t  i s  the Brit ish w h o  now 
have some hard decis ions to make .  
Traders say sterl ing's exchange rate 
wi l l  be d i ffi cult if not imposs ib le  to 
manage o utside the new zone of  
stab i l i ty .  Whi le  i t  might rise dur ing 
the present o i l  crunch on North Sea 
euphor ia ,  sterl ing co u ld  j ust as wel l 
co l l apse as soon as I ran comes back 
on st ream in  a month or less . 

-Kathy Burdman 
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the stage for substantia l  short-term 
capital flows to scoot in to the metals 
exchanges . 

The M arch 5 turnaround in cop
per, on the other hand,  can be d irec
tly traced to announcements that 
I ranian oi l  product ion was being 
resumed, and that oil del iveries from 
I ran were reaching Japan and other 
consumers .  Short-term hot money 
flows contin ue to traverse world 
markets, but i nvestors are reported 
to be "nervous" and according to 
metals  traders, m uch less confident 
about a boom than they were at the 
close of last wee k .  

I f t h e  metals price increases were 
to contin ue at anywhere near recent 
weeks'  rate,  the U . S .  economy, to 
take one example,  would face the 
prospect of  a m ore than 1 00 percent 
'increase i n  industrial raw materials 
prices. 

London1s  capacity to set off such 
a hyper inflat ionary spiral depends 
on generat ing thorough panic i n  the 
investment commun ity through one 

regional  war C T I S I S  after another .  
Fear of  i n flat ion combined with 
regional  warfare i n  supp lier coun
tries forces investors to l iqu idate 
longer-term , lower- in terest invest
ment in favor of specu lat ive ,  high
earn ings  gambl ing .  

Exemplary of  the investmen t 
t rack London ci rcuits pursue under 
such a c l imate of destab i l ization are 
reports th at "smart money" this 
week only en tered the foreign ex
change markets between 9 and 9 : 30 
a . m .  and at the close of trading, 
primari ly to speculate aga inst the 
yen ;  the rest of the day, "smart 
m o n e y "  p l a y e d  w i t h  c o p p e r ,  
plati num a n d  s i lver .  

A fter considering the oi l-metals 
price l i nkup  in private discussion 
th is  week ,  one New York analyst 
asserted that he expected copper to 
p lunge back down to 80 cents no 
later than A ugust . M ore important, 
leading spokesmen for the Zambian 
and Zairian governments predicted 
an 80 cent price by August in publ ic 

statements issued u pon their arrival 
in Wash ington for the In ternational 
M o neta ry F u n d  ( l M F) I n ter im 
Comm ittee meeting .  

I M F  officials l in ked to London 
are also k n own . to be i nfuriated by 
ongoing West German efforts in 
Zaire to establ ish d irect producer
co n s u m e r  s a l es i n  c o p p e r  a n d  
co b a l t ,  b y p a s s i n g  t h e  L o n d o n  
M etals  Exch ange - a n  arrange
ment wh ich co uld seriously hamper 
specu l a t i ve maneuver ing  worl d 
w i de .  I M F  offi ci a l s  l aunched a 
"scandal "  this week aimed at dis
rupting these Zaire-West German 
l inks ,  assert ing that European t rad
i ng compan ies were withholding 
revenues from Zairean cobalt sales 
in specia l  ban k  accounts - funds 
which are apparently being used to 
purchase food and other suppl ies for 
Zai re i n  vio lat ion of I M F  austerity 
cond itions .  

-Renee Sigerson 

KEEPING TABS ON T H E  ECONOMIST 

French n uclea r prog ra m dead? 

One misstatement o f  fact i n  the Feb .  2 4  issue of  London 's prestigious Economist was par
ticularly gross in light of French President Giscard's successful conclusion of importaM deals 
involving all-French technology during his state visit to Mexico 's President Jose Lopez Portillo. 

The Economist 

France's dirigiste " . . .  technocrats presided in the 
1 960s over at least three gross industrial b lunders: 
the search for an a l l - French n uclear technology; 
for an al l- French computer industry ;  and the tech
nical ly wo ndrous money-sin k called Concorde ."  

The facts: 

Each of these th ree dirigist interventions was a 
s uccess u n t i l  b o l l i xed u p  by Br i t i sh- l i nked 
do mestic French 'networks .  The Concorde, for ex
ample, was damaged by Brit ish a ttempts to wreck 
the project by back ing out i n  midstream,  and 
through "environmental ist" sabotage of  landing 
rights in  key po rts of entry ,  such as New York.  
The unwinding of de Gau l le 's n uc lear and com
puter programs was a complex sabotage j ob which 
the G iscard govern ment is making a m aj or effort 
to reverse . 
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GOLD 

Ma rket sha keou t  foreshadows 
sta b i l izat ion of the EMS 

The price of  gold bu l l ion p lummeted 
$ 1 4  on M onday,  M arch 5, pul l ing  
t h e  r u g  out  fro m  u n d e r  g o l d  
speculators - a t  least for the mo
ment .  The  go ld  pr ice fe l l  fro m 
$248 .00 an ounce at the London af
ternoon fix ing on  Friday, M arch 2 ,  
to $238 . 1 5  at the  afternoon fix ing on 
March 5 and reached as low as 
$234.80 in U .S .  commod ities tradi ng 
late r  the  same day . G o l d  h ad 
rebounded to the $242 level as of  
M a r c h  7 ,  b u t  the  m o o d  h a s 
defin itely sh ifted . 

Perhaps the most important in 
dicator is that  some London gold 
exper t s  h av e  s u d de n l y  beco m e  

d ec ided ly  less  " b u l l i s h "  o n  the  
m e t a l .  A m o n t h  ag o ,  N . M .  
Rothschi ld 's  d i rector Robert G uy 
was  pred ict i ng  that  go ld  w o u l d  
shoot up t o  $260 t o  $280 a n  ounce 
with in a few months .  At that t ime,  
C hristopher Glyn n ,  a leading gold 
a n a lyst  with the  London -based 
m in ing fi nance house Consol idated 
G o l d fi e l d s ,  agreed  w i t h  G u y ' s  
prognosis .  However, in  a Feb . 20 
speech to the Brit ish m in ing analysts 
co nference, Glynn stated that based 
on "ord inary" supply and demand 
cons iderat ions  and a ss u m ing  a 
"surprise- free" pol i t ical en vi ron
ment ,  gold should fa l l  back to $200 .  

CORPORATE ST RAT EGY 

J a pa nese com m u n ications i n d u stry 

mg ps response to U .S .  market demands 

I n  a fresh instance of  U . S .  govern
ment least-fa vored-na t ion  trea t
ment of  Japan ,  Nippon Telephone 
and Telegraph (NTT) is facing a 
Washington demand that i t  open i ts 
protected supplier market to U . S .  
manufacturers . The market i s  worth 
some $3 bi l l ion a year. By private 
a rrangement ,  the U . S .  itself h as a 
protected m arket i n  th is  fie ld - the 
t hree A m erican telephone g iants 
own thei r own manufacturing sub
s id iaries.  There is  no tech nical ad
vantage in U .S .  com m u nications  
tech nologies; and l i ke a l l  countries ,  
J a p a n  c o n s i d e r s  i n t e r n a l  

32 Economics  

c o m m u n i c a t i o n s  a m a t t e r  o f  
n at ional  security . 

The Carter admin i stration de
mand has triggered a $500,000 ad
vert i s i ng  campa ign  by J apa nese 
equipment supply fi rms l ike  N EC 
and H itach i ,  with support fro m the 
one-m i l l i o n - m e m ber com m u n i ca
t ions  un ion , to keep fu l l  contro l  of  
t he co m m u n i ca t i o n s  i n d u s t ry . 
M ea n w h i l e ,  J a pa nese e lectro n ics 
companies have a l ready tried to get 
around the restrict ions on te levi sion 
imports to the U .S .  by,  among other 
th ings ,  us ing U .S .  fi rms to market 
Japanese goods. The N icoh-Savin 
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Glynn knows perfectly wel l that  the 
go ld price i s  largely politically deter
mined and that "objective" supply 
and demand condit ions are purely 
tert iary .  The point is that G lynn and 
other Lon don experts have decided 
to downplay gold j ust now. 

What has occurred i s  that con
tinental European governments are 
now ready to make the European 
Monetary System operational . The 
Europeans in tend to remonetize 
go ld  by pool ing their gold and 
dol lar  reserves in  a central fund and 
using t hose reserves as "backi ng" 
for development loans .  To succeed, 
this plan wil l  requ i re that m uch of 
the speculative flu ff be knocked out 
of the gold market, so that gold wi l l 
remain stable in the $230 tq $240 
range. 

The coalescing  of the E M S  has 
i n tersected a n um ber  of other 
pol i t ical developments which have 
been interpreted by ordinary in
vestors, r ight ly or wrongly,  as "good 
for the dol lar and bad for gold ."  

deal was  a b ig  example; it resu lted in  
Sav in  p r o fi t i n g  fro m N i co h ' s  
superior p roducts, wi th N icoh get
t ing the short end of the stick .  And 
the  attempt to  invest in  manufacture 
of  sets in  the U .S . ,  using American
made parts and labor,  has faded 
si nce the H itach i-General Electric 
jo int  venture was squelched by the 
Justice Department last fal l .  

H o w e v e r ,  s o m e  J a p a n e s e  
busi nessmen believe that the worst 
restriction is not U .S .  trade-war 
measures but the COCOM list of 
items ban ned for sale to the Com
econ and China .  

The Japanese now have state-of
the-a rt technology in v irtual ly al l  
aspects of the commun ications/data 
process ing  fie ld ,  i n c l u d i ng Very 
L a rge  S i l i c o n  I n tegra t i o n  ( t h e  
m i c roch i p s  fo r processors  a n d  
memory),  satel l ite-borne di rect TV 
t ran s m i s s i o n ,  m a i n fr a m e  c o m 
puters, a n d  optical transm ission and 
computer peripherals .  The Japanese 
can hand l e  any  k i n d  of export 
market at this po int .  The London 
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President Carter's latest effort to 
ach ieve an I srael i- Egyptian agree
ment and extend the arm of NATO 
into the M iddle East, an effort 
which wi l l  provoke war, not stop it ,  
i s  seen as "good for the dollar." The 
contrary is clearly the case: i f  the 
E M S  d o e s  n o t  s u cc e e d  i n 
establ ish i ng a new detente with the 
Soviet Union and Carter proceeds 
on a confron tation course in the 
M iddle East , gold is going through 
the roof! 

I n terestingly, the Soviet U nion 
has reportedly been sel l ing moderate 
a m o u n t·s of go ld  on the Swiss  
market dur ing the last  two weeks, 
after being out  of the market s ince 
October . Perhaps the Soviets are an
t i c i p a t i ng  E u ropean e ffo rt s  to 
s ta b i l i z e  t h e  pr ice as p a r t  of 
launching the E M S. . 

-Alice Shepard 

Financial Times Feb . 1 9  computer 
i nd ustry s urvey suggested tha t  
Japan w i l l  accept a sort of gent le
man's  agreement with I B M to hold 
a s lowly growi ng share of  the  
Western computer market. Japanese 
concessions  on the NTT market 
probably would be a signal  of such 
an agreement . 

But Japa nese manufacturers see 
the extraordinary drive for vert ical 
i n t e g r a t i o n  o f  t h e  c o m 
m u n icati o n s/data p rocess ing  in 
dustry in  the  U .S . , and they know 
that I B M  is threaten ing to d evelop 
m ac h i n e s  t h a t  a r e  n o t  p l u g 
compatible with their o w n  eq uip
ment .  

American electronics companies 
know in turn how the Japanese dea l .  
They let loose with a fu l l  package of  
top technology, fu l l -scale produc
tion faci l i ties, and a highpowered 
sales and service capaci ty . The q ues
tion is which markets they wi l l  
target. 

-Le;f Johnson 
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BRITAI N 

Bac k  to the Coal Age? 

North Sea oi l  hopes fade 

The euphoric claims  o f  the British 
Governm en t  and press that the U K  
cou ld  easi ly weather the effects o f  an 
o i l  shortage o r  an OPEC price in 
crease because o f  its m uch-touted 
North  Sea oi l  reserves are proving 
p rem ature .  Contrary to ear l ier  
reports, l atest forecasts from the 
British govern ment's own Energy 
D e p a rt m e n t  a n d  c o r r o b o r a t i n g  
reports from t h e  Brit ish National 
Oi l  Corporation ( BNOC) reveal that 
the bui ld-up of  Britain ' s  North Sea 
o i l  pro d u ct i o n  towards  se l f- su f
ficien cy is nearly a year beh ind 
schedule .  

Revised esti mates of the coun
try's domestic o i l  reserves now being 
prepared by governmen t  depart
ments show that Britain wi l l  be 
l ucky if i t  becomes self-sufficient i n  
o i l  b y  t h e  e n d  of  next year rather 
than by the beg inn ing of  1 980, as 
j ubi lant ly forecast last spring . Ac
cording to the London Guardian's  
energy correspondent,  government 

' estimates have been "consistently 
over-optim istic about the increase in 
oi l production in  past years ."  Based 
on a short- l ived boom in oil prod uc
tion d uring 1 978 ,  energy o ffic ials 
were talk ing about se l f-sufficiency 
arrivi ng in m id- 1 980. The some
what more sober esti mates now 
being prepared are prem ised on the 
a s s u m p t i o n  t h a t  e n e rg y  s e l f
s u ffic iency w i l l  arr ive " o n l y  by 
1 98 1 "  - if at a l l .  

Lord Kearton ,  the  chairman of  
the British National  Oi l  Company, 
h igh l ighted some of  the problems in  
a speech last  week . Apart from un
forseen technical d ifficu lties in the 
o i l  fields ,  the biggest problem in  
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1 979 wi l l  be the effects of a two 
month-old strike by nearly 4000 
offshore const ruction workers who 
i nsta l l  equipment on the production 
platforms .  By the t ime the str ike is  
sett led,  the o i l  companies expect to 
have lost nearly fou r  month's  con
struct ion t ime.  

Oi l  production from the North 
Sea is now running at  about  1 . 3 
mi l l ion barrels a day - about two 
thirds of Brita in 's  needs,  but the rate 
of increased production is  dropping 
off as the o i l  companies develop 
more complex fields . 

Coal Now, Peat N ext? 
At last week's  meeting of  the I n ter
n at ional  Energy Agency in Paris, 
U K  Energy Secretary A nt h o ny 
Wedgwood Benn attempted to set 
an example for sel f-contract ion by 
pledging that Britain wi l l  make a 4 
percent cut in  o i l  use, and turn back 
to coal as a pr imary energy source. 
Benn wants U K  power stations to 
burn an extra 5 .5 m il l ion tons of  
coal per  year to save 2 . 5  mi l l ion tons 
of  oi l .  The national ized Central 
Electricity Board has a l ready step
ped up coa l consumption to 74 . 5  
m i l l i on  tons th i s  fiscal year .  The 
Daily Telegraph reports that the 
government wi l l  spend $35 mi l l ion 
to s ubsidize Benn 's  further incre
ment .  Whether industry wi l l  be 
asked to burn the low-grade coal 
China  is expected to export in  pay
ment for PRC-U K  trade deals ,  or 
w h e t h e r  t h e  g o ve r n m e n t  w i l l  
promote its reexportation , remains 
uncertai n .  

-Marla Minn;c;no 
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T RADE 

Ad m i n istrat ion pl a n s  no leg i,s lat ive 
easi ng for East-West t rade 

The Carter Admin istrat ion's  China 
card, and  the attendant dangl ing of 
vast development contracts with the 
People's Republ ic  of China i n  front 
o f  export-hungry American cor
porat ions ,  m ight lead one to bel ieve 
that the prospects for certa in  long
stalled legis lat ive assistance to U .S .  
exporters have improved. O n  the 
contrary, enabl ing legis lat ion that 
w o u l d s i g n i fi ca n t l y  ' e a s e  t h e  
obstacles to expanded exports faces 
sti ff opposit ion . 

Senator Stevenson's  b i l l  amen
ding the Jackson-Vanik  preclus ion 
of  Ex i m b a n k  credits  and M ost  
Favored Nat ion ( M FN) status to 
the East b loc countries wh ich refuse 
to give assurances of a free em igra
tion po l icy (see U .S .  Report), has 
been staI led through at least one ses
sion of Congress . A long with other 
measures deal ing with controls o n  
the export of technologies to non 
m arket economies, i t  w i l l  be  taken 
up by Congress when it  considers 
the Export Admin i stration Act th is  
session . 

H o w e v e r ,  h ig h - te c h n o l o g y  
A merican corporations should en
tertain no i l lusions that the blockade 
of their exports to the East b loc - a 
crucial feature of potent ia l  U . S .  
involvement wi th the vast trade and 
development opportun it ies open ing 
up with the European Monetary 
System - wi l l  be el im inated . The 
C a rter  ad m i n i st r a t i o n  a p p e a r s  
determ ined t o  contin ue t o  fuel the 
China t rade bubble without addres
sing the centrai q uest ions that are 
h a m pe r i n g  A m e r i c a n  e x p o r t s :  
monetary stabi l i ty ,  restrict ions  on 
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East bloc trade and credits ,  envi ron
mental rev iew of th i rd world tech
no logy t ransfers ,  a n d  ant i t rust  
restrictions .  

I nstead,  the PRC wi l l  ensure that  
the necessary maneuvers are carried 
out to bait the Ch ina  trade trap 
w i t h o u t  a ffect i n g t h e  A d m i n 
i st r a t i o n ' s  i n s i s t e n ce u p o n  a n  
appearance o f  legisla t ive even
handedness towards the Soviet Un
ion and China .  A case i n  point  i s  the 
wil l ingness of  the PRC to provide 
the Jack son-Van ik -req u ired assur
ances of a free em igrat ion pol icy to 
the Admin istrat ion ,  which w i I l  then 
permit President Carter to offer Ex
imbank credits and most-favored 
nation status to t he PRe.  According 
to Senator Javits 's  office, th i s  wi l l  
pe rm i t  C o n g res s  to  d e l ay a n y  
consideration o f  Jackson-Van i k  and 
t he Export A dmin i strat ion Act as a 
whole unt i l after debate on the 
SALT treaty - itse lf  an a l ready 
shaky prospect . 

A s  w e l l ,  t h e  fa i l u r e  o f  t h e  
Nat ional  Commiss ion t o  Review 
Ant i trust Law and Procedure to 
take  up a n y  of the s ig n i fi cant  
problems U . S .  ant i trust law poses 
for in ternat ional  trade - as weI l  as 
t he l im i ted recommendations made 
by  t h a t  co m m i t tee  c o n ce r n i n g  
amendment o f  the Webb- Pomerene 
ant itrust exem pt ions - poin ts to the 
conclus ion that the Admin i stration 
i s  prepared to straightjacket Amer
ican exporters to insure min imum 
participat ion in  European M onetary 
System spawned high techno logy 
developmen t projects and expanded 
East-West trading oppo rtun it ies .  

EXEC UTIVE I NT E L L I G E N C E  REVIEW 

In  fact, the Comm ission recom
mended that Webb-Pomerene be 
amended to requ ire that for any ex
port associ at ion to win immuni ty 
from antitrust prosecution it m ust 
show particu la rized need for that 
shelter. This wou ld  increase the 
d i ffi c u l t i es fa ced by A m e r i c a n  
corporat ions try ing to co mpete for 
the l arge scale deve lopment projects 
now bei ng proposed in Eu rope and 
the L DCs.  This  effect ively subjects 
those associat ions to the same k ind  
of rev iew wh ich has a l ready th reat
ened high-technology corporations 
and m ult i nationals export ing with 
U . S .  g o v e r n m e n t - p r o v i d e d o r  
guaranteed credits .  A recent execu
ti ve order based on Counci l  on 
E n v i ro n m e n t a l  Q u a l i ty reco m 
men dat ions provides th at such ex
port contracts must be reviewed for 
their potent ia l  environ mental im
pact on the importi ng nation .  

N o  o n e  shou ld  m istake either the 
e n v i  ro n m e n t a l  r e v i e w  or t h e  
proposed Webb-Pomerene ant i 
trust review for t i me-consuming but 
relatively weI l - intent ioned bureau
cra t i c  i n terfe rence.  The overa l l 
report of the Ant i trust Review Com
m i s s i o n  w h o s e reco m 
mendati ons wou ld  target every large 
U .S .  company for government anti
trust prosecut ion and innumerable 
pr ivate treble damage su i t s  -
provide the context i n  which these 
reviews m ust be understood . 

T h e  p o licy w h i c h i s  b e i n g  
proposed here i s  a imed a t  prevent
ing the market condit ions ,  capital 
co n cen t ra t i o n  a n d  gover n m en t  
encouragement necessary t o  develop 
and sel l  h igh tech nology prod ucts , 
both here and abroad. I t  is a pol icy 
proposa l  of eq ual  or greater import
ance than that embod ied in  the 
Nat ional  Environmental  Protect ion 
Act - whose advocates, when that 
bi l l  was passed stated , "N EPA im
pl ies a major modificat ion and even 
a reversal of long-estab l i shed priori
t ies in the po l i tica l  economy of  the 
Nation . The disruptive effects on  the 
bus i ness as usual economy do not 
appear to have been foreseen by the 
Congress or those i nterests most 
l i kely to have been affected ."  

- Felice Gelman 
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Sch l es i ng e r  g a i n s l E A en e rgy cut, 
te l l s U .S .  o i l me n  to s low outp ut 
The deds i o n  of the 20 I n ternati o n a l  En ergy Agency 
m e m b er co u n t ries  at  thei r M a rch 2 Par i s  meet i n g  to 
red uce o i l c o n su m pt i o n  i s  a q u a l i fi ed v ictory for U . S .  
En ergy Secretary Ja mes R .  Sch les i n ge r  a n d  h i s  L o n d o n  
co l l a b o r a t o r ,  Br i t i sh  Energy M in ister A n t h o n y  Wedg
wood Ben n .  On the ba s is  o f  th at i n te rn a t i o n a l  body's  
dec is i o n ,  Sch les i nger has acce le rated po l i tica l  p ress u re 
on t he U . S . Congress to pass  a pack age o f  drac o n i a n  
an t i -energy measures, begi n n i n g  w i t h  h i s  Feb . 26 
pack age o f  gas  ratio n i ng ,  m an datory con servat i o n  
mea s u res i nc l u d i ng c losings of g a s  stat i o n s  on week e n d s  
and op e n i ng t h e  d o o r  for a l eg i s l at ive  p u s h  to g a i n  
passage fo r a rev i ved N o rt h ea st States reg i o n a l  en ergy 
co rp o r at i o n ,  Encono,  and other  reg u latory m oves w h i c h  

w i l l  rap i d l y  d r i ve the price o f  d o m est ic  gaso l i n e  soar ing 
past  t h e  $ 1  g a l l o n  m ark i n  co m i ng m o n t h s .  

What was decided by the lEA? 
The m eet i ng o f  the  I n tern at iona l  En ergy Agency's  ( l EA )  
govern i ng b o a r d  i n  Pa ris  sett led o n  t h e  fo l lo w i n g  
pac k age:  t he 20 m e m ber n a t i o n s  o f  the g ro up , i n c l u d i ng 
a l l  of t h e  m aj o r  i n d ustr ia l  nati o n s  of t he w o r l d  o u ts ide  
the  Soviet  U n i on an d F ra nce, have been to ld  to p u rsue  a 
vo l u n ta ry "crash progra m "  to red uce 1 979 o i l  d em a n d  
by a total  o f  2 m i l l i o n  barrels  per d a y  - t h e  e q u i v a l e n t  

o f  5 p er cent  o f  t h o se n at i o n s' c o n s u m ptio n .  T h e  
ra ti o n a l e  was to re l i eve t h e  i nten se spec u lat ion  on world 
oi l  spot  m a rk ets ,  w here t h e  Dec . 26 sh utoff of Iran's  5 . 5  
m i l l i o n  b a rrel  d a i l y  ex po rt h a s  been used by key 
L o n d o n - b ased fi n a nc i a l  operat ives  as  a l ever to force 
p r i ces  fo r l i m i ted sh ort-term crude o i l  p u rch ases to 
l evels  a bo ve $20 per ba rre l . 

The a ct u a l  com m u n i q u e  issued fro m  the Pari s group 
stated that  the  mem ber n a ti o n s  have agreed to take 
" fi r m ,  p r o m p t  a nd co o r d i n ated acti o n  - to i m prove the  
supp ly-de m a n d  b a l a nce, to i m p le m e n t  flex ib le  stock 
p o l ic ies  w h i l e  prov i d i n g  an adequate leve l  o f  stocks  
pr io r t o  nex t w i nter ,  a n d  t o  rel ieve c urren t abnormal  
m a rket  condi t ions  w i t h  t h e i r  p ress u res o n  p r i ces . "  The 5 
percen t  target i s  c i ted a s  a " g u i d a n ce" to m e m ber c o u n 
t r i es to estab l i sh  t h e  fo l l o w i n g  fo u r  p o i n t  s h o rt-term 
p rogra m :  

I )  Red ucti o n  o f  o i l  dem a n d  b y  m ore effic ient  
use,  rep lacement o f  oi l  w i t h  other  fue l s ,  

2) Devel o p m e n t  o f  d o m est ic  en ergy prod ucti o n , 
3) S h i ft to l ower grade crude o i l s  a n d  adj u stment  of 

reg u latory restr ict i o n s ,  
4) A d o p t i o n  o f  do mest ic  pr ic ing po l i c i es w h i c h  sup

port the  5 perce n t  l EA target . 



Propagandistic wedge 
As soon as this outline agreement for a 5 percent reduc
t ion was made public,  the U . S .  Administration went 
in to h igh gear to use the decis ion ,  purely voluntary, as a 
propagandistic wedge to pressure the U . S .  Congress and 
the population into swallowing Schlesinger's unpopular 
and controversial  energy austerity program.  Banner 
headl ines across the nat ion's  press trumpeted the 
announcement by the head of  the U . S .  l EA delegation , 
Treasury U ndersecretary for Economic A ffai rs Richard 
Cooper, that the U .S .  would absorb half of the 2 mi l l ion 
barrel tota l  cutback , or I mi l l ion  barrels dai ly ,  even 
though the actual  U . S .  loss from Iranian shipments,  
even according to repeated test imony from Schlesinger, 
has never been beyond 500,000 barrels per day. 

The fact that the l EA even moved to adopt this state
ment , whose voluntary n ature was completely obscured 
in major U . S .  media coverage, was the result  of  a 
calculated deployment by Schlesinger and Cooper . 
Three days prior to the l EA meeting,  West Germany 
was holding firm to the Schmidt  government's position 
opposing the U .S .  cal l  for a 5 percent  reduction . On the 
Tuesday before the l EA meeting,  German Economics 
M i n ister Otto von Lambsdorff met in Washington with 
Schlesinger and Cooper. Out of  these in tensive discus
sions, according to a well - informed Washington source, 
Lambsdorff bol ted from Bonn pol icy and ordered his  
delegation to switch its posit ion at Paris ,  i nsuring the 
n ecessary unan imi ty i n  the governing board to guaran
tee passage . At  the same time, British Energy Secretary 
Benn went after West Germany from the other s ide of 
the Atlantic ,  demanding that all European Community 
countries cut their oil consumption and cal l ing on the 
U .S .  Congress to permit  the export of  Alaskan o i l ,  
whose control l ing shareholder i s  the  same Bank of 
England-owned Brit ish Petroleum which is  beh ind  the 
soaring oi l  pr ices and the I ran ian destabi l ization to 
beg in with ! 

Counterposed to the dominant  European posit ion -
characterized by the response o f  France that the Iranian 
cri sis is  a temporary one needing no extraordinary 
measures beyond such steps as the prudent diplomatic 
and trade moves between France and Mexico and Iraq 
to secure addit ional  suppl ies of oi l ,  together with a 
renewed emphasis on  rapid development of domestic 
n uc lear energy sources as  a replacement of  oil -
Schlesinger is go ing al l out to impose energy austerity. 
H e  stated b lunt ly the day of the l EA decision that the 
U .S .  was n ot able to i ncrease its production of  other 
energy sources . . .  certain ly  the case so long as he 
remains in control of vital national energy policy, but 
otherwise a complete fraud .  

On top of  his Feb . 26 leg islative ration ing package, 
Schlesinger this week announced that he has sent Presi-

dent Carter a six-point " I ran ian response" plan . The 
l atest p lan cal ls  for maj or national energy conservation 
effort where every cit izen and business would be 
"pat riotical ly" ca l led on to red uce energy consumption 
by 3 percent .  A n  idea of what Schlesinger actually has in 
mind was provided to this publ ication by a South
western oi l producer who reported receiving a personal 
cal l  from the Energy Secretary asking him . as a 
"patriotic gesture" to stop production  from his oi l  wel ls  
in  the midst of a supposed oi l  shortage ! 

Schlesinger further held out the prospect of drawing 
oil from the Strategic Petroleum Reserve, an 80 mil l ion 
barrel government-owned stockpile stored i n  Gulf  Coast 
salt domes, then to be al located national ly to regions 
that may be short of  heating o i l  by next winter. He  ter
med this a " l ively possibi l ity . "  

The best indication of Schlesinger's in tent in  this 
I ranian- induced situation is the introduction of a 
dusted-off version of the unsuccessful Encono legisla
t ion the same day as the announcement of  the l EA deci
sion .  Sponsored in the Senate by Schlesinger crony and 
Senate Energy Committee chairman Henry Jackson, 
noted for his open attempts to "bust OPEC," the En
cono bill would establish a regional state-level energy 
agency that would try to sop up OPEC petrodol lars to 
finance what New Jersey Governor Brendan Byrne 
euphemistically termed "energy self-rel iance ."  Proposed 
projects specifically include a series of solar, geo
thermal and related energy-inefficient boondoggles to 
replace the use of powerful nuclear and conventional 
fossi l  energy sources. The Encono project is  being coor
d inated by Fel ix Rohatyn of the London-run investment 
house,  Lazard- Freres . Schles inger is reported by 
Washington sources to be supporting the Encono plan 
in private conversations .  

Schlesinger's attempts to create a national energy 
crisis have not gone unopposed . Texas Gov.  Wil l iam 
Clements demanded before a National  Governors' Con
fe ren ce m e e t i n g  in W a s h i n g t o n  l a s t  week t h a t  
Sch lesinger resign for advocating the "unwise and 
totally ridiculous" emergency rationing plan when what 
is  needed is a fu l l  scale emphasis on increased produc
t ion,  not reduction of energy resources.  Clements put 
forward a plan for development of oi l ,  coal and nuclear 
power .  W.  Reid Thompson ,  chairman of the Potomac 
Electric Power Co . and a leading spokesman for the na
tion's electric uti l ities told a meeting in  New York the 
same week that "n uclear plans scheduled to come on 
l ine in the next th ree years h ave the poten tial  to generate 
enough energy to replace all the I ranian oil curre�tly cut 
off from the U . S ."  He added that envi ronment!:ll ist 
sabotage and confl ict ing regulations coming from 
Schlesinger's office may prevent th is .  

-William Engdahl 
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What's hap pening in Cong res� 
New feature keeps you up-to-date on Capitol Hill activity 

This week ' s  U .S .  R E PORT previews an expan ded version of a regular new 
service to o ur readers ,  Congressional  Calendar.  Designed to a lert you o n  m a
j or pen di ng legis lative developmen ts in Washington - with particular 
emphasis on those b i l l s  contrary to the nation al in terest that sometimes tend 

to s l ip th ro ugh without adeq uate notice o r  debate - each week's  Con
gressional  Calendar wi l l  foc us o n  selected i ssues which are l i kely to becom e  
l a w  in t h e  future .  I n  particular, Congressional  Calendar wi l l  keep you up to 
date on pend ing develo pments i n  legislation affecting trade,  i ndustrial 
development, busi ness, and related item s of foreign and domestic pol icy, and 
wi l l  report on those devel opments i n  t ime for you to act to affect the l aws our 
Congress en acts .  

Congression al Calendar is compiled by veteran u . s .  political reporter 

Don Baier, under the s upervi sion of n ational  affairs desk chief Konstantin 

George, in col laboratio n  with the congressional  staff of our Washington 
B u reau . I n  this week 's  premier editi o n :  GATT ,  Stevenson ' s  trade proposals,  
the Energy Departmen t b udget, and 'criminal  code reform . 

GATT i n  trouble on 
Ca pitol H i l l  

O n  M arch I ,  the H ouse of  Representatives fina l Iy  
passed a b i I I  without  which the Cart·:!r Admin istration 
cannot proceed on the m u lt i lateral General Trade and 
Tariff (GATT) negotiations among Western trading 
partners. The bi I I  is  the so-cal led countervai l ing d uties 
waiver, suspending provisions of  law mandating U .S .  
uni lateral imposit ion of  protection ist barriers a s  a 
response to the growing cris is  in world trade flows . 
When the 95th Congress fai led to extend the waiver last 
year, the European Commun ity countries, led by 
France, informed the U . S .  they could not conclude the 
negot iations "at gunpoint ," and would not act unti l  the 
waiver was reinstated . 

The waiver b i I I  now goes to the Sen ate Finance 
Committee , where, accord ing to a spokesman for U . S .  
Special Trade Negotiator Robert Strauss, i t  i s  hoped 
the way can be cleared to permit a favorable vote in the 
Senate in Apri l . " I t ' s  no secret many people in  govern
ment and on the H i l I  th ink  that dead l ine i s  optimist ic ," 
he vo lunteered . The Admin istration pried the bi l l  loose 
fro m the H ouse on ly  after it concluded a humi liat ing 

dea l  for " l imited protectionism" with the backward 
U .S .

' 
texti le industry backed 1 00 percent by the A F L

C I O's "trade war lobby . "  
M eanwhi le ,  according t o  press reports , t h e  Admin

istration itsel f h as been fl irt ing with a replay of the early 
1 970s "N ixon shocks ,"  with President Carter h imself at 
one point th reatening to go i n to fu l l -fledged import con
t ro ls to wreck the Tokyo economic summit  in June un
less Japan dismantles its powerfu l  industrial  export 
economy. 

The GATT negotiat ions were origina l ly scheduled 
for com pletion last December; at present they may not 
be wrapped up before theTokyo summit  i n  May. A total 
break down of GATT and an ensu ing wave of  protec
t ion ism could result  in a catastrophic co l lapse in world 
trade . 

Steven son l a u n ches East-West 
T rade fight 

As we go to press ,  Sen . Adlai Stevenson is beg inn ing an 
im portant  legi slative effort to force a fundamental refor-
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mulat ion of U .S .  trade and foreign pol icies . Having fre
quently demanded of the Carter Admin istration basic 
monetary and trade reforms geared up to an aggress ive 
expansion of U .S .  industrial  exports, Stevenson is now 
tak i ng dead a im at one of  the m ajor leg is lat ive road
blocks to this  pol icy orientat ion . 

On M arch 5 the Senator wi l l  begin  hearings in the in 
ternational  trade and finance subcomm ittee of  the  
Senate Ban king Com m ittee on h i s  own bi l l ,  S-339,  
wh ich aims to rol l  back the Jackson-Yan ik  and Debt 
L imitat ion 'hmendments to  the 1 974 Trade Act .  The 
amendments were ram med through the Democratic 
control led Congress by a Zion ist lobby- l ibera l  coa l i t ion 
in order to abort the Nixon Admin istrat ion 's  push for 
detente and expanded trade with the Soviet U nion and 
Eastern Europe. 

Stevenson h as submitted S-339 unsupported by the 
Carter Admin istration ,  which has so far contented itself 
with pr ivate remarks by the President on the des irabi l ity 
of extending m ost  favored nation status to the Sov iet 
Un ion  and Ch ina .  

S-339 and  i ts companion b i l l  HR 1 83 5 ,  in troduced in  
the  House by  Rep . Les  A uCoin ( D-Wis) ,  wou ld  accom
pl ish the fo l lowing:  

• Remove the l i m i tat ion of  $ 300 mi l l ion on  U .S .  
Export- I mport Bank  credi ts t o  the Soviet U n ion . I n
stead,  a $2 b i l l ion  cei l ing would be placed on  Ex- 1 m  
cred its t o  any com m unist co untry .  

• A llow t h e  President t o  waive em igration- l in ked 
restrict ions  on  government cred it to com m un ist coun
tries for fi ve years when he has  determined that  the  
country i n  q uest ion is  i n  compl iance with the "free 
emigrat ion" pract ices mandated by Jackson-Yan i k .  At 
present the Jackson-Yan ik  amendment requ ires the af
fected country i tsel f to provide assurances that it w i l l  
comply,  forcing the Soviet Un ion  to take the most  
p romi nent example,  to acknowledge the prI ncIp le that  
the U .S .  Senate has  u lt imate j urisdict ion over matters 
the Soviet govern ment regards as the in ternal affa i r  o f  
t h e  U SS R .  

• Extend most favored nat ion trad ing status t o  the 
Soviet Un ion  an d Ch ina .  

To br ing  th i s  b i l l  thro ugh Congress ,  Stevenson w i l l  
have to create new pol it ical a l ignments ,  draggi ng 
patriotic, pro-economic  growth Republ icans away from 
the  overwhel m i ng i n fluen ce of ant i -Sov iet crusader 
Henry K issi nger, and sp l i tt ing mainstream Democrats 
away from hardcore Zionis t  Lobby l ibera ls l i ke  Sen . 
Henry Jackso n .  Congressmen wi l l  have to be shown that 
they cannot conti nue to oppose a sk i l l ed-jobs-creat ing 
export pol icy and count  on pol i t ical  surv iva l .  

Stevenson,  b y  posing t h e  so lut ion t o  presen t U . S .  
economic decay a n d  job iessness i n  terms of  expanding 
i ndustry and trade,  has  g iven h imself  the opportun ity to 
organ ize a new consensus in  American po l i t ics . 

Energy Dept. budget 
sha m bles 

The fi scal year 1 980 Department of Energy budget, dub
bed the solar budget by m uch of the nation's press , is  so 
i ncompetent that H ouse Science and Technology sub
commi ttee chairman M ike McCormack ( D-Wash)  has 
sent the entire nuclear section of  the budget back to the 
DO E  to be redrafted . Resubm ission from the DO E is 
expected in  early M arch .  But whatever the changes 
( l ikely to be min imal )  the pol it ical prospects for govern
ment efforts to increase energy production in the U .S .  
are dim .  

Out o f  a total proposed budget author izat ion o f  $8 .4 
b i l l i on ,  $ 1 .99 b i l l ion is a l located for projects that have 
either no impact or a negative impact on the U .S .  
capabi l ity to  meet i ts energy needs, inc luding $800 
mi l l ion for expens ive, wastefu l  solar energy . Other 
program categories in  th is $ 1 .99 b i ll ion incl ude environ
menta l  research , conservat io n ,  m a n agemen t ,  and  
regulat ion . The  authorization for research and develop
ment and product ion of nuclear weapons is  increased by 
nearly $500 mi l l ion within overal l  DOE defense spen
ding of $3 .02 b i l l i on , i whi le  nuclear energy research and 
development for pea�eful purposes is  bei ng s lashed .  

The total rejection of the nuclear budget b y  McCor
mack and others was triggered by the omission of any 
funds for either the cont in uation or  the termination of 
the C l inch River l iqu id metal  fast breeder reactor pro
j ect .  G iven overal l Congressiona l  budget parameters , 
this mean t  that the committee wo uld have had to take 
$ 1 60 m i l l ion from one of the other programs in the 
budget :  M cCormack cou ld  either cut some a lready suf
fering nuclear program under h is  subcomm ittee's 
j urisdic� ion ;  attempt to raid fun ds from some other sub
co mm ittee , incurring the wrath of h is  fel low congress
men ; or hand the budget back to the Energy Depart
ment .  

The  nuclear budget a l so  lacks any funds for the 
Barnwel l  u ran ium fuel reprocessing fac i l ity, a necessary 
project to ;hield the Un i ted States from the risk of  run
n ing out  of  n uclear fuel before the year 2000 . Moreover, 
the p lanned construct ion of  addit ional  uran ium enrich
men t capabi l i ty at Portsmouth was cancel led to "bring 
future production in l ine  with market expectat ions ," 
that i s  zero-growth project ions .  The fusion and high
energy physics R and D programs suffered real  dol lar 
cuts ,  after acco unti ng for inflat ion . 

The chances that  Congress w i l l  reverse even the most 
drasti c ant in uclea r prov is ions of th is budget a�e l im ited . 
For exam ple, a l though the House can be expected to 
fund either a con ti nuation of the C l inch R iver breeder 
or a replacement project, the Senate Energy Comm ittee 
is a logj am that has yet to be broken . Last year the com
mittee was spl it 9-9 between pronuclear and en viron
menta l i st fo rces . 
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96th to enact Kennedy 
iustice code revisions 

Under the leadersh ip of Senate Judiciary Committee 
head Sen . Edward Ken nedy ( D- M ass), the 96th Con
gress is preparing to pass a revi sed version of the  federal 
cri minal  code reform once known as S- I .  B i l led as the 
latest in  modern peno logy , Ken nedy's reform is in  fact a 
sharp turn  away from the bas ic  lega l  p r i nc ip les 
trad it ional ly at the heart of American crim inal law. 

While the latest version of the con t rovers ia l  b i l l  i s  
not yet avai lable,  previous drafts centered on th ree 
provisions:  fi rst, repudiation of statutory immun ities 
protect ing ind ividual entrepreneurs from risks attached ' 
to corporate ventures; under the earl ier vers ions,  in 
d iv idua l  corporate officers were made l iable not only for 
violations of criminal law by the corporation they ser
ved,  but also for crim inal negl igence arising in the 
course of a corporation's operations .  Such a standard is 
unknown in American law except in cases which directly 
th reaten the l ives of individua ls .  The proposal means  
that  corporate executives wi l l  be  subjected to a wide 
range of felony "white col lar crimes" wh ich now do not  
even exist as prosecutable offenses . 

Second,  previous versions of the b i l l  have contained 
sweeping proposals for the decrimina l ization of mari
j uana,  and have pointed in the direction of broader 
sanction for psychotropic drugs . 

F inal ly ,  the b i l l  has previously propounded broad 
encroachments on civi l  l iberties, punctuated by its 
proposal s  to abolish the discretionary sentencing powers 
of  federal j udges ' and virtual ly wipe o ut the parole  
system , i n  favor of mandatory fixed sen tences for felony 
cr imes .  Th is  last  prop<>sal , which serves partly as a p loy 
to gain ,conservative support for the bi l l ,  would guaran
tee long prison stays for the legion of new "wh i te col lar 
offenders" the bil l  would create. 

Than ks principally to Ken nedy, the b i l l ,  reported 
out as S- 1 437 ,  sai led thro�gh the Senate in  the 95th Con
gress, but i t s  companion legislation,  H R-23 1 1 ,  ran out  
of  steam in the H ouse J udici ary Committee largely due 
to object ions from c iv i l  l i bertarians and the pressures of 
t ime at  end -of7session . 

Ken nedy has now arranged a specia l  proced ure to 
el imi nate the House roadblock . At presen t, the staff of 
the cri mina l  law subcommittee of the House Judiciary 
Com mi ttee is conduct ing an unofficial markup of the 
bi l l ,  comparing, provi sion by provi sion , S- 1 437 ,  H R-
23 1 1 ,  the origi nal  Brown Comm ission recommendations 
on the crimina l  code, and current federal law, ham
mering out differences and mak ing pol it ical deals to ' 
assure l ightning passage when the b i l l is final ly drafted 
and subm itted . Rep. Robert Drinan is acti ng as Ken
nedy's "point  man" in the House Comm ittee . 

H ouse panel supp resses 

Mitchell fraud evidence 
The Democrat ic-con tro l led H o use A d m i n istrat ion 
Committee has torn up the due process provisions  of the 
U . S .  Constitut ion in  thei r attempts to cover up the vote 
fraud through which Parren M itchell "won" the 
congressional seat i n  Maryland's  7th d istrict. The com
m ittee yesterday un i lateral ly denied contestant Debra 
Hanania-Freeman the right to subpoena evidence -
thus preparing the way to dism iss her elect ion contest 
next week for " lack of evidence. " 

Last week ,  attorneys for M rs .  Freeman,  the U .S .  
Labor Party-backed candidate in last November's elec
t ions,  issued subpoenas to the Balt imore Board of  E lec
tions  requiring the board to produce voter registrat ion 
books,  ta l ly sheets ,  and the voting mach ines for inspec
t ion . With the aid of corrupt local j udges , the board of 
elect ions has succeeded so far in preventing M rs. 
Freeman's  represen tati ves from exam in ing  election 
m'aterials - which are normal ly  public records . Ex
ami nation of these materials and i nspect ion of the 
voting machines wi l l  provide the positive proof of how 
M i tche l l  and his backers stole the Nov.  7 election . 

Yesterday - without offering M rs .  Freem.an's  attor
ney an opportun i ty to rep ly or  even hold ing a hearing 
Admin istration Committee Counsel Robert Moss gran
ted the board of elect io ns' motion to quash the sub
poena .  Reportedly, n ot even the Republican member of 
the three-member panel which i s  official ly designated to 

I/' hear the case was notified of the motion to quash . 
By quashing the subpoena, Administration Commit

tee Chari rman Fra n k  "Tombstone" Thompson of New 
Jersey and his hatchet man M oss hope to set the stage 
for a d ismissal of Freeman's  contest i n  the hearing 
schedu led for March 1 4 .  I f  the com m ittee holds to re
cen t practice, they w i l l  attempt to d ismiss the case on the 
grou'nds that M rs .  Freeman has not shown sufficient 
evidence that she won the elect ion . 

By ' suppressing the evidence,  observers noted, 
Thompson and M oss w i l l  have in fact guaranteed that 
M rs .  Freeman wi l l  not have that evidence. 

At  stake in the M itchel l -Freeman contest is the issue 
of whether Congress w i l l  take on the Ken nedy n ational 
vote-fraud machine,  or whether i t  wi l l  suppress the 
evidence i n  this  case as it has done i n  a lmost every other 
case in recent years. The larger i ssue is  whether the Ken
nedy machine - which has often expressed its dissatis
faction with the U .S .  Constitution - has already 
decided that the Constitution no longer appl ies to 
procedures used in the H ouse of Representatives . 
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LABO R . PERISCOPE 

A long a nd u n necessa ry batt le 

The F e d e r a l  A p p e a l s  c o u rt i n  
V irgi n ia  last 'week overturned the 
certi fication of  the Un i ted Steel
workers as the barga in ing unit  for 
the more than 1 5 ,000 workers at the 
Newport News, Va. sh ipyard . The 
union had won the elect ion for 
cert ificat ion last wi nter, but Ten
n e c o , t h e  e n e rg y - b a s e d  c o n 
glomerate that owns the sh lpyara, 
refused to bargain  and took the 
issue to court . The Steelworkers 
struck the shipya rd over a month 
ago .  Now the st ri ke is expected to 
drag on  for m on t h s  w h i l e  the  
National  Labor  Relations  Board 
hears Tenneco's  "evidence" of vote 
fraud.  (The appeal s  j udge made no 
ru l ing on the evidence - only on the 
procedural quest ion of  whether the 
N L R B  should have given a hearing 
on the charges . )  

The str ike is  a case of two poten
ti a l  a l l i e s  fi g h t i n g  i t  o u t  fo r 
somebody else's benefi t .  The U n ion 
and Ten neco share a progrowth out
loo k ,  and both have a co mmon 
e n em y . - E n ergy Czar  J a m es 
Sch lesinger, who along with the  
Navy Departmen t figures heav i ly  i n  
the manipu lat ion of t h e  confronta
t i o n .  S c h l e s i n g e r  h ad p u t  t h e  
squeeze on Ten neco a n d  its sh ipyard 
by cancel l ing bi l l ions  of  dol lars in 
energy-trade deals - deals which 
meant jobs at the shipyard bu i ld ing 
tan kers etc .  Schlesinger has a lso 
h u rt the Stee lwork ers w i th h i s  
sabotage o f  U .S .  nuclear develop
ment .  

But  Te n neco , acco rd i n g  to  
sources, was  "gotten to"  by "right 
to work" networks both ins ide and 
around the com pany, sett ing them 
on a co l l i s ion  course with the Steel
workers . And the un ion has in -
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creasi ngly fal len under the sway of 
networks in  the A F L-C I O  around 
Secretary Treasurer Lane K irk land 
and I n dustrial  U n ion Department 
head Jacob Clayman .  They want to 
m a ke t he str t k e  I n to a test of 
strength for organ ized labor and the 
r ight to work movement control led 
by bogus  conservat ive  R i c h ard 
Viguerie. They - l i ke the company 
- see no  need to attack Schlesinger 
or  to support a com mon in terest 
program for expanded world trade 
that would increase demand for the 
energy-carry ing ships produced at 
Newport News .  

Schlesi nger must be laugh ing to 
h imself. The EXI!CUlil'l! Inll!lIigl!ncl! 
Rl!vil!\\' wi l l  carry a fu l I  report on the 
set-up in  a forthcom i ng i ssue .  

* * * 

I nside the steel union - CBS televi
sion last week a i red an hour- long 
pr ime ti me "documentary" al leging 
to portray t he "battle tak ing place 
ins ide the steel un ion"  between " in 
surgents" and the Mc Bride nat ional  
leadership .  F i lmed last sum mer and 
at  the U n i ted Steelworkers conven
tion in  September, the show amoun
ted to a plug for networks inside the 
USW A associated with lawyer Joe 
Rauh and his former candidate for 
U S W A  p r e s i d e n t , E d w a r d  
Sadlowsk i . 

Sadlowsk i ' s  friends from Local 
1 0 1 0  at In land Stee l ,  who were 
featured promi nantly by CBS ,  are 
rabid en v iron mental ists . They are in 
the leadersh ip of  the ant i -n uclear 
power lobby in  the area and have 
tried to block the construction of the 
Bai l ly Dunes n uclear faci l i ty .  Loca l 
1 0 1 0  "ran k and fi le" leader M ike 
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Olzansk i  has been seen among the 
terrorist Clamshell  A l l iance at the 
S e a b r o o k ,  N .  H .  r e a c t o r  s i t e .  
Olzansk i and Sadlowsk i ,  who i s  now 
a sub di strict d i rector of USW A 
Dist rict 3 1  u nder h is friend J im  
Ba lan off, have even tried to  sh ut 
down the Gary Works steel fac il ity 
for "environmental" reasons .  

Sadlowski  and com pany were 
soundly defeated in the 1 977 USW A 
President ial elect ion by a USWA 
members h i p  wh ich is overwhel
m ing ly aga inst these anti-growth 
pol icies . How strange then that 
C BS ,  wh ich a ired the "documen
tary" a l i tt le m ore than a month 
before USW A local elect ions in 
w h i c h  t h e  S a d l o ws k i - B a l a n o ff 
crowd wi l l  field candidates , chose to 
cover  u p  t h e  e n v i r o n m e n t a l i s t  
character of  these "new young mi l i 
tants . "  Also no ment ion of  the wel l 
publ icized USW A suit  showing the 
Sad lowsk i crew to be a creatu re of 
major  fou ndations and other out
side sources ,  

Even stranger, USW A officials 
had thought prior to the broadcast 
th at they would get a fa ir shake .  

* * * 

LaRouche rep addresses I BT I l l inois 
local - U . S .  Labor Party I l l i nois  
S t a t e  C o m m i t t ee m a n  R i c h a r d  
Leebove addressed 300 shop stew
ards and their wives from Local 
525 of the In ternat ional  Brother
hood of Teamsters in  Alton,  I I I . ,  
M a rch 2 .  The presentat io n by 
Leebove, who has toured the coun
try speak ing on a pamph let cal led 
" Lo n d o n ' s  P lot  to Destroy the 
Teamsters," was arranged by Local 
President M arshall  McDuffie as an 
educationa l  forum for h is  m en . 

Leebove emphas ized the pol iey
m a k i n g  l e a d e r s h i p  q u a l i t y  o f  
U .S .  Labor Party Chairman Lyn
don H .  LaRouche as compared to 
the helpless  Carter Administration 
and presidential contender Edward 
Kennedy who has v ic io us ly at
tacked the Teamsters: "The 'Ken
n edy mach ine  has attacked the 
Teamsters because they stand for 
the American System pol icies which 
Ken nedy opposes . You have to fight 
these people po l i t  i ea l Iy ."  
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C hina's economy: 
mo re signs of trou b le 
The war in I n dochina disappeared th i s  week from the 
front pages of the nation's  press upon receipt of the 
Chinese. statement announcing in somewhat ambiguous 
fashion thei r  intention to withdraw their troops from 
Vietnamese territory after having delivered what Pek ing 
claimed was a success in  "achieving the goals  assigned 
them ."  In s ubsequent days fol lowing the Chinese state
ment there h as been no evidence of any large-scale Chi
nese withdrawal while the Vietnamese charged today 
(March 8)  that the Chinese are strengthening their 
forces in the frontier area in preparation for more fight
ing and contin uing their attack in V ietnamese territory . 

The question that arises is whether in fact the re
ports of imminent peace are nothing more than a 
"phony peace," not unl ike the phony war of Nazi Ger
many fo llowing the invasion of Poland .  Certain ly 
Pek ing itsel f knows better than thei r claims  of having 
destroyed the " invincibil ity of  the V ietnamese army" -
in fact the Toronto Globe and Mail reports that a secret 
document is circulating within mi l itary and Pol itburo 
circles in Peki ng which admits that China "had not been 
able" to wage "a modern war" and that their forces suf
fered extremely heavy casualties in the fighting up ti l l  
now .  

The Chinese withdrawal an nouncement is  l ikely to 
have stemmed from two key factors . The first is the fear 
of imminent Soviet i ntervention should China continue 
i ts  "flight forward" into Vietnam , an assessment that  is 
shared by informed observers in India and Western Eur
ope . At the end of the week the Soviet leadership, while 
displaying considerable restraint,  as indicated by Presi
dent Brezhnev's speech,  was h ardly in a mood of passiv
ity toward China. As the Soviets themselves said quite 
clearly, their  restraint was not the result of fearing China 
but rather derived from thei r  perception that China's in
tention was to force a Soviet response of a character that 
would bring the U .S .  and the Soviet U nion into d irect 
con frontation . 

The second major factor was increasing signs that 
elements of China's own leadersh ip and major segment 
of the population would not tolerate a widen ing war and 
the incredible beating being taken by the Chinese army.  
Vice-Premier Teng, who is the director of the anti
Vietnam pol icy , may be in' serious trouble inside China 

(see article fol lowing on that situation) for the fai lure of  
this  adventure. 

At this moment the Chinese have adopted a policy of 
holding their  present position ,  not attempting to expand 
the fighting on the immediate battle fronts, while con
ducting a scorched earth pol icy in  the occupied ter
ritories. The Vietnamese Communist Party daily Nhan 
Dan charged on March 8 that:  "While their leaders talk 
about withdrawal ,  Chinese troops continue kil l ing, 
shel l ing,  burning and destroying economic establish
ments with the aim of  paralyzing the Vietnamese 
economy and forcing it  into poverty ."  Separate reports 
from Vietnamese sources charged that some 1 6  Chinese 
d ivisions (over 1 60,000 men) remain inside Vietnam ter
ritory . This suggests that Peking may even try to use 
their 1 962 India War tactics of announcing uni laterally 
their withdrawal and ceasefire in order to induce similar 
behavior by the other side and then "withdrawing" to 
positions that represent  Chinese claims on Vietnamese 
territory . But as one I ndian source said, "Vietnam is not 
India," and it  i s  h ighly unl ikely that Hanoi will sit stil l  
for that .  

The Chinese statement and the Vietnamese reply 
both left plenty of room for that k ind of continued war
fare . The Chinese warned that "the Chinese side re
serves the right to strike  back again" if Vietnam carries 
out al leged "provocations and incursion" on the border. 
Vietnam for its part said that "in order to show our 
good wil l  for peace, we wil l  allow them to withdraw 
their troops," but only if  the invaders halted their "acts 
of  war . "  So far there i s  no evidence that China is with
drawing or halting its "acts of war ."  

One  little noticed side of  the  war is the  continued evi
dence of Chinese mi l itary activity in the two other Indo
chinese states , Laos and Kampuchea . The Laotian 
government i ssued a formal statement charging Peking 
with carrying out a "serious threat to peace" th rough a 
large scale bui ldup of troops on their border, in the 
region of  conj unction ,of Laos ,  Vietnam and China. The 
Vietnamese had indicated earlier thei r  anticipation of a 
Chinese move on their northwest, iron ically in the Dien 
Bien Phu area, through Laos .  

The  Laotians made a more interesting charge in  
stating that the  Chinese were carrying out subversion in-
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side Laos by forming armed divisions of tribal  e lements 
ins ide Laos against the government .  I t  i s  k nown that this 
i s  a reference to Chinese l inks  reported for some months 
now to M eo tribesmen , the opium-poppy-growing h i l l  
tribe that  became famous during the infamous CIA 
"Secret War" in Laos as a C I A  financed and armed pri
vate army. In fact some months back Far East Eco
nomic Review had reported that the CIA's  Meo General 
Vang Pao , now in exi le  i n  Thai land where he sti l l  leads 
armed Meo operations in Laos, had traveled into south
ern China for talks  with Chinese authorities to gain their 
m i l i tary support to create a " M eo state" in the region .  

On  the Kampuchea front the  new government i n  
Phom Penh i ssued a statement charging that Chinese 
arms were being transited through Thai land,  from Thai 
is lands, to remnants of the Pol Pot regime sti l l  carrying 
on scattered fighting in  western Kampuchea . The Thai 
government denied the charge b ut informed sources 
have been reporting this activity for some time now. 
Only last week a battle took p lace r ight on the border 
when some of the l ast element of the Khmer Rouge 
forces of Pol Pot were l i tera l ly  driven across the Thai 
border . Dismissing reports of a V ietnamese "quag
mire" in Kampuchea ,  A sia Week magazine wrote this 
week that "the consensus in Bangkok is  that the fight
i ng appears to be at a low l evel and Khmer Rouge activ
ity i s  more annoying than threatening ." 

What else has China lost  i n  Asia 
The Chinese c la ims of victory are patent nonsense to 
any observer who is not wearing rose-colored glasses 
made in  Hong Kong.  On the mi l i tary side the Chinese 
were badly chewed up, whi le fail ing to force the engage
ment of any significant force of Vietnamese regular 
troops . A sia Week reports that there i s  no evidence that 
the V ietnamese forces in Kampuchea, which Peking so 
badly wants to force out in  hopes of restoring the Pol 
Pot regime to power, moved one inch . The Vietnamese 
report that the Chinese have suffered some 45 ,000 
casualties up t i l l  now, a result of feeding Chinese foot 
soldiers into a ineatgrinder of V ietnamese arti l l ery fire 
and mines .  While media source's, among them the New 
York Times 's Drew Middleton , have portrayed the Viet
namese cla ims as propaganda, qual ified U .S .  mi l itary 
professionals who participated in the U .S . ' s  V ietnam 
war have to ld this news service that Vietnamese casualty 

claims tend to be accurate. 
In short there was no real test of strength against the 

best of V ietnam's battle-tested army, and the Chinese 
showed l itt le abi l ity to conduct modern warfare . Should 
Peking move to expand the battle immediately again it is 
l ikely that the V ietnamese wil l  expand their mil itary 
education from the grade school lesson del ivered this 
time to a university level course . 

More important for Peking legions sti l l  sitting in 
Vietnam are the political repurcussions for Peking, in the 
region . While the non-Communist nations of the 
A ssociation of Southeast Asian Nations (ASEAN) 
adopted a formal position of cautious neutra l ity, there is 
evidence that there is considerable anger at Peking for 
its destab i l izing invasion and for bringing the world to 
the .brink  of large-scale war. Well-informed sources re
port that at least one ASEAN nation , and the most 
important one, Indonesia, was privately feel ing that 
China had proved itself an aggressive nation and a 
threat to the region . 

The I ndonesia view is likely that of one Southeast 
A sian official quoted in the recent A sia Week on his 
assessment of  the situation . Regarding Kampuchea he 
says , " In  al l probabil ity, Heng Samrin (head of the new 
government) is not mad, as Pol Pot was . We shal l  one 
day have to agree with the Vietnamese that in the case 
of the K hmer Rouge, the end j usti fied the means . . .  

"We in ASEAN have very good reason to be con
fident about the future. In a sense, this is the last of the 
Indochina wars . When it i s  over, all of us - Vietnam , 
Laos, Kampuchea and the ASEAN members - can 
beg in  p roper ly to bu i ld  strong and independent 
societies . "  • 

Any attempt by Peking to keep its war going, fol 
lowing thei r  "phony peace" is sure to accelerate the  anti
Chinese fee l ing in the region . The next days will show if 
the Chinese intend to provide more than words to in
dicate their real i ntentions but given China's aim

' 
to get 

V ietnam out of their way as thei r chief obstacle to domi
nance in  southern Asia, it is certain that we have only 
seen the opening act of a much longer Chinese Model 
Opera . It remains only to note that the Chinese may 
have written the first act, but Vietnam has written the 
closing scene which may wel l  cause us to rename this 
Opera, " Remember Dien Bien Phu ."  

- Daniel Sneider 
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T h e  war 
• 

with d rawal 

While Ch ina  was capturing headl ines for i ts  i nvasion of 
V ietnam l ast  month,  a poss ib ly even more important 
sto ry was beg inn ing to come out  of  the inscrutable M id
dle K ingdom - the  story of the  inab i l i ty o f  the Teng 
Hs iao-ping regime to reso lve at  all sati sfactori ly the 
monumental  economic problems left over from the 
M aoist  period whi le st i l l  ma inta in ing the M aoist  foreign 
pol icy of  i n ternational tens ion and ant i -Soviet vendetta .  
The l im ited de- M aoization of  socia l  l i fe has un leashed 
the genius of  the Chinese people for organiz ing societies 
and networks to demand the new rights and economic 
priv i leges promised - but not  yet del ivered - by the 
new reg ime in  i ts effort to win publ ic  confidence. I t  now 
appears increasingly certa in that even before l aunching 
his  reck less invasion of  V ietnam,  Teng Hs iao-ping was 
in deep t roub le at home,  and that a m ajor  motivat ion 
for the attack was Teng' s  desperate need for a foreign 
po l icy coup to shore up h is domestic position . The 
fai l u re of that gambi t  could even ,  according to some in 
dicat ions ,  lead to Teng's th i rd fal l  from power. 

The extent of China 's  econom ic cris is ,  as ind icated 
by severa l  recent revelat ions - highl ighted by the 
susrrension of over $2 b i l l ion  worth of contracts with 
Japan last week and con fi rmed by Pek ing's own reports 
of domest ic  pro b lem s - exceeds even the m ost  
pess imistic assessments proffered by  the most sober 
Western observers .  At  the most superficial  level , i t  has 
been clearly com m un icated by the Chinese that the last 
s ix mo nths of hectic negotiations ,  con tract i n i tia l ing  and 
b id sol icit ing from Western firms, was done far too 
hast i ly ,  without  adeq uate preparation and coordination 
between d ifferent Chinese departments,  and wo uld have 
resu lted in  aggregate costs to China far in excess of 
China's  payment capabi l it ies . And beneath the surface, 
i t  is  now clear that in ternal d i recti ves to spur economic 
growth h ave caused problem s s imi lar  to those experien
ced in  the Great Leap Forward of 1 958-60, where di rec
tives were b l ind ly implemented by a populat ion ob
sessed with carrying out  even paten tly absurd directi ves 
to avoid pol i t ical censure. These problems have been 
compounded by the population 's  wi l l ingness to speak 

I n d oc h i na: 

o r  b l itzkr ieg ? 

up with demands for i mproved working condit ions and 
a h igher standard of l iv ing .  

A n nou nce steel ,  foreign exchange crisis 
The extent o f  China's  foreign exchange ho ld ings i s  one 
o f  the best-held secrets i n  i n ternationa l  finance,  but a l l  
evidence suggests that  the past  year's buying spree 
rather sudden ly confronted Ch ina  with a foreign ex
change cris i s .  While the abrupt suspension of the 32 con
tracts with Japanese firms signed or  i n i tialed s ince last 
Dec . 1 6  had unmistakable pol i tical  overtones - China 's  
"pun ishment" for Japan 's  unwi l l i ngness to support 
Ch ina's  invasion of Vietnam - it  was motivated as well  
by the impossib i l i ty of paying i n  cash for the deals .  
C h i n a  reportedly wanted t h e  cash deal s renegotiated o n  
a loan basis .  Japanese sources i n  Washington said that 
China had less than $2.5 b i l l ion  i n  foreign exchange, 
against $6 b i l l ion coming  due soon i n  payments . 

Recent media coverage i n  Ch ina has a l so focused on 
the urgent necess i ty o f  generating i ncreased foreign ex
change from a l l  possible quarters . This  necessity i s  un
doubtedly one of  the pr ime mot ivat ions for an overa l l  
sh ift toward l ight  i ndustry (see below).  The People 's 
Daily, the Comm unist  Party paper, emphas ized in an 
editorial  Feb . 1 7  that the urgent need for foreign ex
change also dictated that Ch ina  make an immediate 
push to increase the scale of  touri sm 1 0  to 1 00-fo ld .  " I n  
order to expedite t h e  four  modernizations ,  w e  need large 
amounts of  capita l . Where can we get th is  capital? . . .  
We m ust choose those undertak ings which are easy to 
begin  with and wh ich can earn us large amounts of 
foreign exchange so as to qu ick ly accumulate more 
capital for our  socia l ist construction and continuous/r 
improve China 's foreign exchange problem ," (emphasis 
added) the editoria l sai d .  The article said that "central 
lead ing comrades" have been urging every effort to 
develop tour is m ,  " the industry without smoke," to meet 
th is  foreign exchange need , but there was sti l l  much 
popular opposit ion to doing so .  

As for stee l ,  a Feb .  24 ed itorial  i n  the People 's Daily 
openly confessed that C h ina's  steel industry is  i n  trou-

Ma rch 1 3-March 1 9, 1 979 EXECUTIVE I NT E L L I G E N C E  REVIEW Asia 43 



ble.  S ince achieving production  of 1 6  m il l ion  tons in  
1 966,  China's s teel i ndust ry has been i n  the  doldrums 
(see graph) ,  with o utput  actual ly  fal l ing duri ng the 
Cultural  Revolut ion and i n  1 975-76,  and maintai n i ng an 
overa l l  average of  bare ly 5 .4 percent annual growth (4 .5  
percent 1 966-77), a very l ow figure for a ·  developing 
economy with China's  needs .  However, even these rates 
may fal l  sti l l  farther due to both the cri si s in China's 
eco nomy as  a whole,  and the spec ific problems in steel i n  
particular . The editorial  said China must inst i tute " a  
relat ive c u t  i n  i r o n  a n d  steel i nvestments a n d  a critical 
exam inat ion of years of  low economic e(ficiency in th is  
i nd ustry. For many years , we have stressed i n vestment 
in steel , both fin ancial , mater ia l  and i n  terms of man
power, but  resu lts have been s low ."  The ed itorial 
j ust ified this turn on the altar o f  the n ecessi ty "to earn 
more profits and foreign exchange and compete on the 
in ternational  market ."  

Crisis of  agricu l ture leads  to economic rig ht  turn  
M ore than j ust  announcing the troubles of  the  steel i n 
dustry , the  Feb . 24  editorial was  a cal l  for a t  l east a 90, i f  
not  a 1 80 degree turn  i n  China's economic  po licy o f  the 
last two years - a turn that had been coming,  but  not 
ful ly spel led out, s ince the Nov. 24-Dec. 25 Central 
Committee p lenum last year. The editorial said that not 
on ly s teel, but heavy industry as  a whole had to be de
emphas ized : " When the s teel quota is h igh , it natural ly 
t ips the balance of  the n at ional  economy i n  favor of 
heavy industry at the expense of agriculture and l ight in 
d ustry ,  thus d islocating the order of preced�nce for agri
cu lture, l ight i ndustry, and heavy industry, which should 
come in this order (emphasis added) .  Agricu l ture and 
l ight industry requ i re smal ler investment, but  they 
produce qu icker resu lts  and th is meets the needs of the 
people ." 

The sh ift to emphasis  on  agriculture fi rst became evi
dent in the communique  of  the Th i rd Plenu m  in  l ate 
December, which announced a h i ke  of 20 percent in the 
pr ice of grain procured by the state from those peasants 
who produce a surplus and discussed at length the need 
to improve agricu l ture while omitting to address the 
nation's  i ndustrial goals .  In early February, Ch ina  an
nounced a vaguely defined program to turn certain agri
cultura l  areas near urban centers in to special  zones ,  ap
parently to try to commercia l ize agricu l ture in  these en
claves to supply the cit ies and satisfy export needs .  
Whether th is  represents a net  i ncrease in  p lanned 
agricultural  i n vestment, or a mere sh ifting of resources 
from the countryside, where resources would be spread 
thin to smal l  regions where they would be concentrated, 
i s  not c lear,  though th� s im u l taneous announcement by 
China's leadersh ip that a l l -around mechan izat ion of ag
riculture m ust be postponed suggests the l atter . If so, a 
lot of Chinese peasan ts m ay soon become very unhappy.  

The Feb .. 24 announcement i s  rem In Iscent of the 
Soviet debate of the late 1 920s between Bukharin and 
Sta l i n ,  in wh ich  B u khar in  argued for a radical  
deemphasis of  heavy industry and a r ich peasant 
" ku lak" pol icy .  The World Bank today is  advising third 
world countri es a long such "Bukharin ist" l ines as wel l ,  
and has  done  everything i t  can  to i mpede the  develop
ment of heavy industry in th ird world countries for 30 
years. China's  shift in that direct ion carries momentous 
consequences for the Chinese economy.  A Feb . 20 Peo
ple 's Daily editorial extol led the v i rtues of l ight industry 
for generating "large amounts of  foreign exchange and 
construct ion  funds ."  But for China to generate tens of 
b i l l ions of  dol lars from light industry exports - which i s  
the order o f  magn i tude required for i ts import p lans  -
presupposes m arkets for these products i n  a world. 
wh ich i s  a lready erecting protective barriers against 
s imi lar products from other countries . 

The SQcial  impl ications are no less momentous.  
Fol lowing t he Bukharin ite imp l ications of the pol icy,  a 
Feb .  1 7  media release argued the necess i ty of permitt ing 
successfu l  peasants to become well-off- i .e . ,  to become 
rich peasants .  This  fl ies i n  the face of com munist 
rhetoric i n  Ch ina  s ince 1 95 1  decrying r ich peasants, and 
may very wel l stir up widespread hosti l ity in  the coun
tryside.  

Equal ly sign ificant ,  according to highly placed 
sources ci ted in the Philippine Daily Express Feb . 2 1 ,  
Ch inese a uthorit ies have drawn up an "economic master 
p lan" to develop the southern i ndustrial and com mer
cial  entrepot of Canton as a maj or free port on the scale 
of H ong K ong, to be run as a "pure capital ist system ."  

A l l  of these measures have the appearance of  
desperate expedients to deal  with inso lub le problems, i n  
which t he attempted solutions may b e  worse than the 
d isease. I t  is  not hard to imagine  a very large consti
tuency i ns ide Ch ina  at al l levels that wi l l  not go for such 
drast ic reversal s  of  everyth ing that com munist rule has 
stood for,  measures that even smack of inv it ing baC:k in 
the k inds of condit ions that existed before 1 949 in the 
countryside, and in the extent and nature of foreign 
pen etration . 

Productivity off, labor restive 
Acco rd ing to the usual ly rel iable Hong Kong monthly 
The Seventies cit ing rel iab le sources in  Pek ing, in  i ts  
February i ss ue ,  the Third Plenum was confronted with a 
bat tery of depress ing econ omic statistics . Agricu ltural 
product ion for 1 978 was far below quota, making a 
mockery of  the am bi tious 4 .5  percent g rowth .targets set 
less than a year earl ier.  I ndustr ial  fi rms, whose prime 
goal was to get back to prev ious  peak levels of output,  
had fai led,  in  77 percent of cases,  to do so .  Labor 
product iv ity was reported below that in  1 966, whi le one
fourth of all fi rm s  were in  the red . And overa l l  profi t  
rates were 50 percent down from 1 966, at only 16 per-
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C h i na ' s  r------------------------------------------------» 30 

steel trou bles 
- con t i n u e  

C h i na's  steel ou t p u t  
millions of tons 

2 5  
Troubled a n d  i neff ic ient for yea rs, C h i na's  
steel i n d ustry i s  faced with new cutbacks.  The 
govern ment,  admitti n g  steel  production i s  
p lagued by i neff ic iency a n d  waste, has  a n 
nounced it w i l l  reduce cap ita l  i n vestments i n  
steel .  As t h e  g ra p h  shows, C h i n a ' s  steel out
put has  been erratic. 1 978's high f igure,  30 
m i l l i o n . tons, i s  the result  of an inf lux  of 
investment over the past severa l  years ;  the 
a n n o u n c e m e n t  o f  i n vestment  c u t b a c k s  
suggests it  may represent a p l ateau o r  even 
a pea k .  By contrast with a nother m a j o r  
power, Soviet steel o u t p u t  i n  1 978 reached 
over 1 52 m i l l ion  tons ,  a n d ,  u n l i k e  C h i n a's ,  
r i ses stea d i l y .  
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cent ,  very low for an ind ustria l iz ing country . 
That China is sti l l  recuperating from its M aoist 

years, rather than registering fundamental new growth ,  
was  officia l ly  confi rmed in  the Feb . 24  editorial  which 
said that 1 979 and 1980 wil l  still be years of  "restoration ,  
adj ustment and conso l idat ion i n  the  nat ional  economy."  
A Feb . 10  People 's Daily article was  more expl icit ,  
reporting that the nat ion's  economy in  the past two 
years has been in  the nature of rehabi l itation ."  

But restoring ful l  production i s  co l l id ing w i th  grave 
socia l  problems, some created by the decades of  Maoist 
insanity ,  some of the present regime's own creation . A f
ter 20 years of wait ing - the last general increase in  
wages prior to  the  one l a s t  year was  i n  1 957  - China's  
workers want to see some improvement in  their stan
dard of  l iv ing.  This last i ncrease may have satisfied few, 
as wage levels are less the problem than the ava i lab i l ity 
of  goods to spend them on . The upper stratum of 
China 's  working c lass  has surprisingly large per  capita 
bank sav ings for lack of  anything else to do with thei r 
money .  I n flation has also become a problem in some 
areas, according to reports last fa l l .  Lack of  enth usiasm 
for work ing hard in  order to enjoy its fru i ts 20 more 
years from now accounts for m uch of the productivity 
problem . 

This demand for h igher real wages has a l ready ex
ploded in  a vital strategic sector, China 's  oil industry . 
Report ing on a conference run by the Min i stry of 
Petroleum, Peking Radio reported on Feb. 1 5  that 

" s o m e  peop l e "  in t h e  o i l  i n d u s t ry " p rac t i ced 
anarchism" and "made unreasonable demands and 
boycotted work or  c lasses a t  w i l l , "  an action known in 
the West as  a strike. "Some of them even stormed 
government organs ,  encircled and attacked the leader
ship,  b locked the tra ins  and d isrupted traffic .  Some of 
the people, holding high the banner of ' improving living 
standards, ' made excuses . . .  to m a ke trouble at various  
product ion posts ."  I n  China ,  which has h i s torica l ly  been 
able to cross the borderl i ne in to anarchy in short order 
(as the Cu l tura l  Revo lut ion recent ly reaffirmed), such 
act ions by the oi l  workers can readi ly  spread . 

Ch i na has also wasted the productive potential  of an  
ent ire generation  whose number wel l  exceeds 1 00  
m i l lion - the generat ion from 20 to 30 years o ld which 
received Maoist  m ised ucation and is consequently 
presently unfit  for sk i l led or  profess ional  employment.  
Twenty percent o f  these are urban youth, a great many 
of  whom have been condemned for a l i fetime to the 
id iocy of  rura l  l i fe .  This  sector, from whom most of  the 
wal l  poster writers have come, i s  high ly volati le,  and 
he ld a raucous  and v io lent demonstration in  Shanghai  
last  month .  They wi l l  not  readi ly be contained, nor con
strained from l i n k ing up with China's  rest ive workers. 

Chaos growing 
An even deeper d i lemma has been publ icly revealed in  
recent weeks - that even where efforts to st ir  up 
popular enth usiasm for economic con struct ion  have 
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ostensibly succeeded, i t  has taken the form not  of 
rationa l ly  p lanned deployment of  resources , but  of  
frenetic squandering  of  resources remin i scent of  the 
"Great Leap Forward" of 1 958-60 that wrecked the 
economy at that t ime.  The basel ine  prob lem that sti l l  
confronts C h i n a  i s  t h e  ignorance of  i t s  peasantry . A Feb . 
1 6  Pek ing Radio broadcast i l l ustrated the problem the 
country faces in mechaniz ing agriculture by cit ing the 
product ion team i n  H ubei provi nce which shut  off a 
d iesel engine i n  midoperat ion by h i tt ing i t  with c lubs 
and then dumpi ng i t  i n  a pond because they k new no 
other way to shut  it  off. Th irty-eight percent of  that 
province' s 550,000 pieces of farm m achinery and imple
ments were found i n  a survey to be malfunct ion ing .  " I n
j uries, fata l i t ies and the break down of farm machinery 
and i m p lements,  a l l  resu l t ing from farm machinery acci
dents, are frequent in  all areas ."  In one province, the 
n u m ber of tractors i ncreased more than 25  t imes bet
ween 1 965 and 1 976,  but the area of  land t i l 1ed by 
machinery i ncreased by . . .  0 . 5  percent ! 

I t  i s  thus  l i tt le  surprise that ,  according to The Seven
ties' acount ,  the p lan for complet ing 1 20 l arge-scale 

capital construction projects - the cornerstone of 
China 's  announced program unt i l  1 985 - "is rather too 
greedy ."  Apparently, resources are simply being diver
ted haphazardly from other sectors to these "priority" 
projects . 

The Feb . 24 editorial reveals the ful ler dimensions of 
the prob lem . The art ic le l a u nches an attack on 
"rashness and i mpetuosity" which it says have caused 
"gaps and i mbalances in the p lan" wh ich "encourages 
chaotic development" leading un i ts to overstock and 
cause man-made shortages, leading to bartering and 
i l legal  trading - endemic in  Ch ina  si nce the late 1 950s 
- vit iat ing the entire nat ional  plan . The article 
specifical ly l i kens  the present tendency to the popular 
att itude d uring the "Great Leap ."  I n terestingly, the arti
cle says that one source of the problem has been setting 
plan figures too high, wh ich "gives rise to boasting, 
empty talk and fabricated figures ."  In plain language, 
Ch ina  i s  h aving to drastica l ly  revi se downward its out
put  and growth targets . 

- Peter Rush 
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B rez hnev h its C h ina war th reat 
Offers West cooperation, pact against nuclear first strike 

Soviet President Leonid  Brezhnev topped o ff a series of 
speeches by the Soviet leadersh ip March 2, with a 
nat ional ly televised survey of h i s  domestic and foreign 
policy . With respect to the U nited States,  Brezh nev of
fered a carrot and brandished a stick ,  as he warned 
China an d its Anglo-American supporters to halt a 
course of action which cou ld  p lunge the world into 
thermon uclear war .  He countered with the Soviet 
pol icy-a l ternat ive to war, an offer to the West, i nc lud ing 
America, of broad in i t iat ives for trade and disarma
ment .  

M ost U .S .  news media , thei r  editoria l  decis ions un
der the  sway of State Department attempts to b lack  out  
the war danger, m isrepresented both the "carrot" and 
the "st ick" of Brezhnev's  speech . The Soviet  l eader was 
reported to have issued a conci l iatory perspective that 
was a "drastic departu re from the recen t Soviet 
propaganda l i ne" of attack ing Washington ' s  conn ivance 
wi th Pek ing's  invasion of Vietnam . M ost press fol lowed 
the lead of  the New York Times , whose M oscow corres
pondent wrote that the aging Soviet leadersh ip is " less 
vigorous and deci s ive than necessary in  a fast-paced 
world ," and that Brezhnev's health "has forced him to 
let important decis ions dr ift . . . .  I t  would be out o f  
character for h im t o  approve ri sky, extensive action 
against Ch ina ."  

On the  contrary, Brezhnev's warnings to China were 
decisive. We excerpt the '  speech below . 

The "conci l iatory" side of h is speech was a lso d if
ferent than represented . Both Brezhnev and Prime 
M in ister K osygi n, who spoke the preced ing day, defined 
econom ic development as the fun damental goal of 
Soviet po l icy for the Third World as well as i n  East
West re lations .  

Brezhnev c i ted the  ex i s t ing  2 5-year economic  
cooperation agreements o f  the  USSR wi th  France ,  West 
Germany and Fin land,  wh ich are broadly recognized as 
measures for po l i t ical stabi l i ty as wel l as economic 
growth ,  and offered to negotiate one with I taly . Soviet 
officials told the Journal of Commerce that they would 
l ike to see the same arrangement with the Un i ted States , 
if Washi ngton wi l l  remove the legal and po l i tical 
obstacles already th rown up against trade. 

Brezhnev concentrated much of his speech on an ap
peal to the Carter Admin istrat ion to drop its con fron-

tation pol icies and work with the USSR and Western 
Europe for global  peace and development . H i s  words, 
ampl i fied by the cont inuing official Soviet warnings 
about Southeast Asia, demonstrate that Moscow con
s iders the danger of war very imminent .  But Brezhnev, 
i n  predicting that he w i l l  be able to meet President 
J immy Carter "in the not distant future" to sign a SALT 
agreement and open discuss ions in  other areas, has held 
the door open for the U .S .  not only to salvage detente, 
but to jo in  East and Western Europe in  forging an 
a l l i ance for industrial growth and strategic security . 

Brezhnev's further disarmament proposals are under 
considerat ion at h igh levels of  European governments .  - Rachel Berthoff 

B rezh nev: 'the  ta sk 
• , wa r I S to p revent  

111 his March 2 election speech . So viet President Leonid 
Bre::hnel' dealt with China hej'ore turning to revie w Soviet 
relations with the maior Western nations. Follo wing are 
excerpts translated from the Soviet dail .! ' .  Pravda:  

With its unprecedented , naked, and murderous attack 
on the smal l  neighboring country of social ist V ietn am , 
the present Pek i ng ru lers have revealed to the entire 
world once and for al l the sneaky, aggress ive essence of  
thei r  great-power hegemon istic pol icy . Now everybody 
sees that th is  pol icy is  now the most serious threat to 
peace in  the world. It is now clearer than ever how 
dangerous are any forms of compl ic ity with  th is  pol icy . 

The Soviet peop le, together with peacefu l  peoples of  
the entire world ,  demands  the im mediate cessation of  
the Chinese aggression aga inst V ietnam,  the  withdrawal 
of  al l t roops to the last soldier . . . .  Today, in this di fficu l t  
hour, we are fu l ly  and  total ly i n  sol idarity with the  V iet
namese p.eople .  And no one sho uld have any doubt :  the 
Soviet Un ion i s  fai thful to the Treaty of  Friendsh ip and 
Cooperation that b inds our  countries . . . .  The aggressor's  
plans are doomed to fa i l .  
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The most urgent and burning task for humanity in  
our t ime is stopping the arms race and preven ting the 
th reat o f  n uclear world war . . . .  

One o f  the m ajor  tasks in  th is frame of th ings i s  
without doubt the elaboration of a new Sov iet
American treaty on the l im itation of strategic arms .  
N ow this  labor of  m ore than s ix  years seems to be close 
to complet io n .  Of course, the treaty cou ld ,  in our  v iew, 
be better .  I t  does not fu l ly meet our wishes. But i t  i s  a 
reasonable compromise,  wh ich takes in to account the 
interests of  both sides . On the whole,  i t  is  a great and a 
good th ing . . .  

Conclus ion o f  a SA L T-2 treaty wi l l  without doubt 
exert a positive i n fl uence on the world c l imate. The new 
treaty, when work on it  is  fi n ished, wi l l  probably be 
signed during my meeting with Pres ident Carter - I 
hope, in the not too distant future .  We intend to d iscuss 
also several questions of further development of Soviet 
American relations ,  the strengthening of deten te and 
consol idation of  general peace . 

* * * 

The economic ties among European countries have 
grown more stable .  In the recent period , for instance, we 
have concluded long-term economic agreements with 
Fin land,  France, and the Federal Republ ic  of  Germany .  
Our relat ions with I taly can be brought onto the same 
basis. These agreements are a sort of  jo int  capital invest
ment of  the East and West in a very necessary and 
m utual ly  beneficial  cause - the preservation and con
sol idat ion of  internat ional  peace. 

Of course we do not be l i tt le the d ifficult ies for 
strengthen ing peace and security . . . .  N ATO is furiously 
bu i ld ing up its arms and mak ing the European situation 
difficu l t  . . . .  

The Soviet Un ion  has repeated ly declared that it ad
vocates not the bu i ld-up,  but the l im itation of nuclear 
and convent ional  arms by agreement on the basis of fu l l  
reciprocity (on the Vienna armed force cut talks for 
Central Europe - ed . ) .  This  appl ies to midd le-range 
weapons in Europe too - taking into account ,  of 
course, the existence of  American mi l itary bases there 

We are prepared , of  course, to consider other 
proposals . . . .  

I n  1 976 , the Warsaw Treaty countries proposed that 
signatories of  the pan- European Conference (Helsi n k i  
Agreement-ed .) v o w  not  to u s e  n uclear weapons  
fi rst against each other .  I n  reply,  i t  was  sa id  in  the West 
that this would make  convent ional  war m ore l ikely . 
Well  then,  let u s  agree on the non-first-use of n uclear as 
wel l as convent ional weapons ."  

Kosygin :  'wo rk toward 
c reative g oals,  not war' 

Prime Minister A lexei Kosygin addressed a Mpscow 
audience March I ,'  A mong other issues, he situated the 
danger of war in the context of recent developments. 

Ult imately the purpose of our st rugg le for detente and 
d isarmament,  for the e l imination of  the th reat of war, is 
to g ive the peop le the opportun ity to use their resources 
as broadly as possib le for creat ive goals - to use for 
these goals more of the advantages of  international 
cooperation and thus accelerate the economic and social  
progress of  human ity. This  is a great task ,  which 
deserves the huge efforts persistently expended by the 
Sov iet U n ion to hasten its acco mpl ishment .  

International  cooperation is  becom ing a factor of 
i ncreas ing sign ificance in  world pol itics as well as in the 
wo rld economy .  For each country ,  regardless of i ts  
social  system,  th is  is  the rea l way to ensure stable, 
mutual ly  beneficial rel at ions with other countries . For 
al l the countries and regions o f  the world, this is 
basica l ly  the only possible path to the solution of severa l 
global problems which face all of humanity and can only 
be so lved by co l lective efforts . These are the questions of 
preservi ng peace , supplying energy an d food,  protecting 
the environ ment, and others . . . .  And the most important 
of  these g lobal  problems, the one whose solut ion gives 
the key to a l l  the others, is the preven tion of a new world 
war. 

The Ch i nese leadership has comm itted a despicable 
crime aga inst the ca use of peace and progress . I ts attack 
on the Socia l is t  Republ ic of  V ietnam,  on its heroic and 
long-sufferi ng people, is  a cynical and barbarous  act . . . .  
This  is a po l icy o f  adventurism . I t  gives pause not only 
to Ch ina ' s  neighbors .  And any conn ivance with such a 
pol icy is extremely dangerous, because th is  is . con
n ivance with force and dictate, connivance with the at
tempts of the Ch i nese leadership to th row the peoples 
into war.  There is no just ification for the aggression :  it 
should be condem ned by all :  it m ust be fi rmly repulsed . 

Berlinguer to China: 
Detente now crucial' · 

On the occasion o{ a Naples Italian COlIl/lI llI/ist Party 
( PC! ) ( '()ngress on Sunday, March 4. PCI Secretary 
General Ellri( '() Berlinguer endorsed SO l'iet President 
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Leollid Bre::hlle l' 's col/ jilr a rapid cOllclusion o/Ihe SA L T 
lolks olld al lock ed Ihe elelllell is o/Britaill ',I' "arc o/crisis " 
,ICl'lIorio jilr slep- wise COII/roIl IOlioll wilh Ihe USSR which 
has hel'1I propoullded al grcol Icnglh h I ' ZhigllieH '  

Br::e::insk i, A l id  he urged a Norlh-Soulh del'eloplllelli 
perspecl il'e as Ihe allchor jilr lI'or!d pcace, Bcrlillguer 

spoke as follo ws, according to the PC! daily Vnita: 

, . '  After o ur condemnation of  the Chinese attack, we 
want to address an urgent appeal to the leaders of the 
Commun ist Party of  China,  for the withdrawal of their 
troops from Vietnamese soi l  . . .  so that peace can be re
establ ished between those two countries; an event which 
could establ i sh among all I ndoch in ese peoples an order 
founded on mutua l  respect for freedo m ,  independence, 
and nat ional  sovereignty . . .  

Wh i le in I ndoch i n a  a major  b loody confl ict takes 
place, which is ex tremely dangerous for world peace, at 

the same time we see conflicts and tens ions among other 
regions and co ntinents - from the M ideast to the Per-
sian Gu l f  . . .  to the H orn of A frica ,  to southern A frica . .  . 
and  each of these confl icts could trigger a major  war . .  . .  
Th is danger i s  even more grave considering that rela
t ions among the superpowers have deteriorated recent ly ,  
(and)  the rearmament game goes on . . . .  

( I n  such a s i tuat ion , )  quest ions of  the progress and 
survival o f  populat ions become more acute and  ex
plosive in the vast underdeveloped sector,  precisely 
because there exists no framework of  g lobal  relat ions for 
detente and cooperat ion with in  wh ich peace and 
development can be assu red . In order to assure them , we 
are convinced that western Europe m ust lead the way to 
the recovery o f  the detente process ,  and for an East
West-North-South cooperation capable of  renewing the 
social-pol i tical order (of the underdeveloped countries . )  

Soviet perspective on energy development  

The scope of internat ional  development needed today 
means a t ransit ion to a new qual ity of energy produc
tion requiring in ternat ional  efforts, in the view of 
Soviet scien tists and econom ists .  We summarize here 
two articles from Pral'da in the fi rst months of th i s  
yea r, publ ication of wh ich has recei ved no attent ion 
in America . 

Academician N. Basov . the Soviet laser fusion 
pioneer , wrote i n  Pravda Feb , 4 on "The Laser an d 
the Power I ndustry of the Future ."  Emphasizing the 
importance of pool ing internat ional  research efforts , 
Basov cal led for rapid development of the fusion-fis
s ion hybrid reactor as a commercia l ly  feasible transi
tion process before the establ ish ment of ther
mon uclear fusion  power for broad use in  ind ustry . 

"As  ci vi l izat ion deve lops and peoples' standard of 
l iv ing ri ses ."  w rote Basov, "the quan tity of  energy 
cons umed i nevitably grows . . . .  Therefore, humanity 
faces the co mmon task of  seeking and mastering new 
sources of energy,  It would be hard to overestimate 
the dram atic depth of  the importance of the power 
problem . Happi ly .  as al most always happens in crisis 
s i tuat ions .  science suggests the way out. The idea of 
control led thermon uclea r fus ion , which emerged 
several decades ago ,  wi l l  be able,  it seems to us. to 
give human ity a mighty source of energy and avert 
the th reat of  energy fa mine.  a l ready in  the near 
future, " 

Academician N. Inozemtsev, chief of the I n stitute 

of World Economic and I n ternationa l  Relations .  
proposed in the  Jan .  22 issue of  Pravda a worldwide 
strategy for energy advancement and Third World 
development .  His  out look i s  the basis for the 1 5-year 
development pack age being taken to I nd ia  by Prime 
Min ister Kosyg in  this month . 

" From 1 900 to 1 977 ,  the world consumption of  
energy grew 1 2-fo ld  . . . .  I f we speak about the coming 
decades , besides the ut i l izat ion of o i l  and gas and the 
estab l ishment of better economic re lat ions among the 
producing nations and consum ing nat ions,  there 
ari ses the urgent need for broader use of anth racite 
and other energy raw materia ls ,  and to speed up the 
construction of  atomic power stat ions .  It is  clear that 
humani ty has en tered a period of  preparing for the 
inevitable fundamental  reconstruction of  the entire 
structure of  the fuel economy and the uti l ization of 
such practica l ly inexhaust ible reso urces as ther
mon uclear fusion energy and solar energy , 

" T h e  m ec h a n i z a t i o n , e l ec t r i fi c a t i o n  a n d  
chem ical ization o f  agricu lture, large-scale land im
provement, and the  successes ach ieved by  biologica l 
and genetic science are the rea l basis for the sharp in
crease in gra in and other  crops' productivity ,  

" For a l l  these opportunit ies to b e  real ized , we 
must have peace and further progress in the socia l ,  
economic,  scient ific and technological , and cultura l  
development of human ity .  We need broad inter
nat ional  cooperat ion , "  
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I M F  po l i cy i n  Af r ica 
Regional and tribal wars help the Fund impose austerity 

Prominent Brit ish spokesmen,  among them Sir  George 
Bolton and t he London Guardian.  have been p redicting 
the col lapse of  the economies and central ized govern
ments o f  b lack African n at ions ,  and a redrawing of the 
continent's po lit ical  map.  N ow,  a wave of  regional  wars 
and tr ibal unrest t hroughout the continent ,  much of i t  
d irectly fueled by Br i t i sh  mercenaries and by Bri ta in ' s  
c l ient  state, Rhodesia,  threatens to ful fi l l  that "predic
t ion , " confront ing parts of  Africa wi th  conditions  com
parable  to those during the Thi rty Years War in 1 7th 
century Europe . The threat to central ized authority and 
d isrupt ion of transportat ion i n fras tructure caused by 
these wars wil l  resu l t  in the e l im inat ion of  l arge numbers 
of the African population . 

The a im of  th i s  genocidal chaos is to preserve I M F  
hegemony i n  Africa, preventing the establ ishment o f  an 
industrial ization process i n  Africa i n  the context of  the 

\L itt le hope for Africa' 
A t the Jan.  1 7  meeting of the Institute of Bank ers .  
Sir George Bolton . KCMG. included in a speech on 
British global financial domination the following 
prediction for the destruction of southern Africa: 

One vast area wh ich deserves mention in  th i s  brief 
rev iew is the cont inent of  Africa where the 
removal of European  d i scip l ine ,  wh ich unti l  qu ite 
recently contro l l ed virtual ly the whole of Africa ,  is 
result ing in anarchy.  As the veneer of  the educated 
elite wears o ff, there seems l itt le hope for Africa 
south of  the Sahara b ut to return to tr ibal anarchy .  
The suicidal l i beral  m ind  i nsists on transferring 
Western pol it ical ideals to the conti nent of A frica 
but I th ink  we shall fi nd  that this wi l l ,  in  the short 
run ,  produce disaster and the rest of the world w i l l  
neither be ab le  nor w i l l i ng to  fin ance Africa nor  
rely upon A frica for natural resources . 

development approach of the European Monetary 
System . The Brit ish and the I M F  intend to maintain 
A frica as a suppl ier of raw materials ,  in  the tradition 
establ i shed in  A frica by Ceci l  Rhodes and the Belgians .  

A be l t  of destabi l izations of Africa reaching from 
northeast i nto central Africa has been estab l i shed ,  
a ffecting Chad,  the  Sudan , and  Uganda, whi le Rhodes
ian and South A fr ican operat ions against the contig
uous black maj ority-ruled states in southern Africa are 
raising the specter of regional  war in this area . I srael i 
in tel l igence is involved in  these operations in both 
reg ions .  

The case of  Zaire, on the br ink of complete econ
om ic and pol it ical col lapse, shows where the whole 
region could be head ing .  

Development conference threatened 
In the northeastern belt, wh ich includes Chad and 
U ganda,  the pressu res be ing mounted against  Sudan 
wil l  h ave the most serious repercussions in the H orn of 
Africa . The most im portan t casualty could be a Soviet 
supported French development conference for the Horn 
of A frica region . 

The fi rst summit  ever between Sudan President 
Jaafar N u meiry and Ethiopian head of state M engistu 
Feb . 1 4- 1 6  fai led to reso lve the problems between the 
two countries, stem ming from refugees from each coun
try resident in  the other. 

Si nce then Numei ry has delivered an u lt imatum to 
the U .S . ,  tel l ing the U . S .  it  has unt i l  Ju ly  (when his term 
as OA U chairman expires) to use diplomatic means to 
get Ethiopia to withdraw its troops from the Sudan
Ethiopia border, where they are prevent ing the ingress 
of  m i l itary suppl ies for the anti- Ethiopian Eritrean 
rebe ls .  

The Brit i sh- inte l l igence l in ked M oslem Brother
hood,  which is  very strong in  Sudan,  has been organ
izing dem onstrations aga inst N umeiry,  predicti ng he 
wil l  h ave the same fate as the Shah . And t here are 
n umerous reports that the 1 7-year North-South civi l  
war in  Sudan wi l l  erupt again . During the civi l  war the 
I srael i s  p layed a major role aiding the southern rebels ,  
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operati ng from Eth iopia  then ruled by Emperor Ha i le  
Selass ie .  

Embroglio over Chad 
Chad,  on  Sudan's  western border, a lso borders Libya,  
and has been the scene of  tr ibal  str ife for 14 years . The 
cr is is  i s  heat ing up,  with five d ifferent tr ibal  fact ions  
hold ing out for the i r  i nterests. A pproximately 800 
northerners were k i l led M arch 6 i n  the southern town of 
Moundou ,  rais ing the possib i l i ty of  reprisals against  
southerners i n  the north .  Exaggerated rumors of  s imi lar  
atrocit ies have provoked counteratrocit ies i n  recent  
months .  

L ibyan support for some of  the fact ions i n  Chad 
could be used as an excuse by Egypt's President A nwar 
Sad at to attack Libya.  N eighboring West A frican coun
tr ies with M oslem populat ions are also fearfu l  that 
Chad could become the springboard for rad ica l  I s l amic 
fundamental ism i f  L ibyan leader M uammar el-Qadaffi ' s  
i n fluence grows i n  Chad . 

Israel i  i nvolvement deepens 
The destabi l ization of  the unstable Ugandan reg ime of  
Id i  Amin  i s  bei ng in stigated by  Israel i  in tel l igence, with 
the active conn i vance of Tanzan ian President Ju l i u s  
Nyerere , who has  twice befo re aided attempts to over
throw A m i n .  Amin  has charged that I srael i  pi lots as wel l  
as mercenaries are i nvolved in  the figh t  aga inst h im . 
When asked by other A fricans  about the I s rael i i nvolve
ment , Nyerere has respon ded: "They are friends o f  
Obote . "  The reference i s  to D r. M i lton Obote, t h e  for
mer president of Uganda,  who has been provided a base 
of operat ions in Tanzan ia .  

The  possib i l i ty of  a fi rmer base of operations  for the  
I srael is  i n  A frica i f  Amin  fa l l s  not  on ly has  enormous 
impl icat ions for the potential  revolt  i n  southern Sudan ,  
which bo rders Uganda, bu t  wi l l  open up central Africa 
to fu rther destab i l izations .  Nyerere has refused both 
OA U and L ibyan attempts to mediate the cris is . 

South Africa launched a combi ned mi l i tary and a i r  
attack aga inst bases of  SW A PO, the Namibian l iber
ation organizat ion , in Angola M arch 6. The raid 's  tac-

tics paral leled those used in I s rael i  attacks against  Leba
non , h igh l ight ing I s rael ' s  extensive con nect ions wi th the 
South African m i l i tary . 

The renewed attacks on Angola ,  designed to prevent 
a SW A PO victory i n  upcom i ng Namib ian elect ions ,  
portend the en d of the U N  plan for the i ndependence of  
N am ib ia ,  and wi l l  resu lt in  a South  A frican  m i l i tary 
bu i ldup in N am ibia to  be thrown aga inst  A ngola .  

- Douglas DeGroot 

Guardia n predicts 
"Terra incog n ita" 

The lead editor ia l  of  the  Br i t i sh  da i ly ,  The Guar
dian , on Feb . 1 4 ,  ent i t led "Suddenly,  a world ful l  
of peri ls ," 'opened wi th t h i s  l ine :  "To peer o u t  over 
the shaky Br i t i sh parapet at present  is  to see a 
world which , i n  some l ights,  looks more men acing 
than at any t ime s ince 1 939 . "  The ed itor ia l  then 
proceeded to  lay o u t  a series of  scenarios for chaos 
and co nfl ict throughou t  the world .  

The cessation of  c ivi l ized society i n  southern 
Africa was also projected : " I t  needs only a few 
determined raids by Rhodesia,  to avenge the 
destruct ion o f  its second a ir l iner and the deaths of 
59 people,  to make Pres ident Kaunda's  posi t ion in  
Zam bia untenable .  I t  is quest ionable even now to 
what extent h is writ runs i n· southern Zambia.  but 
h i s  rai l  l i n k  with South Africa th rough Rhodesi a  i s  
v i ta l .  I f  i t  were i n terrupted Zambia's  economy 
cou ld  wel l  co l lapse .  So could that of  Zai re, i f i t h as 
not i n  truth co l lapsed al ready, so that a huge s l ice 
of  A frica wh ich is at present under at least some 
ten uous adm i n i strat ion aga in becomes terra i n 
cogn ita . . . .  " 
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What I M F  
to Af r ican 

poli c ies do  
d eve l o p m e nt 

The worldwide recess ion of the m id - 1 970s took a severe 
to l l  on the developing nations  of Africa . Contract ion of  
world t rade, col lapse of  commodity prices, i n flation ,  
and cutoff of  credit  from traditional lenders, made  i t  im
possib le for these nations  to fin a nce development out  of 
their export earnings . African countries were forced to 
incur enormous debts in  efforts not  on ly  to mainta in 
their development p lans ,  but even to secure basic 
necess ities which they had to import .  

With Western sou rces o f  credit dried up,  many 
African nations  have be.en forced to re ly increasingly on 
the Wor ld  Ban k and International  M onetary Fund for 
loans .  M o reover, pr imari ly on the advice of these in
sti tut ions ,  A frican nations have borrowed for some 
large but poorly conceived proj ects which have added to 
their debt burden without enhancing their future 
prospects for generat ing capital . 

A prime example is the I ; 500-mi le-l ong power l ine 
l in king the I nga dam on  the lower reaches of  the Zaire 
R iver to the copper m ines in Zaire's S haba Prov ince,  a 
power. l ine that loses over two-thi rds of  its power by the 
t ime i t  reaches its dest inat ion . I t  was bui l t  solely for the 
purpose o f  bypass ing neighboring social ist  A ngola .  

Worse, however, h as been the imposit ion of austerity 
dem ands tied to  I M F  loans . These condit ions not on ly  
make contin ued development of  the affected nations  im
possible,  they are mak ing whole areas o f  t he continent 
un inhab itable . 

Ghana,  Sierra Leone,  the Sudan , Zaire ,  Zambia ,  
Jamaica, and Peru ,  among others , have a l l  been forced 
by the Fund to submit  to currency deva luat ions ranging 
from 5 percent to 30 percent in  1 978 and th is  year, and 
in at least two cases to a l locate 30 percent of  their 
foreign exchange earni ngs to debt serv ice. M ost have 
al so cut back socia l  spen ding and the importation o f  
food , essent ia l  commod ities, and capital goods a s  wel l .  

The resu l t  h a s  been double a n d  triple digit  i n flat ion 
in food prices - red ucing the consumpt ion ,  and there
fore the product iv ity of  the working popu lation ,  and the 
abi l ity of the youth to learn . Furthermore, the Fund 's  
financial  "recovery" condit ions have hastened the col
lapse of al ready decrepit econom ies, such as Zaire's , 
engendering widespread urban and rural starvat ion ,  due 
to a total col lapse of food product ion and d istribut ion 

and an 1 M  F-ordered cutback in  food imports . 
Raw-m ater ia l  import cutbacks have damaged or 

co l lapsed the reven ue-producing export sectors,  giving 
the l ie  to the "recovery" characterizat ion of  the I M F  
scourge. 

Such "recovery" programs,  i f  not reversed,  wi l l  
p lunge the Third World into a dark age far darker than 
the backwardness from which it is str iving to  emerge . 

Za i re :  the  IMF pol ic ing genocide 

Zaire i s  the  fi rst case of an actual  takeover of  a co un try's  
central fi nancial  insti tut ions by I M F  appoi ntees . Under 
the terms of  last year' s "stabi l izat ion" program,  the 
I M F  has placed overseers in Zaire's Cen tral Bank and 
Finance M i n istry . 

U n der the  d i rect ion  o f  c h ief overseer Erwin  
B l umentha l .  the  country 's  economy has en tered a 
dec l ine wh ich th reatens to prod uce the break-up of 
Zaire as a nationa l  entity . B l umenthal has  made it ob
vious ,  furthermore, that th is  fact does not  concern h im 
or the Fund in the least . H is br ief  is to see to it that 
Zaire's debt i s  paid off for once and for a l l ,  and i f  that 
req uires the destruct ion of  the economy and the 
massacre-by-starvation of  the populat ion,  so be i t .  Ful ly  
30 percent of the co un try' s foreign exch ange has been 
a l located,  by I M F  dictate , to servicing the co untry ' s  $ 3 . 5  
b i l l ion debt . Another 3 0  percent has been parceled out 
for all consumer goods i m ports, inc luding food,  3 3  per
cent for raw materia ls  and spare parts, and 2 percent for 
fuel . 

Starva ti on is now spreadi ng rapidly throughout 
Zaire .  The southeastern Shaba province ,  center of the 
copper industry, i s  suffering severe food sh ortages due 
to social unrest, the breakdown of the transport sector 
and l ast year's i nvasion by former gendarmes of the 
Belg ian Un ion  M i n iere min ing company.  The invasion 
- fa lsely b lamed on  Angola last yea r - also scared 
away a large part of the European techn icians essen tia l  
for runn ing and mainta in ing the provi nce's copper and 
other mi nes. 
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The I M F's  embargo on food imports and on fuel for 
truck ing local produce to consumers has  exacerbated 
the sh ortages to the level of starvat ion .  Ch i ldren with 
k wash iorkor ,  the deb i l i tat ing d isease of  ma lnourish
ment ,  are a common sight in the provi nce, accord ing to 
the New York Till/eoi' . I M F  cutbacks have al so resu lted in 
delays in  gett ing raw mater ia ls  for copper refin ing ,  
which has contr ibuted to a 50 percent dec l ine in copper 
sh ipments th is month - a wi ndfa l l  for speculators on 
the London Metals Exchange, and a fu rther d i saster for 
Zaire, as B lumenthal  cuts constan t proport ions out of a 
shrink ing whole . In addit ion ,  most of Shaba 's  industries 
a re operat ing at 50 percent capaci ty , at best .  

In the western Bas Zaire province ,  where condit ions 
are exacerbated by drought ,  starvat ion level s a re "worse 
than the Sahel ,"  with more than a quarter of the 
ch il dren in  some districts acutely malnourished, accor
d ing to a recent study by an internat iona l  n ut ri t ion sur
vey team . Some 450,000 people are esti mated to be af
fected by starvati on . Emergency sh ipmen ts of seed, ac
co rding to the U .S .  Department of  State's Disaster 
R el ief office ,  were not expected to be in  the ground by 
the March I deadl ine ( the en d of the rainy season)  fo r a 
good crop. The s ituat ion ,  therefore, w i l l  be the same, i f  
not wo rse, next  year .  

Due to  the  col lapse of the  country's  once-effi cient i n 
frastructure - wh ich Blumenthal  is now dr iv ing into the 
ground with h i s  ration ing plan - peasants t h rough out  
the country are unable to get the ir  crops to market and 
h a ve l a rgely reverted to subs i stence agr icu l tu re .  
Whereas there were 80,000 mi les of good roads in the 
coun try at the time of i ndepen dence in  1 960, there are 
now 1 2 ,000 . 

With no loca l prod uce arr iv ing in the cit ies and the 
I M F's  cutting back of food imports, starvation is  even 
spreading to the cities . In the capital , K inshasa,  Western 
diplo mats report seeing people "fa int ing from h unger," 
and levels of  depri vat ion they have never before wit
nessed . There are reports in several cit ies of  food riots, 
and,  in several  provi nces, armed gangs shopping for 
groceries by force . M any of these armed gangs are said 
to be unpaid and unfed Za irean army soldiers . 

With the co l l apse accelerating, Belgi um has sent 250 
parat roopers, ostens ibly to protect Europeans from 

rioting Zairois ,  but in fact to ensure that President 
Mobutu Sese Seko does not try for an alternative aid 
program that wou ld  enable  h im to pu l l  out of the Fund's 
grasp . 

A paral lel  conti ngency p lan ,  to overthrow Mobutu i f  
necessary, i s  i n  place on  Za i re 's  eastern borders . On Feb . 
1 6 , 48- European mercenaries were arrested attempting 
to enter the country from neighboring Rwanda,  and the 
Rwandan army arrested 80 more this week . The mer
cenaries were later d iscovered to h ave been funded by 
the Belg ian Banque Bruxel les Lam bert of the Rothsch ild 
fam i ly .  

The Suda n :  out lawing development 

The Sudan ,  i n  northeast A frica, has  the  greatest 
agricultural potent ia l  of any country in A frica . Pres ident 
l aafer N umei ry ,  after more than a decade spent bringing 
pol i tical  stab i l i ty to the country, has brought the Sudan 
to the point where i t  i s  ready for an economic boom, i f  
fi nanced . 

But the I nternat iona l  M o netary Fund h as put up 
every obstacle, in co l laborat ion with some Saudi leaders 
who would sacri fi ce the breadbasket of the M iddle East 
for the 1 M  F's i dea of short term fi nancial  stabi l i ty; 
stabi l i ty based on s lowing down, i f  n ot stopping, 
Sudan's  economic  growth . 

In the cou rse of  fi na ncing development,  not possible 
through foreign exchange earnings (a cond it ion that the 
I M F  seems to be in sist ing on), the country has ac
cum ulated $2 . 5  b i l l i on  in foreign debt , with 30 percent 
of al l foreign exchange earn ings going to debt-service 
payments .  The Sudan has benefi tted so far only from the 
backi ng of  Saudi  A rab ia .  List J une, however, the I M F  
extracted a 20 percent deva l uat ion o f  the Sudanese 
pound and an em bargo on development spending,  unt i l  
S udan ' s  $700 m i l l i on arrears on debt service was paid 
up.  Even at that ,  the 20 percent deva l uat ion represents a 
minor  victory for S udan , s ince it was 1 0  percent below 
the dev� luat ion demanded by the Fun d .  

Disrega rd ing t he fact that repayment of curren t debt 
i s  secu red only by the un i nterrupted growth of  the 
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Sudanese economy,  the I M F  last week prevai led on 
Saudi Arabia to with hold payments of  a $300 m i l l ion 
grant  to Suda n ,  causing an instan t foreign exchange 
cri s i s .  On Feb . 1 6  a Fund delegation arrived in the coun
try to extract further concessions in return for new 
cred it . 

I n  contrast to the Fund,  the government of  the Ger
man Federal Repub l ic recently wrote off $2 1 8  m i l l ion 
owed i t  by S udan . 

F urther pressure from the I M F  cou ld  upset the 
del icate pol i t ical balance that  N u meiry has constructed 
over the l ast deca,de, possib ly causing the resurgence of 
the Anya-Nya secessionist  movement in  the Chr ist ian 
so uthern Sudan, or an upsurge of  I slamic fundamen
ta l i sm,  s imi lar to that i n  I ran , i n  the north . A l ready the 
fanatical M us l im Brotherhood, wh ich held a 4,000 per
son demonstration last week in  K hartoum,  is ca l l ing for 
N u meiry to go the same way as the Shah ,  for the crime 
of modernizing h i s  country.  

Za m b i a :  engender ing i nsta b i l i ty 

A lthough Zambia has not yet sunk  to the depths o f  
Zaire, the combinat ion of  the austerity regimen imposed 
by the I M F  and the constant and growing threat from 
Her M ajesty's colony of Rhodesia have created social 
unrest that seriously threatens Zambia's economy and 
the government of President Ken neth D .  Kaunda,  and 
could cause the spl intering of the country . In the worst 
sense, Zambia could "catch up" with Zaire i n  short or
der. 

Zambia h as been under increas ing pressure from the 
I M F  s ince the drop in  copper prices dried up their ma in  
source of income in  1 974 . As in  Zaire, commercial banks  
in  the West loaned Zambia considerable sums assur ing 
the Zambians that repayment would come from Zam
b ia ' s  then-growing receipts from copper .  From a 1 974 
h igh  of  $ 1 .26� b .  in the second quarter, the price of cop
per fel l  to $ . 62 in the fourth quarter and $ . 5 3  a year after 
that, staying at th is  depressed level unt i l  this year .  
Foreign exchange reserves fel l  from $3 1 8  m i l l i on  to $38  
mi l l ion  i n  the fi rst s ix months of 1 975 ;  and there h ave 
been no reven ues from copper si nce the end of 1 974. The 
cost of  production has been h igher than the world price.  

A s  a resul t ,  the K aunda govern ment has been in
trod ucing more and more dracon ian austerity measures 
in an attempt to stave off the Fund's  b i l l  col lectors . I n  
the 1 978 b udget , capital in vestment was cut from 1 977 's  
£ 1 33 mil l ion  to £ 99 mi l l ion , the equivalent of £ 79 . 2  
consider ing the country 's  2 0  percent i n flat ion rate. A t  
the same t ime,  government subsidies were removed from 
several vital  comm odit ies ,  causing a 2 1 .6 percent in 
crease in  the price of  maize, a staple food,  and a 28  per-

cent rise in the price of ferti l izer . Recurrent expendit
ures were cut from £484 mi l l ion  ( 1 977) to £444 mi l l ion 
(355 .3  m il lion  considering i n flation) ,  stripping health 
and educat ion a llocations  to the bone. In the same year, 
the government in troduced forced rura lization of unem
ployed urban dwellers . 

After an i nspect ion vis it  i n  M arch , the I M F  offered 
$390 mi l l ion in financia l  assistance, appl ied to import 
b i l l arrears and back debt . As of  1 977 ,  Zambia's  debt

· 

was $ 1 .27  bi l l i on . 
As  a result  o f  t he economy's contract ion and the cuts 

in socia l  spend ing,  the Kaunda govern ment is  facing a 
resurgence of opposit ion and the growth o f  regional ist 
and tribal pol i t ical machi nes, part icular ly among the 
Bem ba on the copperbelt and i n  southern Zambia along 
the bo rder with R hodesia .  

Zambia has a l so  faced almost constant m i l i tary 
harassment from Rhodesia :  one major  raid aga inst 
Patriotic Front  guerri l l a  camps in  Zambia last year, and 
another l ast week , in  which upwards of 1 00 people were 
k i l led . Rhodesia h as a lso threatened more severe raids in 
reta l iat ion for the down ing of  a R hodesian a i r l iner by 
guerri l las  in February .  

G h a n a :  capitu lat ion 

I n  t he summer of  1 978 ,  a j unta l ed  by  General Fred 
A ku ffo ousted Ghanaian head of state General Ignati us 
K. Acheampong and has si nce agreed to the demands of 
the I M F, a l m ost before bei ng asked . The Acheampong 
regi me had a h isto ry of res istance to I M F  fi nancial  dic
tatorsh ip :  u pon  h i s  accession to power in  1 972, Acheam
pong reversed a deva luat ion of the Ghanaian currency, 
the ced i ,  and v ir tua l ly un i l atera l ly fo rced the renegotia
t ion of  Ghana 's  foreign debt ,  refus ing to pay some debts 
incu rred or  o ffered i r respo nsib ly during the govern
ments of  K wa rne N krumah and Kofi B usia i n  the 
1 960' s .  

Upon tak ing over, A k u ffo im mediately c leared out  a 
n um ber of Acheampong's  adv isors and p ut economic 
pol icy under the contro l  of  str ict monetarist Dr .  J . K . S .  
Abbey, a graduate of  the London Schoo l  of  Econom ics . 
I n  return for a $69 m i l l ion  debt ro l lover fund ,  the 1 M  F 
has extracted from G h ana a deva luat ion of the ced i ,  a 
governmen t  b udget cut ,  a dr ive to increase export FOP 
production ,  and l i m itat ions on imports - l im itations 
wh ich mean " i mmediate hardships for 'qhanaian 
cit izen s and consequent ly a grave strai n on the whole 
fabric of the Ghanaian nation ,"  according to Africa 
Conlidential m agazine .  
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Sierra Leone:  resista nce 

Sierra Leone's Pres ident S iaka Stevens ,  backed by h i s  
national  Chamber of Commerce, has put up sti ffer 
resistance to the 1 M  F's  demands,  but the pressure is sti I l  
on . A fter making c lear  to the 1M F in  an October 1 978 
meeting in  Wash ington that their  demands would 
tli reaten Sierra Leone' s pol it ical stab i l i ty ,  Stevens was 
forced to accede to the Fund's  demand for a 5 percent 
deval u ation in  the leone, the country's currency, and to 
the dem and that the leone be pegged to the Fund's  so
cal led 'currency, the S D R .  The World Bank chimed in  

Proceedings of the Conference on 

threaten ing to cut off new development projects i f  
Stevens did not  capi tu late. 

However, Stevens refused a further devaluation 
demanded by a vis i t ing I M F  team this  Jan uary . This has 
resulted in the suspension of  an I M F  standby cred it for 
h is  country and the postponement of  further aid 
measures, and it is  unsure how the country, which has 
v irtual ly no  foreign exchange left. can hold out .  
However. one poss ib i l ity was  indicated by the  v i s i t  to 
S ierra Leone late last year by France's M in ister of State 
at the Foreign Office O l ivier Stirn . 

-Peter Buck 
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WORLD T RADE REVI EW 

New trade deals 

PRINCIPALS PROJECT /NATURE COST FINANCING STATUS 
European Common fisheries development $650,000 EEC I I I  

Market/Angola 

France/ French company ETPM (Entrepose pour les Trovaux $7.5 mn. for U I I I  

Petroliers Maritimes a n d  U I E  t o  construct, transport ETPM 

and instal l  dril ling platform off coast of $8 mn. for UIE 

Abidjan (Belier field) for Esso, Total :  $ 1 5.5 mn. 

includes some pipeline insta l lation 

FrancejUSSR Thomson-CSF's lTH company to build $ 1 00 mn. plus U I I I  

factory producing electronic telephone central 

exchanges with an annual  capacity of 

a mil l ion lines 

France/Mexico V a l lourec gets order from PEMEX for 400 mn. F might benefit I I I  

additional 1 20 k m  o f  pipes from 1 bn. F 

credit line at 

low interest 

GreecejSaudi Arabia 3-5 yr. oil agreement (crude) NAv U IV 

GreecejSaudi Arabia a luminum product in Saudi Arabia based on $ 1 .7 bn. U IV 

Greek a lumina 

GreecejSaudi Arabia sea route Jedda and Volos through Alexandria, NAv U IV 
Saudi-Syria-libya connection to Europe. 

GreecejSoviet Union 20 yr. agreement for Soviet natural NAv agricultural IV 

gas to Greece. with new pipeline products, a lu-

from Bulgarian border minum, and 

convertible 

currency 

5 yr. ag reement for 1 .5 mt/yr.  $ 1 50 mn/yr. IV 

crude oil to Greece 

long term . agreement S . U .  and Public IV 

Power Corp. of Greece to purchase 

electricity beginning in 1 980. 

Construct aluminum plant in Greece (600,000 $300-350 mn. IV 

tons/yr. capacity) 

Japanjl(uwait Mitsubishi Group to supply 300.000 kw $300 mn. Kuwait Minister I I  

tubogenerators for Poha West power structure of Electricity 

and Water 

a luminum electrolytic-reduction plant Kajima Cor- $ 1 04 mn. J apan I I  

poration a n d  Sumitomo Construction Company government -

with P.T.  Indonesia Asahan Aluminum Overseas Eco 

Coop Fund 

S . U . in agreement with Archer Daniels Midland NAv NAv I I I  

Company for exchange o f  technology for 

manufacturing of new protein products from soy 

and oilseeds; and immediate transfer of meat 

industry technology. 
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