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was extremely depressed and the metalworking industries 
worse. Machine-tool orders continued as bad as 1982, the 
worst year in memory. Industrial fasteners, forgings, cast
ings, non-ferrous metals, mining, basil: chemicals, transpor
tation equipment, and transportation itself were moribund. 

There clearly was no recovery: American basic industry 
was so depressed and such a substantial portion forced out of 
business, that it would not be possible to regain 1978-79 
production levels even after a year of maximum production. 
Even the homebuilders and auto makers remained far beneath 
1978-79 levels. If there was no recovery, then the Federal 
Reserve Board's Index of Industrial Production was wrong. 
It soon became apparent that it was an elaborate fraud. 

EIR took a set of 18 industrial products from hosiery to 
bituminous coal, steel products to tires, cooking stoves to 
newsprint, cardboard boxes to freezers and asked the industry 
associations for their output figures. In every case we found 
that the Fed had inflated the actual numbers, in some cases 
by gross amounts. 

The most conspicuous fake was hosiery. On an· actual 
increase in the first six months of 1983 over the last six 
months of 1983 (the basis for all calculations), of 1.9 percent, 
the Fed claimed a 12.1 percent jump in output-more than a 
sixfold error. Refrigerators and freezers output increase was 
multiplied by nearly three times, while steel product increas
es were doubled. 

The Fed has been systematically lying since the index 
was set up in 1967. In that year, when the Fed Index for autos 
was at 100, the United States produced 7.4 million passenger 
cars. In August 1983 the Fed Index for autos was again 100-
but U.S. production was at an annual rate of only 6.1 million 
cars. 

The key was discovering the Fed's method in lying: the 
"Quality Adustment Factor" (QAF). In collusion with the 
Labor Department's Bureau of Labor Statistics (BLS), the 
QAF was devised, beginning in 1967, to distort the most 
widely used indicators of economic activity, the levels of 
production and of inflation. The QAF is based on the
demonstrably false-assumption that since 1967 the quality 
of autos, steel, and so forth has improved, and that this 
"improvement" should be counted as more goods produced. 
By the same method, the BLS discounts inflation simply by 
deducting the QAF from prices, since the consumer gets more 
"quality" when he buys a product. BLS figures this year 
claimed a $3,799 "quality improvment" in autos-the differ
ence between the actual price of a car, $10,258, and the 
BLS's consumer price index for autos, $6,459--since 1967. 
Cars have, of course, become far smaller and much worse. 

The Fed is reported so worried about the findings of EIR' s 
investigation that it has gone to the extreme of telling other 
government agencies and the White House that it will not 
tolerate any investigation and, further, that if they have any 
complaints about the Industrial Production Index, "they should 
not use it." 
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The LaRouche-Riemann 

measure crash-program 

by L�don H. LaRouche, Jr. 

Up to the EIR's October 1983 "Quarterly Economic Report 
on the U.S. Economy," the data employed for the LaRouche
Riemann quarterly forecasts were chiefly supplied by reports 
of the U.S .federal government and Federal Reserve System. 
The analysis performed to arrange this data-base for fore
casting operations had been accomplished chiefly by recast
ing the chart of accounts of the National Income Accounting 
system published by the U.S. government and Federal Re
serve. The October report contained a discussion, excerpted 
here, of improvements in the economic model effected during 
1983, and directions in which the work will now move. 

Beginning with the October 1983 quarterly repoq, a series of 
changes have been begun, beginning step-by-step improve
ment in assembly of data-base and in choice of data-base. 
Because of the monstrous increase of willful fraud in U.S. 
government and Federal Reserve statistics and reporting dur
ing the recent nine months, the data-base supplied from these. 
sources has become worthless even as a crude approximation 
of actual performance in the U. S. economy. Unemployment 
was "reduced" by dropping approximately one percent or 
more of the total labor force from the data-base by the Bureau 
of Labor Statistics. The rate of inflation was fraudulently cut 
approximately in half by various tricks, such as the Quality 
Adjustment hoax. Data supplied by industry associations, 
already inflated significantly above actual in some cases, 
were inflated once again by the Federal Reserve, with no 
explanation of the methods of calculation or assumptions 
used for manufacturing this hoax. 

As a result of these and other extravagant manipulations 
of data, a grave economic decline-an ominous rate of de
cline-in the U. S. economy was falsely reported as a signif
icant "economic upswing." 

Obviously, such a falsified change in the data-base of 
reported statistics could not be used for a quality forecast at 
this juncture. Therefore, the staff of EIR deployed a large 
part of its personnel resources to dig into primary and sec
ondary data on production, employment; and sales in key 
sectors of the U.S. economy. The purpose was to develop a 
fair estimate of both the methods and extent of the manipu
lation of statistics, and by that means to arrive at at least a 
reasonable estimate of what the actual recent performance 
has been. Although the EIR's forecasts still reference the 
statistical reporting by the government and the Federal Re-

EIR January 3,1984 

http://www.larouchepub.com/eiw/public/1984/eirv11n01-19840103/index.html


model expands to 
development needs 

serve, that data has been corrected to reflect at le<..st as much 
of the faking of reported official statistics as we have been 
able to estimate with fair certainty. Now, with cooperation 
from concerned citizens, some concerned public officials, 
and by other means, the ElR staff is beginning to develop a 
data-base for performance of the economy which will be to 
an increasing degree independent of official reporting. 

Why the LaRouche-Riemann 
method is superior 

The reasons for the unchallenged superiority of EIR's 
quarterly and medium-range forecasts are easily identified. 
An economy consists chiefly of two general components. 
One is the production of physical consumer and producer 
goods, plus transportation and production and maintenance 
of basic economic infrastructure. This component of total 
throughput is analogous to the direct production-costs of a 
particular firm or industry. The remainder of the through
put-administration, services, selling costs, waste, and un
employment, for example-are analogous to the non-pro
ductive "overhead expense" of farms and industries. By 
breaking the total GNP of the U. S. economy down to these 
two general categories-"production costs" versus "over
head expense"-and then subdividing each category appro
priately, EIR treats the U. S. economy as a whole as if it were 
a single, consolidated agro-industrial enterprise. By contrast, 
competing forecasts treat overhead expense-including 
speculative appreciations of rental-incomes, and spiralling 
debt-service charges--as contributing output in the same sense 
that production of physical goods contributes output. 

This is the general reason for the superiority of the EIR 
forecasts since they were first regularly published, in Novem
ber 1979. Additionally-and this is the sophisticated part of 
EIR's forecasting so far-the computer programs developed 
echo a physical principle discovered by the famous Professor 
Bernhard Riemann in 1859. This principle prompts the name 
"LaRouche-Riemann method." This "sophisticated" feature 
of the programming enables us to establish the effect on the 
rates of economic growth of production of physical output 
caused by a raising or lowering of the average level of 
technology. 

So far, the EIR forecast has made this sort of calculation 
by using a set of linear inequalities specified by LaRouche in 

1979, linear inequalities which assume that the rate of per-
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capita capital investment (and maintenance of depreciated 
production assets) correlates with increasing or lowering of 
the level of technology in production. In other words, net 
disinvestment, through failure to maintain infrastructure or 
failure to invest in maintenance and replacement of capital 
stocks of agriculture and industry, represents a net lowering 
of the average level of technology. So does an increase in the 
percentile of unemployment in the labor-force-since a 
smaller percentage of the labor-lurc\! is producing. 

Improvements or net disinvestment in technology pro
ceed by ratchet -like steps upward or downward in rates of net 
economic growth of production of physical output. Rie
mann's principle provides the method for estimating the ap
pearance of these ratchet-like phase-shifts in rates of econom
ic growth. 

These methods used by EIR up to this time do provide a 
very good estimate of probable economic· growth or contrac
tion under even slightly abnormal conditions in the economy 
as a whole. Therefore, no one should find anything mysteri
ous in the unapproached superiority of past EIR quarterly 
forecasts over those published (at higher prices, incidentally) 
by Wharton, Chase Econometrics, and so forth. EIR's per
formance has been reliable and competitively excellent, but 
it does not satisfy us-nor should it. Major improvements 
are therefore under way. 

We report, briefly, the direction in which these improve
ments are now taking us, and then identify the practical 
importance of such next steps. 

The true measure of economic performance 
The proper datum for measuring the actual performance 

of any economy-at any point in past or future human pre
history or history-is named an increase in potential relative 
population density. We break this term down, piece by piece, 
and then show why this is the only valid datum for measuring 
economic performance. 

Population density measures number of persons per av
erage square kilometer of habitable land. As a measure of 
economic performance, it must measure the number of per
sons sustained, per square kilometer, by means of the pro
ductive and related activities of the population inhabitating 
that territory. It measures the ability of a population to sustain 
itself at a certain level of population-density. 

The included cause of difficulty in attempts to effect such 
a measurement is the fact that human populations' required 
consumption per-capita is not fixed. There is no level of 
consumption which represents "subsistence-minimum lev
els" for all societies. Broadly, as the productive powers of 
labor increase, this requires an increase in standard of per
capita household consumption, more education, increase of 
leisure, and so forth. We must measure the percentile of the 
total labor of a society required merely to maintain the level 
of per-capita household consumption required for that level 
of average productivity, and study the way in which the 
remainder of production-output affects increase or decrease 
in the attainable levels of population-density. 
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Land is not of uniform quality for habitation. The com
parison of rich river-bottom land with desert land illustrates 
the general point. Yet, the case of the development of the 
rich Imperial Valley of California out of desert also illustrates 
that there is nothing permanently natural about the relative 
qualities of land. The relative quality of land is always a net 
result of combined improvements and depletion. Instead of 
simply population-density, we must measure relative popu
lation-density. 

Actual population-density is not a proper measurement. 
We must determine what the relative population-density could 
grow to become given the present general level of technolo
gy. We must measure potential relative population-density. 

This is not yet sufficient. For each relatively fixed level 
of technology, there is a corresponding spectrum of useable 
natural resources. If a society continues in approximately a 
fixed level of technology, at least some of these resources 
will become marginally depleted. As a result of such deple
tion, the amount of labor required to produce the raw-mate
rials component of the total market-basket of combined con
sumer-goods and producer-goods requirements will rise per
capita for the society as a whole. As a result of this, the 
potential relative population-density as such is the datum for 
measuring economic performance. 

Society may overcome the effects of marginal depletion 
of natural resources by no other means but advances in tech
nology. Advances in technology solve this problem of deple
tion in two degrees of approximation. First, if the rise in 
average productivity caused by advances in technology is 
greater than the fall in productivity caused by rising per
capita labor-costs for required raw-materials components of 
market-baskets, the potential relative population-density of 
society is maintained successfully. Second, those leaps in 
levels of technology which are recognized as the meaning of 
"technological revolutions" cause a revolution in the defini
tion of the total spectrum of useable natural-resource forms 
of apparent limits to growth. 

However, advances in technology have the general effect 
of increasing the complexity of the social division of labor. 
These increases require an enlargement of the labor-force, 
and therefore also an enlargement of the population-density. 
For this reason, the only datum which adequately measures 
performance of economies is increase of the potential rela
tive population-density. . . . 

Over the recent years, important research has been done 
by the EIR staff on past leaps in technological progress in the 
U.S. economy, including the work of Dr. Steven Bardwell 
on the electricity revolution breakthrough in productivity at 
about 1910, and the work of the staff on the impact of the 

1939-43 U.S. economic mobilization. Whereas our earlier 
forecasting has employed an indirect approach to estimate, 
rather successfully, the shifts in levels of technology in the 
U.S. economy as a whole. we are presently determined to 

approach this measurement more directly. 
The practical importance of doing so at this point is as 

follows. 
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The new U.S. strategic doctrine--of Mutually Assured 
Survival-which President Ronald Reagan announced on 
March 23, 1983, requires a crash-program effort totalling 
directly about $200 billion. in 1983 dollars, over approxi
mately five years ahead. Although the new defensive-weap
ons systems will make use of advances in basic computer
technology, gyroscope design, and so forth, the heart of the 
new systems draws directly from two interrelated areas of 
breakthroughs now occurring on the frontiers of physics: 
plasma-physics research overlapping the development of 
controlled thermonuclear fusion as our primary energy-source 
of the coming period, and directed-beam technologies in the 
areas of high-powered. short-wave-length lasers and particl�
beams, most emphatically. With the right assortment of such 
beams, less than 10,000 kilowatts of pulse can destroy a 
thermonuclear ballistic missile within a fraction of a milli
second. Contrary to old cronies of Bertrand Russell and Leo 
Szilard, such as Hans Bethe, Richard Garwin, and so forth, 
such technologies are either already existing or are within 
reach within a few years-not decades-ahead. 

Such a military crash-program will have effects upon the 
U. S. civilian economy which dwarf the earlier gains in tech
nology contributed by the first ten years of NASA's research
and-development build-up. To produce these systems, we 
shall be required to build up greatly the machine-tool sector 
of industry, and to begin spilling into the civilian sector of 
the economy new kinds of machine-tools employing laser 
and other advanced technologies. With these tools to encour
age us, we shall produce materials we could not cut before 
the development of high-powered lasers, and will increase 
the average productivity of labor by--conservatively-two 
and three times present levels during the remaining years of 
the present century. The advanced technologies embodied in 
improved machine-tools will spill over from machine-tools 
into capital-goods generally, and from capital-goods gener
ally into production generally. 

The greatest technological leap in history 
This revolution in military technology is merely a reflec

tion of the fact that mankind stands at the edge of the greatest 
technological leap upward in history. The major revolutions 
will occur on three frontiers. First, breakthroughs in the plas
ma-physics of controlled thermonuclear fusion. Second, the 
ability to concentrate the vastly increased energy-flux densi
ties of advancing plasma-physics technologies into lasers and 
laser-like devices as tools of regulal pmdudion. Third, 

breakthroughs in bio-technology-and mastery of the pro
cesses of aging of human tissue-which will n:.olutionize 

aspects (If industrial production as well as aglkl.dtun:, and 
mean foreseeable prolongation of life-span by deCides. Every 
other technological advance, for the foreseeahle decades 
ahead, will center around breakthrough!> in these three area�, 

and coordmated steps toward both powered spae,. -flight (us

ing fusion energy) and the begmnings ot mall's c'l\onizati.m 

of the Moon and Mars. 

The policy-shaping and otht:r decision-making which 
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government and entrepreneurs must make in such an envi
ronment of technological breakthroughs requires a shift in 
practice of economic forecasting into emphasis on the fore
seeable, direct causal relationship between specific classes 
of advances in technology and resulting changes in rates of 
per-capita productivities and general economic growth. 

To analyze the impact of technology in this way for ef
fects on the economy as a whole, it is necessary to measure 
economic performance explicitly in terms of net increase in 
potential relative population-density. 

This begins with an estimated census of households (the 
irreducible unit of reproduction and maturation of new indi
viduals), and the correlation of total population and its growth
rates with demographic characteristics of classes of house
holds. The labor-force must be measured in total as a char
acteristic demographic feature of households. The demo
graphic analysis must study the composition of households 
and total population by functionally defined age-intervals. 

The total land-area of the United States must be analyzed 
for functional characteristics of use, for urban and rural 
households, agricultural production, industrial production, 
and so forth. The relative quality of land, as this bears upon 
potential relative population-density, must be correlated with 
land-use data. 

In this setting, a more rigorous study of basic economic 
infrastructure must be conducted and the relevant data main
tained. This includes water-management, transportation, en
ergy production and distribution, and basic urban infrastruc
ture. At present, since infrastructure is chiefly a function of 
government and public utilities, economic reporting for the 
economy as a whole virtually ignores this category of the 
economy. Estimates of economic growth and contractions 
presently fail to appreciate the effects of failing to expend 
governmental funds at federal; state, and local levels for 
maintenance of this essential infrastructure. The deficit in
curred over the past decade totals to an estimated $3-$4 
trillion at present! If infrastructure collapses through lack of 
maintenance and improvements, the whole economy, which 
rests upon that infrastructure, must come toppling down . . . .  

We require the kinds of general economic and manage
ment information this turnaround implies. We require the 
readings on the economy which enable decision-makers to 
trace out the efficient connection between changes in tech
nologies and the effects of those changes upon potential rel
ative population-density. Gross National Product is the wrong 
yardstick, increasingly a misleading yardstick: The addition 
of the salary of an added clerk in the factory's offices is not 
an increase in the factory's saleable output, and does not 
replace the shrinkage of production in the factory itself. We 
must shift to the yardsticks the situation now requires. 

This indicates the direction of improvements in EIR's 
forecasting practices which are beginning step-by-step im
plementation now. Our former forecasting has been proven 
the best available, indeed the only competent forecasting 
publicly available. That was good, but not good enough for 
the tasks our economy faces now. 
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Scientists open path 
to the plasma age 
by Marcia Merry 

Breakthroughs in the science and engineering of lasers and 
plasma energy systems point the way into a Plasma Age of 
unprecedented growth potential. Most of the 1983 develop
ments-involving fusion energy, laser medicine and biolog
ical research, and plasma metallurgy are taking place in an 
international network of the U.S. national laboratories and 
collaborating research centers in France, Japan, India, and 
elsewhere, the core of which in the United States are centers 
for classified work on directed energy defense systems. 

These breakthroughs are occurring despite the lack so far 
of a federal government commitment to a Manhattan Project
style crash program for energy beam defense systems, which 
would create a shower of spin-offs whose application would 
transform the now-collapsing economies of the world into 
powerhouses for population growth and space colonization. 

According to most intelligence reports, the U.S.S.R. is 
ahead of the West in areas of beam defense development. 
However, the Soviets are working on these systems in a 
secret, Hitlerian "wonder weapon" approach, to be deployed 
to blackmail the world into submission or face nuclear 
annihilation. 

Therefore continued scientific advances are key to both 
neutralize this threat and simultaneously provide "the produc
tivities to lift the world out of economic collapse. A computer 
projection study done by the EIR and the Fusion Energy 
Foundation in May, 1983, shows that a beam-defense devel
opment program would double its industrial productivity in 
10 years and add 4 million jobs to the U.S. economy. 

It is essential to implement these productivity gains soon, 
both because of the strategic war threat and the rate of eco
nomic collapse. The austerity policies in force under the 
International Monetary Fund, World Bank, and related insti
tutions have caused the physical deterioration of whole sec
tions of continents-the formation of dustbowls, increase of 
death rates, and the appearance of new diseases. Currently, 
the level of world food output has shrunk to 16 bushels of 
grain or less per capita, from 18 bushels in 1980. To provide 
a decent diet, 24 bushels of grain are required per. capita. The 
population potential of the world is falling. 

Polarized fuel brings fusion energy closer 
The world is in urgent need of increased energy through-
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