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From the Editor 

Will the Reagan Administration make a clean break with the 

policy-making circles of the New York Council on Foreign Relations 
and the Trilateral Commission? This is a question being asked by the 

constituencies that gave Ronald Reagan a mandate for change as well 
as by the Anglo-American elite that run those institutions. 

Were President-elect Reagan to decide on the basis of his own 
political philosophy, Trilateral Commission Executive Director Hen

ry Kissinger and the clique of antigrowth Friedmanite advisers who 

adhere to Fed Chairman Paul Volcker's tight-money policies would 

be shown the door. Not a few political careers, long overdue for 
retirement, would be ended. 

Unfortunately, there are those within the Reagan camp who 

believe the President-elect owes a campaign debt to Mr. Kissinger. 

Such a debt could be paid with a dinner invitation. 

Ronald Reagan campaigned hard during the early primaries 

against the Trilateral Commission, the Eastern Establishment insti

tutions, and the anti-American polices they represent. Reagan's per

sonal hatred for Henry Kissinger is no secret. 

This week our Special Report examines these questions. EIR's 

economics editor, David Goldman, and United States intelligence 
director Konstantin George directed this investigation, which details 
the fight against Volcker's policies, the maneuvers of Henry Kissinger 
to take over foreign policy or impose his own lieutenants on the 
administration, and the battles in Europe to influence U.S. policy. 

I'd also like to point out our special treatment of Paul Volcker's 

latest actions in our economics section, "A Revolution by Fiat: The 
Fed's IBF Decision." 

The Federal Reserve's announcement Nov. 19 that it will establish 
International Banking Facilities allowing U.S. banks to operate like 
offshore banks means that U.S. cities, starting with New York, will be 

turned into centers of speculative arbitrage, not business lending. And 
the regional banks will be destroyed in the process. 
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Editorial 

NASA and national security 
As the Voyager 1 spacecraft sped past Saturn Nov. 
12 and headed out on its infinite journey beyond 
the solar system, it left b�hind a wealth of scientific 
data which has already begun to overthrow accept
ed theories of physics and celestial mechanics . 

Meanwhile, among Americans gathered before 
their television sets to watch the results from 1 
billion miles away, an excitement and joy over 
man's infinite potential, oot seen since the Apollo 
moon shots of a decade ago ,  was rekindled . 

The flawlessly executed Voyager flyby was a 
technological achievement for America which 
ranks with NASA's finest hours. 

The Voyager 1 space probe has opened new 
vistas for science, providing more direct observa
tional data about the nature of the universe than all 
of man's previous researches taken together. The 
evidence recorded by Voyager shows that the 
movement of celestial bodies cannot be explained 
by scientists working within the framework of the 
reductionist Newtonian system . 

Voyager has also uncovered information about 
hydrocarbons that is extremely important for iden
tifying the origins of life on Earth. The discoveries 
regarding hydrocarbons, complex molecules of hy
drogen and carbon, will also provide a major boost 
to organic chemistry . 

Following the results of the NASA probe, 
Democratic political leader Lyndon H. LaRouche, 
Jr. issued a proposal for the " Earth-forming" of 
Titan, Saturn's largest moon, now known to pos
sess an atmosphere comparable to that of the Earth 
in its earliest stages of evolution.  

"With aid of the new plasma physics technolo
gies now emerging on the horizon ,  by early during 
the next century ,  we should have developed break
throughs in applied relativistic physics needed for 
rapid intrasolar transport of vehicles carrying pi
oneering human populations, and for transforming 
a cold body such as Titan into a habitable environ
ment," LaRouche said. 

"However, the proper development of a new 
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technology requires the kind of leading political 
support which President John F. Kennedy gave to 
support the NASA effort," the Democratic politi
cal leader continued. "Objectively, Earth can begin 
the 'Earth-forming' of Titan beginning the geo
physical year of 2057-2058 A .D .  provided we dedi
cate ourselves to such accomplishments beginning 
now,"  LaRouche said. 

The Voyager mission reminded us all of the 
America dedicated to limitless progress and the 
necessity of scientific discovery . 

Over the past decade, NASA budgets have been 
slashed, scientists have been idled, and U .S .  mili
tary preparedness has collapsed along with the 
educational level of  the population.  Soviet exper
tise and broad-based scientific education has al
lowed them to outrun America in key military
related fields . 

As the nation looks forward to a new adminis
tration, let us ensure that the triumph of the Voy
ager mission sets the tone for the decade of  the 
1980s . That means tripling the current meager 
budget of the space program . Inspiring our youth 
to dedication,  to scientific excellence, and to the 
necessity of progress is the only way to guarantee 
the nation's security . 

The near-perfect techological feats of the Voy
ager mission and the public enthusiasm it inspired, 
gives cause for encouragement that these national 
goals can be met. 

Dr.  Bruce Murray, director of the Jet Propul
sion Laboratory from which the flight was directed 
and monitored, summed it up this way: "In  the 
middle of the 1970s we became distracted as a 
people. We who created a society based on excel
lence and achievement lost that concept. We 
dropped the ball. The real question is: Do we want 
to continue in the path of excellent? Do we want 
our children to do things for which they can take 
pride? If  we intend to excel , to do things we can be 
proud of, space exploration should be among 
them ." 
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A revolution by fiat: 
the Fed's IBF decision 
tw David Goldman 

The Federal Reserve approved, pending a 60-day com
ment period, the New York Clearing House bankers' 
proposal to establish "International Banking Facilities" 
(IBFs) in a unanimous Nov. 19 decision .  Although the 
first I BFs will not come into operation, under the plan , 
until October 1 98 1 -despite the impatience of IBF ad
vocates like New York Governor Carey-the Fed deci
sion is a public signal of an attempted coup against the 
American banking system. 

Once in motion, the IBFs will effectively draw the 
entire American deposit mark�t into the Eurodollar pool, 
the $ 1 .2  trillion mass of offshore funds that turns over 
every month . The technical features of the change \�n be 
summed up in one characterization:  the plan will replace 
what Americans know as banking with British-style arbi
trage. The ability of most of America's 1 4 ,600 banks to 
create risk asSets anticipating economic growth will give 
way to a funding system that excludes investment in 
economic growth from consideration .  

New York Federal Reserve Bank President Anthony 
Solomon , a leading proponent of the IBF plan, argued 
in a supporting brief made public by the Federal Reserve 
that the International Banking Facilities will contribute 
to Federal Reserve control over the Eurodollar markets. 
The IBFs permit American banks to accept deposits 
without reserve requirements-as in the Eurodollar mar
ket-through their head offices on American territory . 
Moreover, American banks will be able to establish IBFs 
in states now forbidden them for domestic banking 
functions. Supposedly, the banks will only be able to 
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accept deposits of foreign origin ,  which would otherwise 
end up at their Cayman Island branches . Therefore, 
Solomon argues, the I BFs would bring offshore funds 
back to head office facilities, where they would be subject 
to closer monitoring . 

The opposite is actually the case: the IBFs would turn 
control over the American banking system and the bulk 
of power to create money over to the Eurodollar market .  
The Fed has already hinted that i t  will enable U.S .  
corporations to make deposits in IBFs ,  against which the 
recipient bank will hold no reserves . Earlier, the Fed had 
given out assurances that only the foreign offices of U.S .  
corporations could use the IBFs .  In return, the corpora
tions expect to obtain loans at lower interest rates , be
cause their bankers will not have to put reserves up 
against their deposits . 

Rapidly , the bulk of large corporate banking will 
shift into the reserve-free Eurodollar channel . To a sig
nificant extent this is already in process. American cor
porations are borrowing directly from the Eurodollar 
market, or using their foreign subsidiaries to obtain 
dollar loans intended to fund domestic American opera
tions, because the cost of funds is marginally cheaper in 
the Eurodollar market .  The IBFs would open a new 
window for this sort of circum vention of reserve require
ments, even if American corporations' head offices were 
excluded . By including U .S .  corporations, the Fed is 
giving a green light to the end of reserve requirements on 
lending . This makes a farce out of the Federal Reserve 's 
much-discussed concern over controlling the monetary 
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aggregates. 

Reserve requirements are a central bank's only weap
on against unlimited money creation by the banking 
system. Banks create money as much as the national 
bank does, by re-Iending deposits that result from pre
vious loans. The "banking multiplier," now about 2.5 in 
the American banking system, describes the ratio be
tween the "monetary base," including creation of new 
money by the central banking authority, and total depos
its. The multip lier in the Eurodollar market, where there 
are no reserve requirements, is at least 6-more than 
double the U.S. multiplier-according to Federal Re
serve Governor Henry Wallich. 

In supporting briefs presented to the Fed's Board of 
Governors by the Reserve City Bankers Association (the 
money center bankers' club) and the American Bankers 
Association in May and June, the IBFs are represented 
as a harmless means of bringing business to the United 
States that would otherwise be conducted in some Car
ibbean offshore banking center. But the IBF plan is 
revolutionary in content. Only a handful of major banks 
among the 14 ,600 now in business can afford the foreign 
staff and facilities to conduct Eurodollar business. Bring
ing Eurodollar-type operations back to banks' head 
offices makes it possible for hundreds more banks to get 
into the game. The IBFs would force the next tier of 
regional banks to join in and play by the rules set by 
Citibank and Chase Manhattan. And because Citibank 
can operate IBFs in any state that permits it, they will be 
competing with Citibank on their own home ground. 

The picture for smaller banks 
In related measures, the Fed is creating the condi

tions for a wave of mergers in the banking system which 
would-in Business Week magazine's recent prediction
reduce the number of significant banks in the United 
States to fewer than one hundred. The provisions of the 
Monetary Control Act of 1 980 phased into effect last 
week show unambiguously what the Federal Reserve 
has in mind. The Monetary Control Act ordered 8 ,000 
small regional banks who previously worked outside 
the Fed system to put up reserves against deposits by 
Fed standards starting last week. Simultaneously, it 
reduced reserve requirements on banks with checking 
accounts in excess of $400 million from 16 percent to 1 2  
percent. The result is a shift i n  the reserve costs o f  the 
banking system from large commercial banks to small 
commercial banks. 

The Fed also took the opportunity to raise interest 
rates another notch. Before the 8 ,000 small banks came 
on board the Federal Reserve system, the federal funds 
rate was trading at about 1 5 '/2 percent-the basis for a 
1 6'/4 percent prime rate. The entry of the new banks 
produced a temporary surge in demand for federal 
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fun ds (excess reserves borrowed and lent overnight 
among banks) , largely for technical reasons. On Mon
day, Nov. 1 7 , the funds rate hit 1 9  percent and then, as 
expected , began to fall. But Fed Chairman Paul Volcker 
only permitted the rate to fall to 17 percent, a 1 '/2 
percent increase in the most important short-term inter
est rate. This augurs a prime lending rate in the range 
of 1 8  percent by early December. 

From the standpoint of the arbitrageur, this repre
sents no significant problem. The "profitability" of 
most American banking operations on the Eurodollar 
market is unrelated to interest rates: commercial banks 
borrow at whatever the London dollar rate happens to 
be and lend to borrowers at a "spread" above that rate. 
The fact that a majority of American banks' loans 
merely provide developing-sector debtors with the 
means of paying principal and interest on previous 
loans has nothing to do with the bookkeeping profit on 
such loans. 

The phaseout of commercial banking 
What is  most dangerous about the Eurodollar take

over of the American banking system is the extension of 
this practice to American lenders. As  EIR reported in a 
Nov. II forecast of 1 98 1  economic performance based 
on results of the LaRouche-Riemann econometric mod
el , more than 50 percent of the proceeds of new loans to 
industrial companies during the second quarter of 1 980 
represented refinancing of debt service. With the rise in 
interest rates from an II percent prime to a 1 6  to 1 8  
percent prime, that proportion will increase to more 
than 1 00 percent by the beginning of  1 98 1 -forcing 
corporations to reduce inventory and lay off workers in 
order to meet debt-service requirements. Those large 
commercial banks with continued access to the "bot
tomless" reserve-free pool of Eurodollars will show 
profits-as they did during the second quarter collapse, 
when similar conditions prevailed. But the m ajority of 
banks depend, instead, on deposits generated by their 
customers' flow of income. If that income collapses in a 
second-stage economic downturn, the regional banks 
will be against a wall. 

In summary, the Federal Reserve is destroying the 
conditions under which commercial banking-the crea
tion of risk assets-can compete against mere arbitrage. 
It is enhancing the position of the arbitrageurs on the 
regulatory side, and destroying the position of commer
cial banks through actions that d irectly impact the 
national economy. EIR warned in a Sept. 29 survey 
entitled "The Undeclared War Against American Bank
ing" that the IBF plan in context of continued monetary 
austerity would destroy the resistance powers of the 
majority of American commercial banks, no matter 
what Congress did. Now war has been declared. 
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International Credit by Renee Sigerson 

Philadelphia conference finds 
little support for IMF plan 

Half-way through the second annual Conference on 
International Monetary Reform hosted by the Group of 
30 in Philadelphia Nov. 1 4- 1 5, a largely American audi
ence of  businessmen and bankers was asked to give a 
show of  hands as to whether they supported international 
monetary reform, or preferred to keep the current mon
etary system as it is .  Bank of American chief economist 
Robert Heller gave the call for the vote, and then an
nounced, "The nays win .  The audience is overwhelming
ly in favor of keeping the system as it i s ."  

Heller's humorous gesture had a deeper meaning . In  
a recent interview with EIR, Heller reported that one  of  
the more fortunate results of the Reagan victory in this 
election is that the V.S .  government will reverse the 
Carter administration's  support of international mone
tary reforms based on giving more power to such "glob
alist" agencies as the International Monetary Fund 
(IMF).  Heller and his associates expect that the conser
vative layers around Reagan will move to bring mone
tary initiatives back under the control of the V.S .  govern
ment. 

Reports from Washington are that one of the ways 
the Reagan team aims to achieve this goal is by stabiliz
ing the exchange rate of the V .S .  dollar on the basis of an 
export promotion program which is being designed by 
the new Senate Banking Committee chairman, Vtah 
Republican Jake Garn. 

Reserve roles 
What the audience in Philadelphia had voted against 

was a set of proposals, most clearly enunciated by 
Johannes Witteveen, former managing director of the 
IMF,  for replacing the V.S .  dollar as the chief global 
reserve asset in favor of an increased role in  reserve 
management for Special Drawing Rights (SDRs), the 
IMF's unit of account. 
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After Witteveen left the I M F  in 1 979, he was offered 
the chairmanship of the Group of 30, a team of econo
mists brought together by a Rockefeller Foundation 
and Ford Foundation grant .  Since then, the Group of 
30 has hosted a number of "roadshow" events to stir up 
business and government support for creation of an 
I M F  "substitution account," the SDR pool which 
would be used to soak up surplus dollar assets held by 
governments worldwide . 

Last spring, the Interim Committee of the IMF,  
which is influenced by a number of  Third World govern
ments, rejected proposals for formal creation of a sub
stitution account and it looked as if the unpopular 
proposal had been put to rest . The Carter administra
tion, however, kept publicly plugging for its creation, 
as shown by a speech delivered by New York Federal 
Reserve Chairman Anthony Solomon at the October 
conference of the National Foreign Trade Council. 

There is little chance that a formal substitution 
account will come into being . However, during 1 98 1 ,  
Witteveen reported , the IMF will attempt to expand 
SDR-denominated transactions with the international 
private banking system. David Lomax, a top banker 
from Britain's National Westminster, reported in Phila
delphia that since September, when the IMF reduced 
the currency basket on which the SDR's value is based 
from 1 6  to 5 currencies, British banks have set up com
puterized accounts which are giving SDR-denominated 
portfolio packages to central bank customers . 

A sensible proposal 
What the Group of 30 argues is that the advantage 

of pumping SDRs into the international financial sys
tem, in contrast to buildup of liquidity in dollars, marks, 
yen ,  or  any other national currency, is that the volume 
and allocation of SDRs can be "managed" by one 
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central, internationally-based institution .  Currencies, in 
the final analysis, are always subject to the interests of 
sovereign governments. At an early point in the Group 
of 30 conference, Frederick Heldring, Deputy Chairman 
of Philadelphia National Bank, motivated the apparent 
contradiction between global and national interests as 
follows: "How do you get anything done in a world in 
which no one is in charge?" 

In reality , the SDR is not only different from a 
national currency , whose value is based in real terms on 
the ability of a national economy to generate economic 
wealth in real terms; but the SDR has been chiefly used 
by the IMF as a political instrument for subjecting 
governments to IMF policy dictates . In recent months, 
the IMF has come under heavy public denunciation by 
Third World and European governments for attaching 
such harsh austerity terms to SDR-denominated loans 
to deficit countries , that in several cases-Turkey being 
the most recent-IMF programs have provoked severe 
political repression and coups . 

A sensible proposal 
Heldring's question was more than answered by the 

only sensible presentation delivered during the two days 
of proceedings. Dr. Kurt Riechebacher, chief economist 
of Germany's Dresdner Bank, asserted that all of  the 
problems in the current world financial system-infla
tion, overindebtedness, low growth rates-are attribut
able to the collapse of investment in the advanced 
industrial countries . Even development in the Third 
World, Riechebacher noted, is ultimately dependent on 
the generation of surplus from investment in the indus
trial nations. 

" [I]f we want to understand . . .  the fundamental 
conditions for economic growth,"  Richebacher argued, 
"we must think in physical terms and not in money 
terms. The real problems lie below the monetary sur
face, and they cannot be solved by financial gadgets ."  
Asserting that the advanced sector had "underinvested" 
across the board, he added,  "Speaking of capital for
mation has its great difficulties in our time, because 
both these terms are shrouded in great ambiguity . . . .  
Let me, therefore stress one distinction of absolutely 
crucial importance: namely the distinction between bits 
of paper, all coming from the printing press, like 
money, government bonds, or Special Drawing Rights 
. . .  and the realities of  capital in  the form of productive 
plant and equipment . . .  and the realities of capital for
mation , representing the current additions to the real 
capital stock already in existence."  

To get economic growth adequate to  meet debt 
payments in the Third World , Riechebacher suggested 
that what needs to be examined is "the capacity of the 
industrial nations to export surplus investible resources, 
meaning resources in excess of the requirements for 
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their own economic growth ."  To finance such expan
sions of capital, he proposed that Western governments 
had to seriously examine the avenues for cooperation 
with the oil-producing nations . The oil surplus, hover
ing around $ 100 billion annually, he stated, should be 
seen as "the forced savings" extracted from oil con
sumers, savings which are otherwise lacking in the 
industrial countries due to spreading economic down
turn and reductions in living standards . Savings, he 
reiterated, using the examples of postwar Germany and 
Japan, are the motor force of capital investment. In this 
connection, Riechebacher characterized the U .S .  and 
Britain as nations which had lost "economic dyna
mism ," due to the shift of investments in these countries 
away from productive capital formation into inflation
generating service sectors. 

The impact of American 
influence 

One of the most remarkable things about the Phila
delphia conference was that for the two-day period that 
this writer was present, the n ame of U .S .  President-elect 
Reagan was not mentioned once from the podium . The 
Group of 30 has been attempting to create a climate in 
the i nternational banking community in which a Rea
gan administration is assumed to have "no policy" on 
global monetary relations. 

The effort to give this impression was most obvious 
in the presentation by William Hood, a Canadian 
professor currently with the I M F's  research division . 
Hood reviewed the history of the I M F  since its found
ing, emphasizing one single point: the influence of the 
IMF in recent years has grown as a direct result of the 
diminution of American economic and political power 
over the last decade. 

Referring to this shift of influence as a "diffusion of 
power," Hood noted that when the U . S .  was the center 
of Western affairs, the dollar had a fixed exchange rate 
against all other currencies . "I therefore count the 
breakup of the fixed-rate system" in 1976 at the Jamaica 
economic summit "as one of the major consequences of 
the diffusion of power," he stated. 

As long as fixed exchange rates are not restored, he 
intimated, the I M F  still has the opportunity to expand 
its power on the basis of the SDR. The " IMF is very 
much concerned with exchange-rate and reserve man
agement," he reported . "Instability associated with the 
diffusion of power induces countries to turn to the 
Fund" for help in restoring stability . 

We can only conclude from this perspective that if  
currency shake ups of  the magnitude of those in recent 
weeks continue during 198 1, the I M F  will see itself in 
position to compete for world influence with the resur
gent nationalist movement in the U .S .  which could 
restore American influence. 
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Finland: an industrial 
nation on the move 

by John Hardwick 

The author, who is editor-in-chief of the Swedish magazine 

Energi och Utveckling (Energy and Development), re

cently toured Finland. 

Expanding trade with the East, productive young indus
tries, and an offensive industrial policy and a spirit of 
growth, are the factors accounting for the Finnish eco
nomic upswing that has begun to attract international 
interest. 

Soon, however, Finland will have to take another 
step forward . To continue its present pace of  develop
ment, Finnish industry will have to expand to other areas 
of the world, especially into the Third World .  And, while 
its trade with the East is growing, Finland is beginning 
to put out feelers toward Western Europe. In  the view of 
many industrialists, Finland will not be able to afford to 
remain outside the European Monetary System and the 
European Monetary Fund, because its industry needs the 
new markets offered by the developing sector, and export 
financing is already felt as a major bottleneck.  

Finland,  with the highest rates of  GNP growth for 
the second year in a row, industrial production growing 
at 7 to lO percent a year, low inflation and manageable 
unemployment, has attracted the interest of economic 
observers throughout the world. What accounts for the 
Finnish boom? 

Figure 1 

Consumption trends in Finland and Sweden 
1976 1977 1978 1979 

Private consumption 

Finland . . . . . . . . . . +0.9% -1.4% +2.6% +5 .0% 
Sweden . . . . . . . . . .  +4 .0 -0.9 -0.7 +2.3  
Public consumption 

Finland . . . . . . . . . .  +5 .6  +4 .1 +5 .0 +3 .7 
Sweden . . . . . . . . . . +4 .4 +2.6 +3 .1  +3 .9 

10 Economics 

Figure 2 

Industrial production 
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One myth in  widespread circulation gives credit for 
Finland's recent upswing to a tough austerity policy 
which the country allegedly sustained from 1 976 to 
197 8 .  However, the facts belie the argument . A compar
i son  between Finland and neighboring Sweden illus
trates that both private and public consumption during 
this period actually grew much more in Finland than in 
Sweden, where there was no industrial growth at all. 

In truth, Finland has thrown out the austere Keyne
sian and monetarist policies and has, instead, staked out 
a course which bears a strong resemblance to the 
"Japanese model."  Industrial development has been 
assigned first priority. The Finnish government has 
outlined a program of general corporate tax relief and 
investment subsidies, while giving special emphasis to 
the pioneering role of state-owned industries. 

One example of  a state-owned corporation taking 
the lead in advanced areas is the large Valmet Company. 
Valmet initiated a large part of the automation drive in 
Finland, and it  has been a leader in starting up opera
tions abroad. A Valmet tractor plant in Brazil, for 
instance, is the second largest such factory in Latin 
America . Similarly, Valmet's high-technology paper 
machines are currently in use throughout the world . 
Given Valmet's role, it is interesting that its president, 
Matti KankanplHi, has expressed a great deal of interest 
in the prospect of Finnish membership in the EMS.  
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Finland's achievement of an ideal neutrality has 
been decisive in the country's economic performance. 
President U rho Kekkonen has developed very profitable 
relations with the Soviet Union .  The respect that Kek
konen has won internationally for his policy is some
thing that Finnish industry is prepared to capitalize on 
in its new export drive. 

Trade with the U.S.S.R. 
It is the stable and expanding trade with the Soviets 

that has served as the engine for Finnish growth, 
especially in shipbuilding and metalworking. The Soviet 
Union is Finland's biggest trading partner, with about 
20 percent of its shipments going East . 

I ronically, it was the Finnish reparations deliveries 
after the war which gave birth to the modern Finnish 
iron and steel industry .' By the time these deliveries were 
ended, relations with the Soviets were firmly established, 
and normal trade began to satisfy many of the Soviet 
economy's requirements . 

One outcome of this relationship is the Finnish
Soviet agreements to exchange Soviet oil and natural 
gas for Finnish technology, something of an Eastern 
mirror of proposed EMS-OPEC trade arrangements . 
Finland is highly dependent on foreign oil ,  importing 
some 60 percent of its needs .  Two-thirds of  that oil
and a full 1 00 percent of its natural gas-comes from 
the Soviet Union.  Under the provisions of Finland's  
contract with the Soviets, these oil imports are to be 
paid for, not with foreign exchange, but with technolo
gy:  more ships, paper machines, and electrical equip
ment. 

For Finnish industry, therefore, every increase in the 
country's oil bill means guaranteed additional orders 
for its industry . The result is a climate for stable 
investments. 

Cultural climate 
Finally, there is one feature of the Finnish scene 

which , although difficult to measure, deserves to be 
mentioned among the reasons for Finland's successes: 
the country has preserved a moral sense of purpose .  
Problems that afflict other Western nations-drug 
abuse, pornography , youth counterculture, environ
mentalism-are relatively absent in Finland .  It has not 
been easy for Finland to avoid these afflictions-under
standable with liberal Sweden next door. But, as the 
president of a large private Finnish corporation ex
plained, the Finns have learned to "sort out" the mixed 
flow coming from Western Europe and the United 
States . "We take the good-your technology and so 
on," he said . "And throw away all this 'new age' 
nonsense. There is only one big mistake we made. We 
imported the Swedish 'comprehensive school' system. 
But now we' re in the process of getting rid of that ." 
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Banking by Kathy Burdman 

The Proxmire-Reuss years are over 

Senate Banking Committee Chairman Jake Gam plans a halt 
to the liberals' banking deregulation. 

Senator Edwin "Jake" Garn (R
Utah) assumes control over the key 
Senate Committee on Banking, 
Housing and Urban Affairs in Jan
uary . Garn brings with him the 
promise of a clean-sweep reversal of 
a five-year undermining of the U .S .  
banking system by  the liberal Wis
consin Democrats Sen. William 
Proxmire and Rep .  Henry Reuss . 

Proxmire lost his Senate Bank
ing chairmanship in the Republican 
sweep, while Reuss is retiring as 
House Banking chief, believing the 
sweep will render him "totally inef
fective," EIR has learned. 

Garn , the 58-year-old conser
vative former mayor of Salt Lake 
City, plants to "scrap completely" 
the Report on the McFadden Act 
and the Douglas Amendment pre
pared by Carter's  Domestic Policy 
chief Stuart Eizenstat, which Prox
mire and Reuss were expected to 
write into law in January, aides told 
EIR. That legislation would have 
abrogated important sections of 
those two regulations protecting 
the nation's regional banks .  

Proxmire and Reuss, who were 
respectively chairmen of the Senate 
Banking and House Banking Com
mittees since 1 975  and 1 974, have 
spent years forcing through the De
pository Institutions Deregulation 
and Monetary Control Act signed 
in March 1 980, aimed at reducing 
the size of the U.S .  banking system 
and cutting back net credit to the 
U .S .  economy. 

As an immediate reversing ac-
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tion,  Senator Garn will advise Rea
gan to scrap the Eizenstat report on 
the McFadden and Douglas laws 
because "he's against interstate 
banking, period," his aides said. 
"Garn doesn't want the McFadden 
Act touched, not for metropolitan 
areas as Eizenstat planned, or  at all. 
He doesn 't want to touch the 
Douglas Amendment, at all . "  

In addition, Garn plans a quick 
series of oversight hearings on the 
Proxmire/Reuss deregulation act 
which will question the deleterious 
effects of the act on U .S .  banking 
and the economy. How is it affect
ing the survival of the Savings and 
Loans? How is it affecting mort
gage lending? How does this affect 
the economy? will be some of the 
probing questions, aides say. 

In addition, particular hearings 
will be scheduled on the "perform
ance of the DIDC," the Depository 
Institutions Deregulation Commit
tee set up by the act and headed by 
Paul Volcker . The hearings will 
question whether the DIDC has 
acted "competently" in its speed of 
the deregulation "given what 
Volcker has been meanwhile doing 
to interest rates," one aide said .  "I 
did not expect the DIDC to do what 
it is doing," Garn told the Washing
ton Post. "They are not following 
our intent of gradual change, a sub
ject of  considerable dismay ." 

Most important, Garn intends 
to address the strategic question of 
"the challenge posed to U .S .  banks 
by the non-bank financial interme-

diaries" which have sprung up over 
the past 1 0  years, aides said . 

Out of $ 1 . 8 trillion in U.S . con
sumer loans outstanding, fully one
third are made by non-banks such 
as General Motors Credit Corpora
tion ,  Sears, the major credit-card 
companies ,  and brokerages like 
Merrill , Lynch . Commercial paper, 
brokered by the investment banks, 
accounts for a quarter of the $400 
billion in industrial loans . 

Deregulation proponents like 
Citibank Chairman Walter Wris
ton say that if U .S .  banks were fully 
deregulated, that is, if Citibank 
could expand nationally , they could 
compete . 

"Garn doesn't want to go the 
Wriston route, but he is very con
cerned about the future of  bank 
lending," aides say. " For now, 
we're standing pat. But if we con
tinue to stand pat, the banks lose 
ground,"  and a new banking policy 
is needed . 

In  fact, banks have been driven 
out of the banking business, not 
due to protective regulations, but 
due to the stagnation of the U .S .  
economy, in which the net new de
mands for productive credit, which 
banks exist to create, has stagnated . 
Nonfinancial intermediaries such 
as the commercial paper dealers 
and stock brokerages have gained 
through recycling of "excess 
credit" in the economy, excess be
cause the economy is so weak that 
the demand is not there. 

The Garn Banking Committee 
will have to find a way to expand 
the entire banking pie by expanding 
the economy. The first step , in  my 
opinion, is to call for an immediate 
halt to Federal Reserve Chairman 
Volcker's interest-rate squeeze, and 
to look into proposals for reform of 
the Fed system . 
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Agriculture by Susan B.  Cohen 

Under the credit knife 

An update on the effects of Chairman Vo/eker's interest-rate 
policies on farmers and farm banks. 

In early September Dawson Ahalt, 
chairman of the USDA's World 
Food and Agricultural Outlook 
and Situation Board, told EIR that 
if interest rates were again above 1 5  
percent during the critical February 
to March period of this year, "It 
would be good-bye Charlie-not 
just for farmers , but for the whole 
economy !"  Ahalt was sure that it 
wouldn't happen. 

All the figures are not yet in for 
1980, but a few key parameters tell 
enough of the story to indicate the 
urgency of reversing the Volcker 
economic policy before the spring 
planting . Many producers will not 
be able to withstand another plant
ing season at 1 5  to 20 percent inter
est rates . 

The drop in net farm income 
this year from about $3 1 billion in 
1 979 to approximately $25 billion 
reflects the fact that production 
costs ran up faster than farm 
prices-by an estimated 1 2  percent 
and 6 percent respectively. It also 
masks wide regiona 1 discrepancies 
due to the impact of  the heat and 
drought. Many producers were left 
with nothing to market at any price. 

The drop in net income, more
over, impacts the larger, more pro
ductive and highly leveraged farm 
operations most seriously . These 
farms-about 20 percent of all farm 
units, with annual sales of $40,000 
and more-produce more than 80 
percent of the total U.S.  farm prod
uct . They do not enjoy the volume 
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of off-farm income and nonfarm 
income that gives resiliency to the 
small, part-time farms. 

Last spring, when the prime rate 
went up to 20 percent, most farm 
bank loan rates jumped by five per
cent or more to the 15 to 1 8  percent 
range . For the typical producer, 
who needs $200,000 in  operating 
loans annually, that meant an in
stant annual $ 1 0,000 boost in oper
ating costs for interest charges 
alone. 

Not tied as tightly to the money 
markets (though this is breaking 
down) rural bank interest-rate 
structures are less volatile . They 
don't rise as quickly, but they don't 
come down as quickly either. 

Two main factors have so far 
prevented a sheer blowout in the 
farm sector as a result of the Volck
er measures . On the one hand, the 
USDA has channeled about $1 bil
lion in disaster assistance loans into 
the farm sector. And the Farmers 
Home Administration (Fm HA) has 
approximately doubled its outlays 
from an anticipated $3  bi llion to 
about $6 billion in  low-interest 
emergency credits. 

This patchwork is complement
ed by self-imposed austerity on the 
part of  producers who immediately 
reduced capital expenditures.  As 
indicated in the American Bankers 
Association (ABA) annual farm 
credit survey, regional bankers 
overwhelmingly experienced a 
sharp drop in  intermediate-term 

borrowing for machinery and 
equipment during 1980 .  Farm 
equipment sales l iterally plunged 
by 30 percent during the first half of 
1 980.  Year-end estimates are for a 
net 1 5  percent reduction in equip
ment sales this year. 

The predicament shows up in 
the fact that the regional commer
cial banks are presently "flush" 
with funds and desperately looking 
for borrowers . This was the subject 
of anxious discussion at the recent 
ABA Agricultural Bankers confer
ence in Dallas .  "No matter how 
good the outlook is for next year ," 
Arkansas banker M arlin Jackson 
told the gathering, "my farmers are 
getting clobbered by the 1 5  percent 
interest they'd pay on a tractor 
loan ." 

In a report on the subject, the 
Wall Street Journal described a 
Kansas cash grain farmer with 
2 ,000 acres who insisted that he 
doesn't have the cash flow to "even 
think about" a new $60,000 com
bine. Don Pagel told the Journal 
he's holding out for 1 0  to 1 2  percent 
interest rates . "If  the money com
ing in can' t  cover the interest pay
ments ," he said, "I 'm just not going 
to spend ." 

Bankers in turn are worried that 
i f  they can't  attract new loans, they 
won't be able to pay competitive 
rates on the increased deposits and 
will lose them to the money-center 
banks . But that's not their only 
concern . While every index of  farm 
loan quality, according to the ABA 
survey, has deteriorated over the 
past year-renewals, refinancings, 
delinquencies , and losses have all 
jumped, while repayment rates 
have dropped-all bankers report 
that their farm loan portfolios are 
of the same or better quality than 
their business loan portfolios. 
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Gold by Alice Roth 

Collateralized loans part of system 

Even while bankers andfinancial officials attack gold, they 
admit it is being remonetized. 

Philippines Minister of Finance 
Cesar Virata warned bankers and 
economists attending the Group of 
30's  international monetary confer
ence this week that increased use of 
gold constituted an underlying 
threat to monetary stability. "Pro
duction of gold ," Virata stated dur
ing the opening dinner address of 
the Philadelphia event, "is in five 
countries . We shouldn't be depen
dent" on these nations for our mon
etary resources . 

At the same time, Virata then 
suggested that "a gold element" be 
added to the currency basket which 
makes up the valuation of Special 
Drawing Rights, the fiat currency 
issued by the International M one
tary Fund.  

Is there a contradiction in Vira
ta's apparent warnings of the stra
tegic instabilities that may result 
from monetizing gold, and his ap
parent support of keeping gold in 
the system? 

In recent months, the Philip
pines has been in the forefront of 
developing countries which have 
acquired gold through their central 
banks to stock up their reserve posi
tion as the value of gold rises . The 
Philippines has also been promi
nent among countries which have 
since "doubled" the effective value 
of these gold holdings by acquiring 
currency loans using their gold as 
co lla teral . 

During 1 979, gold purchases by 
Third World countries contributed 
substantially to a stocking up of 
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reserve positIOns,  which are now 
being gradually drawn down . As 
EIR reported in October, evidence 
suggests that the volume of  loans 
issued against gold as collateral has 
risen quite rapidly. We pointed out 
that around August, the Federal 
Reserve had changed a long-term 
policy of reporting gold transfers 
from foreign accounts to New York 
banks as "gold imports ," and that 
this was probably done to provide 
greater confidentiality to a growing 
number of foreign customers ac
cruing loans against temporary 
gold transfers. 

It should also be expected that 
such collateralized loans will con
tinue to be an important feature of 
international monetary relations. 
During 1 980, the stockup of Third 
World nations' reserves contribut
ed to warding off debt repayment 
crunches which otherwise would 
have led to an increase in the al
ready rising numbers of reschedul
ings. 

During the recent monetary 
conference, David Lomax, group 
economic adviser for National 
Westminster Bank in London , ex
plained why traditional opponents 
of gold are pulling in their horns in 
their objections to monetization . 
"Events have overtaken the [mone
tary] system," Lomax stated in an
swer to a question on the emerging 
role of gold. "Gold is being remo
netized to a certain extent behind 
the ECU," the European unit of 
account used to perform transac-

tions in the European Monetary 
System . Then Lomax added, "gold 
is becoming important in assessing 
countries' credit-worthiness ," a 
highly unusual admission from a 
British banker, considering that the 
London financial community has 
also published reams of attacks 
against the "barbaric metal" in re
cent months . 

The London financial commu
nity is being pragmatic. Continuing 
heavy purchases of gold by Arab 
and other central banks has created 
a climate where major banks would 
be slitting their own throats not to 
jump on a gold bandwagon period
ically in designing their own opera
tions .  

For example, William Hood, a 
top researcher from the Interna
tional Monetary Fund, which offi
cially has opposed gold remoneti
zation, had the fo llowing to say in 
answer to a question on gold's in
creasing use, during the conference: 
"I would say that gold is a pretty 
valuable asset ."  When he was asked 
to elaborate, Hood shook his head 
and sat down . 

The integration of gold into 
global monetary relations was 
shown again this week . Despite ris
ing U.S .  interest rates , which put a 
heavy burden on investors who 
borrow dollars to purchase gold, 
the price of the metal rebounded 
Nov. 1 9  to its Nov. 6 levels. As gold 
rose $9 to $628 .24 in one day on the 
London market, dealers attributed 
the rebound to heavy Middle East 
buying through Switzerland, and 
an overall bullish stance toward the 
metal based on the weakening of 
Eurodollar interest rates, which are 
now sitting below the U. S.  prime 
rate . In New York, gold rose even 
more precipitously, with a $ 1 2  gain 
in one day to $630. 
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World Trade by Mark Sonnenblick 

Cost 

NEW 
DEALS 

Over 
$1 bn . 

$966 mn. 

$890 mn.  

$105 mn.  

UPDATE 

$5 .3 bn . 
of $lO bn.  
project 

$79 mn.  

$325  mn.  

Principals 

Saudi Arabia 
from u.S .  

South Korea 
from France 

East Germany 
from Austria 

Nigeria from West 
Germany /Sweden 

U . S . S . R .  from 
West Germany 

U . S . S . R .  from U . S . A .  

Egypt from West 
Germany / Austria/ 
France 
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Project/Nature of Deal 

Bechtel will build petrochemical com
plex in Yanbu, Saudi Arabia for Saudi 
govt . -M obil joint venture. Plant will  
be brought in as  large prefabricated 
mo dules.  It will produce 540,000 tpy 
polyethylene resins and glycol using 
processes l icensed from Halcon of New 
York . 

Korea Electric Co.  signed contracts 
with Framatome of France for n uclear 
steam supply systems including PWR 
reactors for 2 nuclear stations already 
under construction.  Total cost $2.2  bn. 
Cogema of  France signed for IO-year 
s upply of natural and enriched urani
um. Framatome committed itself to 
supply Korea with enrichment tech
nology, to be contracted later. 

Voest has won contract for East Ger
m an Greenfield steel plant. Financial 
Times says Voest beat stiff competition 
thanks to political goodwill and com
mitments to b uy E. German products . 

Expansion of Sokoto cement plant in 
northern Nigeria to 600,000 tpy to be 
perfo rmed by Orenstein Koppel and 
M ichael Thomas of Germany. Cemen
ta of M almo, Sweden, will m anage 
plant operations .  

Siberian-Western Europe natural gas 
pipeline project . Der Spiegel reports 
Deutsche Bank is leading con sortium 
of 20 German banks for loan of Ger
man portion of the project . To be 
repaid with gas deliveries . 

200 Caterpillar pipelayers designed to 
lay 1 ,000 ton pipe sections of the Sibe
rian-Western Europe natural gas pipe
line. 

Full  material for 1 20,000 telephone 
lines.  This is  first part of $ 1 .8 b n .  
contract signed in 1 979, which had 
been delayed pending A ustrian S ie
mens and French Thomson-CSF pro
viding the same soft credit terms as the 
consortium leader, Siemens of Ger
many. 

Financing 

4 . 1  mn. francs at 
7 . 6% for 15 yrs . 
with 7 yrs. grace 

Austrian state ex
port credit line. 

$5 . 3  bn.  in 
deutschemarks 
for 10 yrs . at 
7 .5% 

Averages 5 . 5% 
on deutsche
m arks .  

Comment 

Bechtel and 
Halcon 
announced 
contracts . 

Korean govt. 
noted advan
tages of 
.. di versifying 
sources of nu
clear technolo
gy" now most
ly from West
inghouse. 

Contract 
awarded. 

Terms on big
gest East-West 
deal not con
firmed . 

Carter admin. 
cleared deal;  to 
be signed soon . 
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Science & Technology by Vin Berg 

Voyager mission to Saturn 
transforms Newtonian physics 
As of now, one sure conclusion can be drawn from 
Voyager 1 ' s  trip to Saturn : God has run rings around Sir 
Isaac Newton .  Some specialists are trying to shoe-horn 
the recorded facts into the structure of Newtonian me
chanics . But Saturn has presented remarkable anomalies 
to the physicist. Among the big surprises was the discov
ery of many new rings. Where before scientists believed 
there to be a half dozen , there are as many as a thousand 
differentiated strands swirling around the planet in at 
least 95 clearly demarcated divisions. Three new moons 
were discovered, bringing Saturn's  known lunar comple
ment to 1 5 . Titan , the moon believed to possess a meth
ane atmosphere, was discovered to have a 90 percent 
nitrogen atmosphere, the remainder being methane sat
urated with hydrocarbons comparable to the early chem
ical-reducing phase of the Earth's  evolution . 

Reported Dr. Bradford Smith, head of the Voyager 
camera team: "We may have to develop a whole new 
breed of celestial mechanics to account for the newly 
revealed Saturnian mysteries ."  The following are among 
the foremost phenomena to be explained: 

• The most famous gap in the ring system, called the 
Cassini Gap after its 1 7th-century discoverer, is not a gap 
at all, but an area filled with additional rings, presenting 
the picture of a multigrooved phonograph record . 

• A newly discovered F-ring, whose existence had 
been inferred from the earlier Pioneer spacecraft's visit 
to Saturn, lies farthest out from the planet, and is actually 
two rings or strands would around each other like a braid 
or double helix .  

• As the rings swirl around Saturn's  gaseous c1oud
tops-the planet has no definite surface-linear struc
tures rise up like "spokes" from the planet, spanning the 
rings, remaining stable for hours at a time, then dispers
ing. 

• Two of Saturn's moons are orbiting in the same 
path but at different velocities; although long occupying 
the common orbit, they have not collided. 

When first confronting these phenomena, one NASA 
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scientist described the display of ring-and-Iunar interac
tions as a set of "nightmares" for Newtonian celestial 
mechanics . The fundamental proposition of Newtonian 
physics is that any complex, multibody system can be 
reduced to the included interactions between pairs of 
bodies . From the Newtonian standpoint, for example, 
the solar system is not a system at all , but a summation of 
the two-body relationships of the planets to the sun . 

Similarly, Saturn's  ring-moon system does not con
stitute anything higher in order than the presumed net 
effect of two-body interactions. Sum them all up, taking 
account of the way moon-moon, moon-planet, moon
ring, and ring-planet relationships may modify each 
other . Once eletromagnetic "perturbations" are thrown 
in , evetything that can be said about a multi body system 
is said. 

Thus, prior to Voyager 1 ' s  investigation , scientists 
explained the Cassini Gap on the basis of "gravitational 
resonance," which explains the rise of a complex order 
on the basis of concentrations or depletions of two-body 
gravitational forces . Any particles orbiting in the Cassini 
area will be revolving about twice as fast as the farther
out moon Mimas, and so, every second orbit will line up 
with Mimas eventually being pulled out of that area into 
a ring orbit, and leave a "gap." But Voyager I revealed 
the existence of rings in the Cassini Gap, albeit of less 
density than continguous rings . 

Classical resonance theory, confronted with the mul
tiple-density differentiations within the gap area, can ex
plain the area only "on a gross level ," one NASA office 
stated. 

Another instance is the explanation attempted for the 
newly discovered F-ring-gravitational "shepherding ." 
The ring' s particles, small rocks and ice, are l ike "sheep" 
maintained in the ring-formation "flock" by two "shep
herd" moon located on either side of the ring . The faster
moving moon on the inside of the ring toward the planet 
exerts gravitational force on those particles that might 
tend to drop out toward the planet, giving them energy 
to stay in the higher-ring orbit . The moon outside the 
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ring, away from the planet, would exert an oppositely 
directed force, shepherding the particles back down into 
the ring orbit. 

But there are only two "shepherds" for this very 
unruly flock . What the F-ring's double-strand braiciing? 
Are the particles electrically charged? And what of the 
other rings? Where are their shepherds? If a "shepherd" 
thesis explains only one feature of one ring (but not other 
features), and cannot explain any features of other rings, 
can it be any explanation at all? "Too many divisions ,"  
one NASA specialist entered in his  notebook as the ring 
system first appeared on the data screen. "They're in the 
wrong places to agree with classical resonance theory . 
We need more satellites . Need to find some embedded 
large particles ."  But no missing moons or large embed
ded particles have been found. 

Turning to the "spoke" phenomena periodically ex
hibited , these linear structures appear to rotate with the 
electromagnetic field of Saturn itself, and so could rep
resent certain ring-particles temporari ly lining up above 
or below the plane of the rings, like iron filings before a 
magnet. But why do they arise, and who do they disperse? 
What could cause electromagnetic force to temporarily 
take precedence over gravity-and then give way to it 
again? 

A startling mystery is represented in the two moons 
traveling in the same orbit, but at different velocities .  
The inverse square formulation of the law of gravity 
states that gravitational force increases with the decrease 
in the square of the distance (K = l /r2) .  As the faster 
moon closes in on the slower one, it should gain energy 
and accelerate into a collision . They should have smashed 
each other to bits long ago.  Some underlying causal 
process not within the purview of Newton's law proves 
to be operative at precisely the point that Newton's law 
should be inexorable, the point of approaching collision. 

Kepler's alternative 
What Newtonian reductionism denies is that in a 

multibody system there can be an inherent, multibody 
collective effect, qualitatively different from simple two
body effects and their combinations.  In fact, the prepon
derance of evidence from Saturn-and not only Sat
urn-is that a lawful ordering of the parts by the 
geometry of the whole is the sort of premise required 
for a new celestial physics . 

Such an approach was taken by Johannes Kepler 
when , a generation before Isaac Newton, he sought to 
discover the laws of planetary motion in terms of a 
solar-system-as-a-whole rigor. For Kepler, there was a 
single underlying "plan" that determined the relative 
positioning, velocity, and general behavior of the 
planets , in  a way that could not be reduced to nine 
separate two-body systems .  For precisely such reasons, 
Kepler, although his laws of planetary motion would 
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permit any freshman schoolboy to deduce Newton's 
laws , himself formulated no "law" of gravity. 

Classical mechanics, inclusive of the inverse square 
formulation, resulted from a lowering of scientific out
loo k imposed by Newton's bowdlerization of Kepler' s 
actual achievements. Kepler formulated three basic laws 
of p lanetary motion on the basis of a single physical 
hypothesis ;  Newton adopted Kepler's laws in simplified 
form , discarding the physical hypothesis and abandon
ing the entire causal problem . 

Kepler' s hypothesis stated that "Motion is dispensed 
by the sun in the same manner as light . . .  a measure of  
the attenuation of which may be derived from the 
proportion of the circles [orbits ] themselves ." A solar 
force field acts causally on the planets, atten uating with 
distance. From this ,  he was able to establish that in 
equal times, an orbiting planet sweeps out equal areas 
of "space" between it and the sun; that such orbits are 
not circular, but ellipses with the sun at one focus; and 
his Third Law, that the squares of the planets' periods 
of revolution (t) vary directly with the cubes of their 
mean distance from the sun (d) . 

tT/q = dVd� 

But Kepler' s concern was to reduce the three laws to 
one, thus proving "the harmony of the spheres . "  Does 
there exist an underlying ordering principle-perhaps 
inherent in the solar force field itself-that would 
comprehend the solar system as a single system? 

Kepler was able to prove that the distances of the 
planets treated as radii of concentric circles correspond 
to a certain ordering of the five regular Platonic solids; 
he also proved that the relative angular velocities of the 
planets were harmonic-closely corresponding to the 
mathematical ratios of different string lengths produc
ing notes that harmonize . These are not laws, but 
powerful geometric and harmonic correlations, in truth, 
signifying a well-defined mathematical relationship, in 
respect to which there must exist some underlying 
causal necessity . 

Let us suppose that the solar system originated as a 
vortical mass of plasma, as Kepler's hypothesis-and 
the evidence from Voyager I -suggests to the plasma 
physicist .  In that case singularities arising in the plasma 
to form planets will occur in specifically determined 
regions of plasma temperture, density, and frequency, 
much as a vibrating string yields nodal points at certain 
specific, and often harmonic frequencies . 

In plasmas, very hot ionized gases, the tendency is 
to go from less-ordered to more-ordered states in which , 
intense concentrations of electromagnetic energy, called 
solitons,  form out of nearly uniform fields; filament-like 
threads twist out of uniform plasma; closed field struc
tures much like smoke rings appear. Plasma behavior 
cannot be explained on the basis of Newtonian physics . 
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Business Briefs 

Agriculture 

USDA economists 
bet on 1981 

Farmers will be  in better shape in 1981 
than 1980, USDA economists have told 
the 1981 Agricultural Outlook confer
ence in Washington, D.C.  

The cheery picture, according to 
economist Dean Hughes, who echoed 
other speakers at the four-day session, is 
based o n  "projected increases in  their 
incomes and real estate values and the 
almost negligible chance that a credit 
squeeze will reoccur." 

USDA proections for a 1981 net in
come level of  between $27 and $31 bil
lion, if they materialize, would just barely 
bring net income back to the 1979 level .  

Hughes grounded his predictions on 
the assumption that the renewed interest 
rate spiral will turn back down by the end 
of the year as demand for credit drops .  

World Trade 

Japan lifting export 
sanctions against U. S.S.R. 

B y  J a n .  20, Japan m a y  have totally lifted 
its post-Afg hanistan economic sanctions 
against the U . S . S . R .  The latest develop
ment in the quiet step-by-step relaxation 
was the announcement Nov. 14 that the 
Japan Export-Import Bank will resume 
issuing suppliers' credits on deals to the 
U . S . S . R .  For now, the limit per deal is  
$100 million . Government sources have 
indicated that Western Europe's failure 
to adhere to the Carter-imposed sanc
tions was the major factor in  the relaxa
tion process .  

Japan's business community is gam
bling that incoming President Reagan 
will totally lift the sanctions .  I t  i s  believed 
that when ruling Liberal Democratic 
Party leader Susumi Nikkaido visited the 
U . S .  to meet with Reagan advisers before 
and after the election, he raised this issue, 
among others. 

In the last four weeks, the Soviets 
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have offered Japan up to $3 billion in 
project deals that will go to European 
firms if  Japan maintains the sanctions .  
With car  exports under heavy pressure 
from both the U . S .  and Europe, the b usi
ness community is urging the govern
ment to accelerate relaxation of the sanc
tion .  

Domestic Credit 

New bank act raises 
fed fund rates 

The implementation of features of the 
Monetary Control Act of 1980 gave 
cause to Federal Reserve Board chair
man Paul Volcker to raise the rate on 
federal funds this week. 

Nine thousand financial institutions 
joined the Federal Reserve System the 
week of Nov .  10-14 under the conditions 
specified in the act, to bring the total 
number of  member banks i n  the system 
to 14,000. " M any of these smaller banks 
tended to hoard federal funds," reported 
one analyst, "and thus they caused the 
demand placed on these funds to grow. 
This pushed up the cost of federal funds ." 

The new reserve requirements im
posed o n  the smaller banks did not cause 
an increase in federal funds demand pres
sures .  While many of  the smaller banks 
had to pay for new reserve requirement 
balances for the first time, this was offset 
by the fact that the M onetary Control 
Act of 1980 reduced the reserve require
ments on demand deposits from 16.25 
percent to 12 percent. 

"The reduction i n  the reserve require
ments on demand deposits lowered the 
reserves on large money center banks," 
reported Elliot Platt of Donaldson, Luf
kin, Jenrette investment bank.  "The net 
effect of the reserve requirement changes, 
b oth the lowering of the demand deposit 
requirements and the imposition of re
quirements on the small banks, was to 
i nject about $3 to $4 billion into the 
banking system . "  

While small-bank hoarding of federal 
funds probably reduced the supply o f fed 

funds by about $ 3  to $4 billion, the 
change in reserve requirements added $3 
to $4 billio n .  Thus, the amount of net 
funds in the fed funds market most likely 
remained unchanged. 

Why did the federal funds rate rise 
from an average of 13.99 percent for the 
week ending Nov . 7 to being at 16.79 
percent on Nov. 18? 

Fed chairman Paul Volcker appar
ently used the confusion generated 
around the entry of 9,000 new banks into 
the Federal Reserve Board System to go 
ahead and push up interest rates, by post
ing a very high rate for federal funds. 
This m ade the cost of banks funds more 
expensive, and forced an upward move
ment in the prime lending rate. 

Technology Transfer 

Exim chief advocates 
nuclear exports 

John Moore, president of the U . S .  Ex
port-I mport Bank, told interviewers that 
he hopes U . S .  nuclear exports will rise 
dramatically under the Reagan adminis
tration.  

Moore's efforts to get  financing for a 
revival of u .s .  nuclear sales abroad are 
getting full backing from the office of 
Republican Senator Jake Gam, to be the 
chairman of the Senate Banking Com
mittee. Associates of Gam report they 
are working on detailed proposals to al
low Eximbank to stock up its capital 
base, both through borrowings from the 
private market, and through liberalized 
access to the discount facilities of the 
Federal Reserve. 

In a discussion held during the joint 
annual conference of the Atomic Energy 
Forum and the American Nuclear Soci
ety i n  Washington, D.C.  held this week, 
Moore stated, "We hope the new admin
istration will quickly and carefully review 
nuclear export questions and move to 
clarify and speed up . . .  procedures" of 
approval for such exports. " I  believe," 
M oore stated, "that American nuclear 
suppliers can meet the challenges of sell-
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ing in tomorrow's export market and, for 
their own s urvival, they must . . . .  The 
market potential for nuclear power is 
enormous ." 

Moore noted that Eximbank's re
sources could be strained by nuclear ex
port financing needs. Garn's staff is now 
working on this problem. 

Associates report that Garn wants to 
free Eximbank from the congressional 
appropriations process, where it is  often 
hobbled by restrictive legislation.  Exim
bank m ust be allowed to borrow freely 
on the capital markets as well as get loans 
at "special discount rates" from the Fed
eral Reserve, they insist. 

At the same time, the Utah Republi
can wants to reverse the politically moti
vated constraints imposed on trade rela
tions in recent years . His staff is planning 
a comprehensive review of  all laws which 
impose political regulation on trade, in
cluding the Foreign Corrupt Practices 
Act and constraints on East-West trade. 

Foreign Exchange 

Deutschemar k gains 
medium-term strength 

A sharp rise in Eurodollar interest rates 
permitted the dollar to recover some lost 
ground against the deutschemark during 
the week of Nov. 1 7 .  However, foreign
exchange an alysts see the deutschemark 
as the stronger currency in the medium 
term . 

The increased confidence in the 
deutschemark is  partly based o n  widely 
circulated reports that the Saudi govern
ment has agreed to invest $9 billion in 
instruments denominated in  deutsche
marks, to. help finance West Germany's 
large current account deficit .  According 
to a source at the New York Federal 
Reserve, the Fed expects such a Saudi
German deal to be concluded, although 
the figure of $9 billion may be overstated. 

The Bundesbank president, Karl
Otto Poehl, visited Riyadh last week, 
giving rise to speculation that the pur
pose of his trip was to negotiate a loan 
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package. This was denied by West Ger
man Finance Minister Hans M atthOfer, 
in a Nov. 17 press conference. M atthoffer 
stated that it would be his own role to 
negotiate such matters . 

The West German government's new 
determination to defend the deutsche
mark was underscored by Chancellor 
Helmut Schmidt's public remark that he 
thought the deutschemark was under
valued relative to the British pound ster
ling but that "this should correct i tself ' 
in the coming months. 

I t  is  highly unusual for heads of state 
to comment on foreign exchange parities 
in this fashion. Moreover, Schmidt said 
this on the d ay Prime Minister M argaret 
Thatcher was visiting with him in Bonn.  

The pound has shown some weakness 
since it reached a $2.45 h igh against the 
dollar earlier this month (see Currency 
Rates) .  

Oil Diplomacy 

Reagan : PEMEX 
gas stations 

President-elect Ronald Reagan revealed 
that he has suggested to M exican Presi
dent Jose L 6pez Portillo in one of their 
meetings over the past year that PE
M EX, Mexico's  state-owned oil compa
ny, enter the U . S .  retail gasoline distri
bution market. 

"A PEM EX distribution network is a 
plausible question, since Shell operates 
here, and that is also a foreign 
company," Reagan stated in an interview 
granted to the West Coast Spanish m ag
azine Imagen last week.  

I n  an interview with the M exican 
press the next day, Jorge Diaz Serrano, 
head of PEM EX, confirmed Reagan's  
initiative . "We are studying the propos
al," Diaz Serrano said; "the problem that 
we foresee is  that the fiscal systems of the 
governments that have made similar pro
posals to us are so severe . . .  that so far 
we have not found an attractive propos
al." Mexico has discussed such arrange
ments with Spain, Japan, and several 
other countries. 

Briefly 

• PAKISTAN is expected to get 
$1.7 billion from the I nternatonal 
Monetary Fund ( l M F) as part of  a 
debt rescheduling package. This i s  
the largest loan to a developing 
country in the I M F's  history. Fol
lowing months of negotiation, the 
I M F  preliminarily granted the 
loan, although Pakistan will not 
devalue its currency . 

• THE WORLD BANK has an
nounced plans to float two large 
loans denominated in Japanese 
yen in early 1 98 1 .  Completion of 
the loan deal hinges on implemen
tation of Japanese central bank 
plans to lower interest rates in  De
cember. 

• ARGENTINIAN banks are a 
"barrel of rotten apples," accord
ing to the Nov.  1 8  London Finan
cial Times. "British banks have 
been given the impression that the 
Argentinian authorities will not be 
unhappy to see further collapses 
among the country's  smaller pri
vate banks," the Times reports . 
"They have been assured, how-
ever, that international . . .  credi-
tors will not suffer loss . . . .  " Inter-
nal debt to Argentine banks is es
timated at $ 3 . 5  billion .  

• CITIBANK has received ap
proval from the Comptroller of the 
Currency to move its credit card 
operations from N ew York State 
to North Dakota. This will allow 
Citibank to charge higher interest 
rates on its credit card operations .  

• THE HEADS of Germany's 
five leading econometric institutes, 
a group k nown as the " Five Wise 
M en," have issued their 1 98 1  pro
jections for the German economy. 
They say growth will be at zero 
levels for the first six months, 
bringing unemployment to the 1 
million level .  If wage austerity is 
practiced for that period, growth 
will resume, at about a 2 percent 
annual level for GNP, for the final 
months of the year, they claim . 
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�TIillSpecialReport 

The U.S. policy fight 
and the careers 
Reagan can end 
by Konstantin George 

The U .S .  election provided landslide evidence that the American public 
wants a clean break with the policy-making circles around the Council on 
Foreign R�lations and the Trilateral Commission that have steered Ameri
ca's  perilous decline. In simple English, the election was a demand for a 
break with eight years of Kissinger and four years of Carter-Volcker. 

Reagan's victory put a welcome end to the career of  Trilateral President 
Jimmy Carter and his Trilateral cabinet crew. In the crucial transition 
struggle now being waged, President-elect Reagan is within reach-there are 
solid indications to this effect-of terminating the public careers of Trilateral 
Commission Executive Director Henry Kissinger and Fed Chairman and 
Commission member Paul Adolph Volcker . 

It is an open secret .that Reagan's trusted inner circle of politiCal friends 
and supporters, and the anti-Carter forces in organized labor, want to keep 
Kissinger out of government and oust Volcker . A purge of Kissinger and 
Volcker would represent milestone battles won . The overall war for the 
shaping of the general policies and staffing of the new administration has, 
however, just begun .  To sum up the point on  Kissinger, keeping Henry the 
individual out of government is one thing; keeping Henry out of treasonous 
mischief is quite another . 

There are two general problems Reagan and his circle will have to 
confront, involving Kissinger and his allies and underlings. I n  the first case, 
there is a pattern , replete with documentary evidence, showing that Kissinger 
and his friends,  in active policy alliance with the lame-duck Carter adminis
tration,  are striving to explode existing international and domestic crisis 
situations,  and create as many new ones as possible, in order to "box in," 
option-wise, the incoming Reagan administration . The mode of behavior 
parallels that of  the Buchanan administration,  which used its own lame-duck 
period to render the secession moves irreversible, leaving Lincoln no choice 
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Will Henry Kissinger's proxies be allo wed into th e Reagan administration? 

but to go to war to preserve the Union .  

The crisis rampage involves the  fol lowi ng operations :  

I )  Feverish pre-i nauguration destabi lizations  by A nglo

American networks in  Poland l inked to B rzezinski  and 

Kissinger, destabi l izations  designed to sacrifice Poland 

as a pawn to a Russ ian invasi o n .  The ensuing interna
tional situat ion would place Reagan's  i nauguration un

der a frightening cloud,  with the Paris-Bonn- M o scow 

war avoidance axis severed . Reagan would be locked 

into a cold war that neither he  nor the leaders of  conti

nental Europe, Valery Giscard d ' Estaing and H el m ut 

Schm idt,  were guilty of fomenting.  
2)  The Carter admin istrat ion 's  al l -out offers of  sup

port to , and actual support o f, Khomein i ' s  I ran in the 

war against Iraq. The o ngoing threat is to have I ran  

strike in kam ikaze fashion and disrupt A rab o i l  faci l i ties 

in  the Gu lf. In  the middle of this ugly b lackmail  game 

agai nst France , Germany,  Japan, and President-elect 

Reagan (an oil crisis for an I nauguration  D ay present) ,  

where is Henry? In Pari s ,  huddled for talks with Iranian 

madman Khomeini ' s  l ieutenant ,  the wo uld-be butcher of  

the  hostages, Ayatollah Beheshti . 

3 )  The Carter- K issinger Tri lateral carnage in eco

nomic and international mo netary pol icy .  Both before, 

and especially si nce, the elect ion ,  Vo lcker has gone o n  an 

unprecedented b inge, causing skyrocketing interest rates 

and waging econ omic warfare against Europe.  

K issi nger's mischief works i n  other ways as wel l .  
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Even should Kiss inger h imself be out of the official  

running ,  Henry' s clones abound,  ready and poised to 

assume positions  of i n fluence in  the new administration . 

Foremost among them is A lexander Haig ,  former NATO 

supreme commander,  widely considered the front-runner 

for the post of  secretary of  state . A s  a patriotic former 

Foreign Service officer told this  author ,  too many people 

believe that "while K issinger is unacceptable,  H aig 

would be  the least of  al l  possible evi l s ."  

Yet it ' s a m atter often repeated on  the pub l ic  record 

that H aig has always ack nowledged Kiss inger as his  

mentor .  If  that weren' t  enough , then there' s the saga of  

Ha ig ' s  meteoric career , from desk j o b  to desk j o b ,  leap

ing over the heads of hundreds of  com b at officers, on 

account  of  H enry's  patronage. 

I n  1 979 ,  Haig was the preferred presidential  option 

of Henry Kiss inger, K issinger' s Georgetown circles,  and 

pro-Thatcher American Tories . This  grouping,  centered 
around the " English Speaking Union" crowd and 

Georgetown U niversity' s Center for Strategic and I nter

national Studies,  was out to "stop Ronald Reagan at a l l  

costs . "  That year,  Kissinger went on record offering his  

"specia l  advice" in  H aig's b id for the p residency . 

What the "destroy Ronald Reagan" crowd couldn' t  
do i n  the elect ion campaign , when the voters rejected a l l  

the Eastern Establ ishment G O P  candidates, including 

Tril ateral mem ber Bush,  they are now tryi ng to ram 

th ro ugh during the transit ion period .  
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I .  ECONOMIC DIPLOMACY 

Volcker's interest-rate war to 
set the international stage? 
by David Goldman 

Ronald Reagan began his presidential campaign at the 
Republican convention last July with a speech that in
cluded a p ledge of currency stability and a preference for 
a "monetary standard,"  a coded reference to get gold 
backing for the U .S .  dollar. But if the U .S .  Federal 
Reserve continues its actions of the past several weeks, 
the new President will step into a major foreign economic 
crisis-coincident with a probable renewed downturn of 
the national economy. 

In  an effort to "discipline" Western Europe, in  the 
words of a senior Federal Reserve official, the Federal 
Reserve beg:m what the French call bluntly "interest
rate warfare" against the European Monetary System . 
The object, as detailed by Fed officials in background 
discussions with EIR, is to force Eurodollar interest rates 
up to the point that funds would flow out of the German 
mark-the pivot currency of the two-year-old European 
Monetary System-and into the dollar . 

Although freely described by Fed officials, the con
tent of the foreign side of  Federal Reserve Chairman 
Paul V olcker's interest-rate policy is little discussed in 
the American press .  It is a virtually daily topic of com
mentary in Handelsblatt ,  Le Monde, and other European 
journals, however . 

A pre-emptive move 
In effect, Paul Volcker has set out to pick a fight 

between the United States and Europe which neither 
Ronald Reagan, nor French President Giscard and 
West German Chancellor Schmidt, want. The action is 
more political than monetary . Paul Volcker, former 
strategic planning chief at Chase Manhattan Bank and 
(until he became Fed chairman) a board member of the 
elite Anglo-American Ditchley Foundation, is pro
foundly committed to the postwar special relationship 
with Great Britain .  

Reagan's own philosophy would point, instead, to 
what has been mooted to be a "Washington-Bonn-
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Paris" axis ,  bypassing London,  and also leaving behind 
the intensely anglo phi Ie international financial institu
tions, such as the International Monetary Fund, the 
World Bank, the Organization for Economic Coopera
tion and Development, and the General Agreement on 
Trade and Tariffs . 

As former British ambassador to Washington Peter 
Jay put it in a recent Economist commentary, the issue 
is the resurgent nationalism expressed in Reagan's 
landslide electoral victory against the postwar "inter� 
nationalism" of the IMF and similar institutions.  A 
committed internationalist, a public advocate of "con
trolled disintegration of  the world monetary system [as] 
a legitimate objective for the 1 980s ,"  Paul Volcker is 
conducting a pre-emptive strike against what he and his 
faction in the U .S .  and Britain expect to come from a 
Reagan administration.  

In  the beginning of November, following a spectac
u lar rise of Eurodollar rates into the 1 5  percent and 
higher range,  the West German mark fell from about 
DM 1 .9 to the dollar to DM 1 .96 at the worst. However, 
the mark suddenly recovered with help that the Fed had 
not anticipated-massive purchases of marks by the 
Saudi Arabian Monetary Agency . On Nov. 1 2  the 
SAMA made its first daily purchase of about DM 3 
bill ion, effectively establishing a "floor" under the 
German mark, in the estimation of surprised Fed staf-

. fers.  The West Germans also began negotiations with 
the Saudis for a special credit facil ity of about DM 9 
billion, in addition to the planned borrowing of ECU 
10 bi llion projected by the European Community for 
next year. West German Bundesbank chief Karl-Otto 
Poehl went to Saudi A.rabia last week, and the West 
German finance ministry played the foreign exchange 
market rumor mill brilliantly, alternately feeding back
ground out to the German media and demurring that 
anything unusual was in the works. 

The announcement that West Germany would p lay 
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hardball on the foreign exchange markets came early in 
November from the dean of  West German finance, 
Deutsche Bank Chairman Emeritus Hermann Abs.  
"Anyone who says that the German mark is underval
ued," Abs told the press, "is both stupid and irrespon
sible ."  

At a London press conference Nov.  1 7  with British 
Prime Min ister Margaret Thatcher, the German chan
cellor himself told reporters that the British pound was 
overvalued against the German mark, immediately pro
voking a slide of that currency to below $2 .40. The 
British pound is largely sustained by short-term capital 
inflows seeking high interest rates for short periods of 
time, and is continuously subject to runs on the part of 
speculators who might, simultaneously , decide to cash 
in their winnings . "Helmut Schmidt is not above trying 
to provoke that scenario," said an American monetary 
officia l .  

The dollar and the Euromarkets 
But the bigger danger is that the same scenario 

could hit the American dollar. Unlike Britain , the 
American dollar has merits as an investment currency 
in the long term, and domestic U.S .  financial and 
tangible investment is attractive to investors who hold 
strong European currencies . But the United States, after 
six quarters of uninterrupted falling industrial produc
tivity , is now sliding into a worse trade-deficit position.  
Despite the severe recession , which would have in the 
past implied lower import demand, the U.S .  will show 
the third $30 bi llion trade deficit in a row during 1 980. 
The deficit in 1 9 8 1  could be worse. If  the Federal 
Reserve' s monetary policy keeps interest rates at around 
their 1980 peaks for any significant length of time, the 
American economy will turn down again sharply, and 
the dollar wil l be in very bad shape. 

However, a fall of the dollar to OM 1 .70 or even 
lower does not, by itself, imply a fundamental crisis in 
the dollar sector .  What is much more dangerous is the 
consequences for the world payments system of the 
Fed's high interest-rate policy. 

Next year' s payments deficits of non-oil-producing 
less-developed co untries and weaker industrial nations 
(e.g . ,  the Mediterranean countries) will exceed $ 1 20 
billion , even presuming that there is no increase in the 
price of oil . The financing of these deficits , the majority 
of which are the debt service on $350 billion of commer
cial loans, depends on the interest-rate situation .  Every 
1 percent rise in the London Eurodollar six-month rate 
adds $3 . 5  billion to the deficit figure. If the Federal 
Reserve maintains dollar interest rates at a plateau 
above 1 5  percent or so for several months, the resulting 
increment to the world payments imbalance may be 
sufficient to provoke defaults or reschedulings on too 
broad a scale for comfort. 
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Ultim ately, the parity of the dollar against other 
maj or currencies depends on the rate of profit of dollar 
investments compared to the rate of profit available in 
competing currencies . Dollar-sector investments in the 
Eurodollar market are principally arbitrage, that is, 
borrowing short term and lending short term at some 
interest-rate differential . A very large portion of the 
$ 1 .2 trillion Eurodollar market, or about $400 billion, 
represents i nterbank loans, whose profitability depends 
on fine gradations of  interest charges between different 
borrowers . 

A portion almost as large is an arbitrage operation 
disguised as international lending: Eurodollar banks 
borrow at the London interbank offering rate (LlBOR), 
and lend to their developing-sector debtors the sum 
these countr ies owe by way of principal and interest on 
preceding loans . The loan is made at LlBOR plus a 
"spread," usually between 1 and 2 percent in the case of 
LDC borrowers . 

The borrowing country immediately "repays" its 
previous debts with the proceeds of the new loan. The 
Eurodollar bank then makes a fictional profit based on 
the "spread" net of administrative costs . 

Once the viability of this paper is questioned, the 
entire fraudulent game collapses, and the imputed 
"profit" due to the spread between the banks' own cost 
of funds and charges to borrowers is greatly outweighed 
by the prospect of involuntary moratoria or defaults on 
loans .  At this point the bookkeeping rate of  profit on 
Eurodollar lending wi l l  collapse. 

Two options 
There is no firm basis for predicting the likelihood 

of such a development. However, the Federal Reserve is 
playing a brinksmanship game, partly to persuade the 
Europeans to abandon what is still an ambitious loan 
program to finance their exports to the LDC's. I f  the 
Fed takes the credit system over the brink,  the conse
quences for the dollar are incalculable. The result may 
be exchange controls of a type more drastic than Britain 
maintained until recently. 

Whether the Federal Reserve and banks who share 
its views have evaluated this possibility, and would 
rather see a " Fortress America" fall-back position than 
a Washington-Bonn-Paris axis, is difficult to say . 

H owever, these are the two paths that lead out of 
the present situation.  The President-elect has the choice 
of working with the European Monetary System to 
restabilize the dollar, which means ultimately working 
off American foreign liabilities through net exports, or 
accepting the worst consequences of "controlled disin
tegration ." Mr. Reagan faces an oil slick put down by 
the Carter Federal Reserve chairman. He will have to 
think fast to avoid the worst consequences of his 
predecessors' mistakes . 
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The rush to provoke a showdown 
between Reagan and Europe 
by Vivian Zoakos 

As West German Chancellor Helmut Schmidt arrived in 
Washington this week for talks with Carter and Reagan, 
continental Europe found itself facing efforts from var
ious quarters to lock the new U.S .  administration  into 
policy showdowns with its allies . While the outcome is 
by no means predetermined, the lineup has become quite 
clear . 

The British Foreign Office and its sympathizers in the 
NATO command and the Kissinger faction of the Re
publican Party intend to maintain and intensify the 
current Anglo-American "special relationship" -shaped 
around economic austerity and East-West confrontation . 

Continental Europe, for its part, has quietly pursued 
economic cooperation with the U. S .S .R .  and the Arab 
oil producers , and looks to a comprehensive settlement 
of Middle East questions as a means to that end. 

The Chancellor and French President Valery Giscard 
d' Estaing have welcomed the Reagan victory and ex
pressed their desire for improved relations with Wash
ington-in a Nov. 1 6  interview with ABC's Issues and 
Answers , Schmidt stated: "I have the feeling of a new 
decisiveness in the American nation ."  

The initiatives Schmidt and  Giscard have taken over 
the past four years in response to the policy disaster in 
Washington under Carter would inherently appeal to the 
partisans of growth within the Reagan camp . They in
clude support for Iraq and its plans for rapid industriali
zation of the Middle East; strengthening the dollar and 
world trade through a new monetary system based on 
gold; and the "Gaullist" approach adopted by Eisen
hower's second administration to dealing with the Soviet 
Union, especially on economic matters . 

Maneuvering to preempt the establishment of a close 
collaborative relationship between the incoming admin
istration and the Franco-German alliance, British For
eign Secretary Lord Carrington in a front-page interview 
in the International Herald Tribune published Nov. 14  
announced the U.K. ' s  intention to  use its influence to 
"delay" a European diplomatic initiative on the Middle 
East . At the same time, the issue of the NATO budget is 
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being heated up as a wedge to press West Germany 
toward NATO's counterpolicy for the Middle East, the 
"rapid deployment" scenario for superpower brinks
manship in the region.  

In discussions Nov. 17  between Schmidt and British 
Prime Minister Margaret Thatcher in Bonn, disagree
ments came to the fore over Thatcher's insistence on the 
"special relationship" between London and Washing
ton, according to German reports . Schmidt proposed a 
four-way summit meeting among himself, Giscard, 
Thatcher and the new Reagan administration, along the 
lines of the 1 979 summit in Guadaloupe; Thatcher, ap
parently averse to the potential influence of "the conti
nentals" on the new American president, emerged from 
her talks with Schmidt to tell the press that her schedule 
is too ful l  for the next eight months to include ev�h the 
possibility of such a meeting. 

As the Europeans see it, their survival depends on a 
continued flow of Arab oil and petrodollars for deficit 
financing and capital investment; and their prosperity 
requires expanded new markets based on the European 
Monetary System's potential for underwriting transfer 
of technology to OPEC and the Third World. There
fore , Europe has cautiously proceeded in its dialogue 
with the Arabs, and the heads of state of the European 
Community (EC) will meet early this month to discuss 
launching an independent initiative for Mideast peace. 

The EC, to which Britain belongs, is one arena 
where Carrington hopes to force his "delay . "  The 
initiative was the subject of a heated disagreement in 
Paris this week between French Foreign Minister Jean 
Fran\(ois-Poncet and Henry Kissinger, where Fran\(ois
Poncet declared , according to Radio Jerusalem, that 
France favors recognition of the Palestine Liberation 
Organization, and if the rest of the EC refuses to make 
such a move, France will do it alone. France has 
responded immediately to Carrington's interview; when 
a senior government official leaked through the Nov. 
1 5  issue of Le Figaro that political cooperation will not 
be increased by halting initiatives and hinging action on 
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the United States . 
The Kissinger formula on all this was summarized 

Nov. 1 8  by syndicated columnist Joseph Kraft from 
Washington, in  a commentary titled "Plain Talk for 
Schmidt ." "Among the losers in the American elections 
you can count the European aJ1ies: they no longer have 
Jimmy Carter to kick around," Kraft wrote . "Without 
Mr. Carter as an excuse, the the Europeans either have 
to acknowledge the differences with the United States 
on fundamentals or modify some of their independent 
positions . The test of which way Europe goes begins 
with the visit of ChanceJ10r Helmut Schmidt to Wash
ington this week . . . . 

"As befits his central role, the ChanceJ10r has p layed 
a lead part in the allied assault on President Carter . . . .  
He intimated that because of Mr.  Carter, Europeans 
have had to strike out on their own in dealings with 
Russia and the Near East ." Now, however, "the French 
and Germans intend to continue to work out a Near 
East settlement outside the Camp David process, and 
an understanding with Moscow outside the Big Two 
framework. Americans, in these conditions, owe the 
Chancellor some plain talk ."  

Military questions 
This "bipartisan" pressure on Europe and on Rea

gan policy was elaborated by Reagan transition team 
member Alexander Haig, the former NATO supreme 
commander and one of Reagan's candidates for defense 
secretary. Speaking to the annual Heinz Seminar in the 
Senate Caucus Room on Nov. 1 3 ,  Haig characterized 
Europe as the main threat to U.S .  security, on the 
grounds that West Germany in particular i s  "not con
tributing their share" to NATO, and rebuked the Ger
mans, French and Japanese for "actively competing 
with us for markets at home and abroad."  The seminar, 
which was cosponsored by Georgetown University's 
Center for Strategic and International Studies and Sen.  
John Heinz III ,  a former sponsor of Haig's presidential 
aspirations, included Zbigniew Brzezinski, who de
manded that Europe "support the Camp David ac
cords" and "join the United States in creating a security 
framework in the Middle East" through NATO . 

General Haig's fulminations foJ1owed the recent 
announcement from Bonn that , owing to economic 
difficulties, West Germany (like Italy , Belgium, and 
Denmark) wiJ1 be unable to meet the 3 percent increase 
in defense spending agreed upon by NATO members. 
Schmidt has repeatedly asserted that his government 
has always lived up to its defense obligations, while, he 
says , the real problem is the failure of the United States 
and Britain to maintain conscripted armed forces. 
Schmidt's political associate ,  Social Democratic leader 
Hans-Jiirgen Wischnewski, was quoted Nov. 1 8  by the 
German press bluntly commenting that a 3 percent 
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increase is  meaningless; if  there i s  a crisis ,  the defense 
budget might be raised by 1 5  percent, and if not it 
might stay at current levels .  

Other German spokesmen point to  the fact that the 
Carter administration had to fudge its own bookkeep
ing for fiscal 1 979 in order to show a 3 percent defense 
increase for fiscal 1 980, and that U.S .  outlays are 
bloated by the huge proportion of salary payments for 
the All-Volunteer Army. 

Economic entente not dead 
The West German view of these military questions is 

put in a larger perspective by the fact that, despite the 
Carter administration's strictures against any such deal
ings, a consortium of 20 West German banks is moving 
forward with a giant project to buil,d a natural gas 
pipeline from western Siberia to Western Europe. For 
the first phase of the project, a $5 .3 biJ1ion credit was 
recently negotiated; the pipeline is expected to reach 
double that amount by the time it is completed, making 
it the largest single business deal concluded thus far 
between Eastern and Western Europe. 

The German credits will be repaid in the form of 
deliveries of 40 biJ1 ion cubic meters of natural gas 
annuaJ1y to Western Europe starting in 1 984, of which 
1 2  to 1 5  biJ1ion cubic meters per year will go to the 
Federal Republic. According to West German news 
reports, the initial loan will be at 73/4 percent interest 
rates. 
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A challenge to the President: 
Friedmanism or economic growth? 
by Kathy Burdman 

Federal Reserve Board chairman Paul Volcker is pre
senting the incoming Ronald Reagan administration 
with an economic fait accompli: a full-scale u.s .  reces
sion .  

Since the Nov . 4 election alone, Volcker has, with 
deliberation, raised the U .S .  prime lending rate from 14 
percent to 16 1/4 percent, and money market analysts 
expect the prime to go to 17- 18 percent before the end of 
November. Volcker has acted in this way to directly 
provoke what economists uniformly agree will be a 
second or "double dip" recession next year, in spite of  
the American electorate's overwhelming vote on Election 
Day against the Carter administration's high-interest 
rate policy . 

The partisans of Chicago School monetarist Milton 
Friedman are moving to take over the new Reagan 
administration. Volcker' s actions are part of the coup, 
forcing Reagan before he begins into a framework of 
tight money and economic austerity . 

Already, former Nixon-Ford Treasury Secretary Wil
liam Simon has let it be known that he will "definitely" 
return as treasury secretary in the Reagan administra
tion, nationally syndicated columnists Evans and Novak 
reported recently . Simon, a self-proclaimed devotee of 
Milton Friedman, is leading a group of Friedman's 
followers in an attempted takeover of the top economic 
posts in the new Reagan administration itself. 

Eleven economic advisers met with President-elect 
Reagan this week at the Los Angeles Beverly Hilton.  The 
meeting was dominated by Friedman, Simon, and former 
Fed chairman Arthur Burns , former Treasury Secretary 
George Shultz ,  and other proponents of tight money 
austerity . 

Thatcher-or Hoover? 
These actions by Volcker on the outside and Fried

man on the inside of the Reagan administration consti
tute an attempt by the Anglo-American policy elite to 
maintain the United States in the same policy frame
work of zero economic growth now being implemented 
by British Prime Minister Margaret Thatcher, where 
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industrial production has plummeted by over 1 1  percent 
during the past year under a Bank of England credit 
squeeze conducted in coordination with Volcker' s U .S .  
crunch . The Carter administration, from the anglophile 
President to his London School of Economics-trained 
Fed chairman on down, has been of one mind with 
London in opposition to basic industrial growth . 

Although the U .S .  population overwhelmingly vot
ed this un-American policy out of office Nov. 4 ,  Britain 
has m ade clear its desire for the new Reagan govern
ment to continue what Volcker has begun. "I  certainly 
hope that Reagan will be Thatcherized,"  William Rees
Mogg, editor of the London Times, told EIR, noting 
that the British government holds this view. "We will 
tell him to enact a large stablization crisis, to deflate 
very rapidly ."  

As the British government and Milton Friedman 
have often publicly pointed out, the Thatcher program 
was written in consultation with Friedman, who still 
consults with London on its implementation . 

To ens ure that Reagan follows the desired course, 
Volcker is proceeding to "Hooverize" the President
elect, Federal Reserve sources close to Volcker told EIR 

this week . Given the way the already-accomplished 
interest rate squeeze will turn down the U .S .  economy, 
"Reagan won't be able to do anything," the source 
said,  about the economic crisis, and will be stuck in 
Volcker's mode. 

As the New York Journal of Commerce editorial 
"Doomed at the Start" put it on Nov. 1 8 , "the danger 
is that this credit tightening is more than likely to throw 
the economy into a new downturn next year. The voters 
have already confirmed President Carter as the Demo
crats' Hoover. Unless President Reagan moves swiftly 
to counter the boat-rocking proclivities of  the Federal 
Reserve-something none of his advisers have warned 
of publicly-like his predecessor, he could be doomed 
at the start ." 

Milton Friedman, William Simon, and Reagan's 
other anglophile advisers have no intention of warning 
Governor Reagan. Instead, the aim is to stock Reagan 
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administration posts with a group of holdovers from 

the 1 969-76 Nixon and Ford administrat ions ,  the source 

close to V olcker sa id ,  who will fo l low the Friedman 

doctri ne with the same disastro us results N ixon had .  

"The peop le coming in are  j ust a rehash of the  Nixon 

admini stration ,"  sa id  the  Fed source, "the  same individ

uals-an d with weaker leadership on top.  Reagan i s  

completely inexperienced; at least N ixon was  a Vice

President. And the Nixon group didn't  do a very good 

job of running economic pol icy the last t ime.  I n flation 

went wild . "  

The hold overs are, a lmost t o  a man ,  Friedm anites. 

Milton Friedman h imself, of  the Nixon Counci l  of 

Economic A dvisers, an d h is professor and collaborator 

Arthur Burns, who ran the N ixon- Ford Federal Reserve 
by Friedmanite principles,  wi l l  be sen ior advisers to the 

new government.  The Friedman group seeks the top 

cabi net posts of secretary of  state, secretary of  the 

treasury, and chairman of  the Counci l  of  Economic 
Advisers for three self-professed Friedman partisans 

from the Nixon years .  They are George Shultz,  N ixon 's  

treasury secretary , Wil li am Simon,  Ford 's  treasury sec

retary, an d Alan Green span,  Nixon's  CEA chief. We 

document thei r dismal  record i n  th is  issue (see p age 30) .  

The current squeeze 
Volcker, meanwhile,  is  proceeding to p ut the U nited 

States into the type of  recession British Chancellor of 

the Excheq uer Sir  Geoffrey H owe recently described as 

"pain ful  but necessary ,"  from which the A nglo-Ameri

can s hope Reagan w i ll be unable to recover. 

Since the presidential electio n ,  V o lcker has acted to 

Opposition to Volcker 

In ;l st;ltement published in the Nov. 14 Congressional 
Record, Ohio Congressman Ronald Mottl called on 
PresidenHlect Reagan to "seek Volcker's resignation 
unless the chairman commits himself to bring down 
the exorbitant level of interest rates ." Mottl js a con-

. .  servative Democrat who hails from Ohio's 23rd CD; 
the heavily auto-industry area of Parma. Mottl's .full 
statement from the record follows: "Mr. Spe;lker, 
outrageously high interest rates are crushing the na
tion's hopes of pulling out of the recession and putting 
tbe unemployed back to work . After peaking at 2() 
percent last spring, interest rates declined to lower but . 

. still intolerable levels. Now, interest rates have again 
crept above 15 percent. The result is that our economic 
recovery is being unmercifully choked at a tremen-
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fo rce the average federal fun ds rate at which banks lend 

their excess reserves at the Fed to each other from 1 2  

percent t o  over 1 5 1/2 percent a t  this writ ing,  a short

term tightening of  the basic cost of  funds unparalleled 
s ince Volcker's original  early 1 980 credit  control meas

u res which sent the U . S .  economy into its first quarter 

tai lspin .  This h as produced a prime lending rate of 1 6 1/4 

percent ,  but  money m ar ket analysts say that i f  fed funds 

settle at 17 percent ,  an  1 8  percent prime rate will soon 
fol low.  

Quest ioned closely by an angry House Banking 

Committee Domestic M onetary Policy subcommittee 

chairman Parren M itchell on Capitol  H il l  this week as 

to why he persists in his credit squeeze, Vo lcker cited 

the Friedman doctrine .  "The deceleration of inflation 

requires that excessive m on etary expansion must be 

avoided , "  he said flatly . "That basic tenet of  monetary 

policy,  o n  which a l l  economists can agree , i s  reflected in  

the broad concepts of  monetary target ing ,"  the  fixed 

targets for m onetary aggregates fi rst defined for mod

ern p ractice by M i lton Friedman i n  the 1 950s, which 

V olcker has b een  using as a deflationary guide.  

" Let us  recognize that slowi ng of  growth of  m oney 

and cred it in an inflatio n-prone economy is  n ot a simple 

pa in less  job ,"  Volcker stated .  " Let us  also recognize 
that it must be done .  And it  wi l l  be  done ." 

Asked about h is  future p lans  for U . S .  i nterest rates, 
Volcker i ndicated that he will cont inue to raise them . 

The broadly defined U . S .  money supply measure M I -B  

is now growing at a fast p ace, i n  spite of  Volcker' s  

tightening,  as  U . S .  corporations  borrow to refi nance 

s ho rt-term debts incurred in  the continuing recession 

dous human expense. 
UAuto workers cannot work because people do 

not buy C;irs when they C;lnnot afford the financing. 
"Young families can only dream of buying the 

home they could have afforded before skyrocketing 
interest rates ballooned their monthly mortgage pay-
ment. 

. 

"While big corporations can weather financial 
market ups and downs, the sman businessman Who 

·;; needs to borrow is sweptawayin a tideof red ink 
" It is well known that the Federal Reserve Board 

policy is to wring inflation from the . economy by 
tightening the money supply. But we must spread the ' 
burden of fighting inflation beyond monetary policy, 
orrisk mOre economic devastation and hUman mi$ery. 

" Therefore I urge President�elect Reagan to seek 
the resignation of Fed Chairman Volcker unless tHe 
cbairfl1lm commits himselfto bringing downtbe ex
orbitant level of interest rates ," 
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without regard to rates. In the week to Nov. 5 ,  M I -B 
rose by $ 1 .4 billion, which money market economists 
note brings the average annual rate of growth over the 
past four weeks to 14 percent, more than twice Volcker' s 
target of 6-7 percent.  

Asked if he would continue to reach for his target at 
the congressional hearings ,  Volcker stated that he in
tends to "lean against the monetary aggregates quite 
hard. "  If so, U.S .  interest rates can only be headed up. 

Endorsements 
Nevertheless , the leading Friedman followers seek

ing to control the Reagan administration continue their 
endorsements of Volcker. "Nobody considers Paul 
Volcker the enemy," William Simon told the Wall 
Street Journal last week , and urged the Fed chairman to 
"take even stronger action" than he has so far to 
continue to drive up interest rates .  

Paul McCracken , head of the Reagan Transition 
Team Task Force on Inflation ,  also endorsed Volcker 
in a Wall Street Journal op-ed Nov. 1 3 , saying that low 
interest rates are the cause of inflation .  "No

' 
concern 

about the plight of auto dealers or of those wanting to 
buy or build homes" can be allowed to deter the Fed 
chairman from his course, McCracken wrote . 

"The implications of this Simonesque austerity 
being so close to the [Reagan] throne may have contrib
uted to the vaporization of the U.S . bond market" soon 
after Simon's statement , commented Jude Wanniski, a 
prominent anti-Friedman "supply-side" Reagan econ
omist. "Is Mr. Reagan being Thatcherized?" 

The fight for Ronald Reagan's economic soul is not 
over. It is true that the 1 1  advisers present at Reagan's 
Los Angeles economic summit this week were almost 
entirely members of the Friedman faction, led by 
George Shultz , William Simon, Paul McCracken, Ar
thur Burns, Alan Greenspan, and Friedman himself. 
Other Friedman partisans present included Walter 
Wriston, the self-avowed "monetarist" chairman of 
New York's Citibank , and radical libertarian economist 
Murray Weidenbaum, who works closely with Fried
man. 

As the comments of Mr .  Wanniski ,  a former Wall 
Street Journal editor, emphasized, however, there is a 
group of younger Republican economists dedicated to 
economic growth who deplore Mr.  Friedman's influ
ence and aim to take control over Reagan economic 
policy themselves . These "supply-siders ," as they call 
themselves , in reference to supplying tax credits to 
stirn ulate production, are led by New York Congress
man Jack Kemp, who also joined the Los Angeles 
summit. Mr. Kemp refers to Mrs.  Thatcher's  policy as 
"root-canal economics . "  "The fight is far from over," 
he told EIR when asked whose policy would ultimately 
prevail. 

28 Special Report 

II . CAREER RECORDS 

What Friedman 
did to Nixon 
Most of Ronald Reagan's first-string team of  economic 
advisers played star roles in the Nixon administration's 
economic disasters , by following the same policy pre
scriptions that they are cUrrently offering the new admin
istration .  

Altho ugh he had no official role in Nixon's cabinet, 
Milton Friedman, still on the Reagan advisory team, was 
the pivot of Nixon's  economics. Advising Nixon were 
Friedman protege George Shultz, then Office of M an
agement and Budget Chairman and fresh from the Uni
versity of Chicago , and Arthur Burns, Friedman's old 
sponsor from undergraduate school and the National 
Bureau of Economic Research . 

Friedman's intemperate statements concerning the 
advisabi lity of windi ng down Social Security and all but 
eliminating trade unions had been a major factor in 
Barry Goldwater's 1 964 defeat. 

This makes even more astonishing Richard Nixon's 
decision to make Friedman his unofficial economic ad
viser in 1 969 .  

Nixon ,  however, had been a wartime pal  of Fried
man's at the Office of Price Stability at Treasury, and 
learned his economi�s at the White House at Arthur 
Burns's knee. Burns now moved back to the White House 
from Columbia as Counselor to the President .  The next 
year, Burns replaced the aging William McChesney Mar
tin as Chairman of  the Federal Reserve's Board of Gov
ernors. 

Put to the test 
During the first half of 1 969 , the Federal Reserve 

held the rate of money-supply growth to 4.4 percent per 
year, right in the middle of Friedman's recommended 
range of 3 to 5 percent. 

Prices rose by an annual rate of 5.8 percent, faster 
than they had during what Nixon considered a period 
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of monetary laxity under Lyndon Johnson,  when they 
had risen by 4 .6  percent per year . This did not upset 
Friedman, who believed that monetary policy operated 
with a six-month lag. He wrote, however, in August 
1 969 , "If the rate of price rise has not begun to abate by 
the fourth quarter of this year, it will be time to ask us 
for an explanation . "  

But the rate of price inflation did not abate. I t  
continued a t  5 . 8 percent per year through the second 
half of 1 969 ,  and showed no signs of improvement. 

Friedman prescribed more of the same medicine, 
and the Federal Reserve under Nixon's imprimatur 
obeyed . M onetary growth stopped dead in the half-year 
from June 1 969 to December 1 969, and the economy 
collapsed.  Industrial production fell starting in  the 
summer,  and unemployment rose from 3.5 percent in 
1 969 to 5 percent in May 1 970. 

Despite the deterioration of economic conditions, 
inflation did not fal l .  During the first half of 1 970, 

inflation was higher than it had been the previous year. 
Leonard Silk of the New York Times economics staff 
sum med up, " Interest rates had climbed to levels not 
seen in a hundred years, with devastating effects on 
housing . The federal budget was dropping into deficit, 
aggravating pressures on money markets . The stock 
market went into the worst decline it had experienced 
since the Great Depression ."  

The road to August 197 1  
Friedman nearly brought the American economy 

through a repetition of the 1 929 crash,  by identical 
methods . 

In M ay the Penn Central Railroad went bankrupt, 
leaving hundreds of millions of dollars in short-term 
commercial paper outstanding. The entire structure of 
American short-term credit, which dependent on tens of 
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billions of  dollars in short-term promissory notes se
cured only by the faith of the borrower, was in danger. 
Bankers sat in their offices deciding whether or not to 
panic, and Arthur Burns made a series of frantic phone 
calls to New York and Chicago promising that the Fed 
would provide as m uch money as needed as soon as they 
needed it .  

The great reversal 
From dead zero , the rate of money-supply growth 

j umped to 1 3  percent .  Penn Central did not lead to a 
general pan ic in the American credit markets. However, 
the sudden lurch from monetary strangulation to a 
postwar extreme in monetary laxity sent the American 
dollar skidding down towards the great debacle of 
August 1 97 1 .  The fi rst big dollar crisis of the Nixon 
administration broke out almost as soon as Burns 
opened the floodgates in May 1 970. 

Nixon was stupid, but not that stupid . On the next 
moonless night he buried M ilton Friedman's reputation 
in  the White House back lawn.  I mmediately after 
fol lowed Nixon ' s  great recantation:  "We are all Keyne
sians now," meaning that "We are no longer 
Friedmanites ! "  That didn ' t  get either the White House 
or the United States out of  the hole that a year of 
Friedman's medicine had put it in .  

By August 1 5 , 1 97 1 ,  Nixon caved in to  the demands 
of Rep. Henry Reuss and Paul Volcker, delinked the 
dollar from gold, and placed the wage-price controls on 
the American economy that would ,  within two years, 
lead to double-digit inflation .  

The above account is drawn from The Ugly Truth 
About Mi lton Friedman, by Lyndon H. LaRouche, Jr. 
and David Goldman ( New York: New Benjamin Franklin 
House) .  
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The monetarists on Reagan's team 

Arthur Bums 
Arthur Burns, the "grand old man" 
of the Nixon-Ford economic advis
ers and chairman of the Federal 
Reserve from 1970 through 1977,  is 
likely to play the same role, if in a 
more senior and less public way, in 
the Reagan administration . 

Burns, born in Stanislau, Austria 
in 1 904, is one of the founders of what is known today 
as the Friedman school of economics. Burns received 
his Ph .D .  in economics in 1934 as the leading pupil of 
Wesley Mitchell ,  who brought the principles of mone
tarism into the United States. Mitchell was trained at 
the University of Vienna and at Britain's  Oxford Uni
versity in the Anglo-Austrian tradition that credit crea
tion for industry is ipso facto inflationary, and that both 
the rate of credit creation and the rate of industrial 
production must be kept to a fixed annual rate of 
growth . In 1 920 Mitchell established the National Bu
reau of Economic Research to propagandize within the 
United States for this Anglo-Austrian view . 

Joining the bureau as Mitchell 's assistant in 1 930, 
Burns became its director of research in 1945 ,  and its 
president in 1 957 .  At the NBER, Mitchell and Burns 
elaborated the concept of "business cycles,"  populariz
ing the theory that the capitalist industrial economy is 
inevitably doomed to endless boom-bust cycles because 
when central banks extend credit to industry, they 
invariably create too much credit, causing a banking 
crisis and a depression.  The solution, according to their 
studies was for central banks to restrict credit. 

Burns and Mitchell l}lso invented and elaborated the 
concept of Gross National Product, the national ac
counting scheme which fails to differentiate between 
productive and nonproductive output in the economy. 
GN P was adopted for national planning use, which has 
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greatly weakened U.S .  government capital formation 
programs ever since .  

While teaching at  Columbia during this time, Burns 
ingratiated himself as an economics adviser to Colum
bia President Dwight D. Eisenhower . He moved to the 
Council of  Economic Advisers when Eisenhower be
came President in 1 952,  and was chairman of the CEA 
in 1 953  to 1 956.  There he became economic tutor to 
Vice-President Richard Nixon .  

In 1 969, Nixon brought Burns to the White House 
as special counselor to the President, and when William 
McChesney Martin resigned as Federal Reserve Board 
chairman in 1 970, Nixon appointed Burns to that post. 
At the Federal Reserve, Burns carried out the Anglo
Austrian policy of  fixed rates of money-supply growth 
which his student Milton Friedman had popularized as 
"monetarism ," and was a leading contributor to the 
recurring economic crises of the Nixon-Ford years. He 
resigned as Fed chairman in early 1 977 and joined the 
Lazard Freres investment bank and the American En
terprise Institute in Washington, D.C.  as a Senior 
Fellow, where he remains today. 

George Shultz 
President of San Francisco's  Bechtel 
Corporation ,  Shultz left the post of 
treasury secretary in May 1 974 after 
a two-year stint during which he 
continued John Connally'S opposi
tion to European requests for a re
monetization of gold. 

Trained in economics at Prince
ton and the Massachusetts Institute of Technology, 
Shultz became a specialist in labor relations and worker 
retraining . He worked closely with Milton Friedman 
and Arthur Burns at the University of Chicago , where 
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in 1 962 in he became dean of the Business School.  His 
father, Birl Shultz, was a Princeton economics professor 
and collaborator with revisionist historian Charles 
Beard . 

In the first Nixon administration,  Shultz became 
labor secretary, leaving a post at the Palo Alto Center 
for the Advanced Study of Behavioral Science. The 
President appointed him the first director of the new 
Office of Management and Budget in July 1 970. There 
he attempted to centralize economic policy control at 
the expense of the Treasury Department, in what the 
New York Times described at the time as the counterpart 
to Henry Kissinger's centralization of foreign policy 
control in the new National Security Counci l .  

William Simon 
Former Treasury Secretary William 
Simon, born in 1 927 in  Paterson, 
New Jersey, was graduated from 
Lafayette College in 1 952 and spent 
20 years thereafter as a municipal 

. bond trader on Wall Street . He 
joined the Union Securities Compa
ny of New York in 1 952,  and rose 

by 1 964 to become senior partner of Salomon Brothers 
investment bank in charge of municipals ,  from which 
he consulted with the U.S .  Treasury and related govern
ment agencies on the markets and became friendly with 
George Shultz . 

Simon was groomed by Shultz for government 
service. When the Federal Energy Administration was 
created in 1 973 ,  Shultz advised President Nixon to 
appoint Simon as its "energy czar" and then brought 
Simon in as deputy treasury secretary later that year. 
When Shultz left in 1 974, Simon inherited his post. 

Simon is a patriot who in his 1 978 autobiographical 
bestseller A Time for Truth describes with horror his 
bird's-eye view of the decaying U.S .  economy as that of 
a physician who can see the disease in every system of 
the body but who has only one problem: " I  was in love 
with the patient ."  However, Simon is a committed 
tight-money man with regard to credit for U.S .  indus
try, and as a practical economist is overrated. A Time 
for Truth was co-authored by Edith Ephron of Reader's 
Digest. a collaborator of radical libertarian Ayn Rand, 
who saw to it that no departure from strict Friedman 
doctrine was allowed to appear in the book . 

Simon is on the board of directors of Dart Indus
tries , the firm of Justin Dart, a leading member of 
Reagan's "California mafia" kitchen cabinet who is 
also close to the pro growth faction of New York 
Congressman Jack Kemp, and is said to be personally 
close to Dart .  
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After he left Treasury with Jimmy Carter's 1 976 
electoral victory, Simon served as chairman of the board 
of Georgetown University . He is also a leading member 
of the New York Council on Foreign Relations .  He 
maintains offices currently at Wall Street's Blythe, 
Eastman Dillon investment bank. 

Simon is  a director of  Citibank and close to Citibank 
chairman Walter Wriston. 

Alan Greenspan 
Alan Greenspan has spent his career 
as a professional economic consult
ant committed to the principles of 
Friedmanism . Born in New York 
City in 1 926, Greenspan was gradu
ated from the New York University 
School of Commerce with an M .A.  
in  economics in 1 950, and founded 

the economics consulting firm Townsend,  Greenspan 
Inc . ,  in 1 954. Radical libertarian Ayn Rand introduced 
him to the Burns-Friedman circle . Greenspan became a 
consultant to the Nixon Council of Economic Advisers 
and Burns's Federal Reserve Board during the 1 970-74 
period. 

When Ford appointed Greenspan chairman of the 
Council of Economic Advisors after Nixon's resignation 
in 1 974, Ayn Rand made one of her few public com
ments .  "Alan is my disciple, philosophically ," she said . 
Greenspan is a member of the board of Morgan Guar
anty Trust Co. of New York, Morgan & Co. of 
London,  Time Magazine, the Brookings Institution,  the 
Dreyfus Fund, and Mobil Oil, as well as the Hoover 
Institution .  

He left the government t o  return t o  Townsend, 
Greenspan in 1 977 ,  where he remains as president. At 
the Republican National Convention, he served with 
Henry Kissinger as one of the principal architects of the 
attempted Gerald Ford "co-presidency ."  

During the 1 980 campaign , Greenspan once at
tempted a professional economist' s correction of Rea
gan 's economics . When in August Reagan accurately 
told the press that Jimmy Carter had created "a severe 
depression," Greenspan called the press to apologize 
for Reagan's "overdrawn false alarm ." The proper 
word, of course, said the economics consultant, was 
"recession . " 

Later that day Reagan also called a press conference, 
and with a contrite Greenspan by his side, informed the 
public that he stood by his own statement. "When 
somebody else is out of work, that's a recession," 
Reagan said.  "And when you're out of work , that's a 
depression .  And when Jimmy Carter's  out of work, 
that's recovery."  
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The GOP's supply-side economists: 
their strengths and weaknesses 
by Richard Freeman 

Economic consultant Jude Wanniski, the leading publi
cist for what has come to be known as "supply-side 
economics ," has argued that the person most sympathet
ic to his (and Rep . Jack Kemp and Prof. Arthur Laffer's) 
viewpoint in  the Reagan camp is Ronald Reagan himself. 
In a sense that is true, although not because Reagan 
agrees with the exotic academic arguments associated 
with the "Laffer curve," i . e . ,  the argument that a cut in 
marginal tax rates will automatically stimulate the econ
omy sufficiently to generate enough tax revenue to com
pensate for the tax loss . 

Kemp, Wanniski, and Laffer are old-fashioned 
American boosters, and their underlying philosophy ap
peals to President-elect Reagan more than the tired 
pessimism of the former Nixon and Ford advisers who 
currently dominate the Reagan economics team . How
ever, shared sentiment is a long way from a governing 
program. The Western states' senators who stood by 
Reagan during the primaries, men like Paul Laxalt of 
Nevada , Orrin Hatch and Jake Garn of Utah, and Peter 
Domenici of New Mexico, share the booster sentiment. 
On many policy questions, e .g. whether Fed Chairman 
Paul Volcker's monetary policy should be retained for 
another four years ,  both they and the "supply-side" 
Easterners will agree. 

But all the leading individuals in the "anti-austerity, 
progrowth" side of the Reagan transition apparatus are 
merely exemplary of why Reagan won by a landslide in 
the first place . Kemp and his advisers staked out their 
claim as the Republican Party's boldly progrowth group 
during the primaries, and when the voters rejected the 
Carter recession , achieved sudden prominence. 

Reagan's victory owed as much to what the candidate 
perceived from the national mood as it did to the specific 
advice of the "supply-siders ."  Reagan adopted a modi
fied version of the Laffer tax-cut plan . But he also 
adopted, on the advice of Ohio Republican Gov. John 
Rhodes and others, Democrat Lyndon LaRouche' s line 
of attack against Carter's depression economics . What 
impressed Reagan was not the "supply-siders' " pat tax-
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cut theories but the fact that they stood out among his 
advisers in offering the new administration an alternative 
to what Kemp calls "root-canal economics ."  

At  the moment, Kemp, Laffer, and Wanniski are a 
highly effective ginger group, operating "outside the 
tent," in Lyndon Johnson's phrase. In the Nov. 1 1  Wall 

Street Journal, former Journal editorialist Wanniski de
livered a stinging rebuke to the Milton Friedman wing 
of the Reagan camp, whom Wanniski identified as for
mer treasury secretaries George Shultz and William Si
mon, former Council of Economic Advisers Chairman 
Alan Greenspan, and former Fed Chairman Arthur 
Burns .  "Will Reagan Be Thatcherized?" was the title of 
Wanniski's op-ed sally, which warned that the same 
disasters which befall Friedman-advised leaders like Joe 
Clark of Canada and Margaret Thatcher of Great Britain 
would befall Reagan if he followed Friedman's advice. 

"We are the progrowth forces, against the austerity 
crowd," Wanniski told EIR in a recent discussion.  In his 
op-ed in the Journal, Wanniski warned that some of 
Reagan's advisers were telling the current Fed chairman 
to induce a bout of "mind-blowing interest-rate austeri
ty" before Reagan took office, in order to leave the 
blame for the worst consequences of Fed policy on the 
lame-duck administration .  

Rep . Jack Kemp, Wanniski's close collaborator, sim
ilarly blasted "root-canal economics" in a Nov. 9 inter
view with the Buffalo Courier-Express . If the Republican 
Party does not repudiate the principle that the worse an 
economic policy feels, "the better it is for you," Kemp 
said, "the voters will turn on us ." 

Stone soup economics 
The theoretician of supply-side economics, Univer

sity of Southern California Professor of Business Arthur 
Laffer is a renegade Chicagoan . Trained by one of 
Milton Friedman's best-known proteges , Robert Mun
dell (now at Columbia University), Laffer absorbed 
Friedman's outlook on economic method, but could not 
stomach the implicit zero-growth conclusions of Fried-
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man's monetarism . "You want to prove that Milton 
Friedman's a fasci st? It's easy .  Quote him ," Laffer said 
in a recent in terview. 

Laffer' s core argument, embodied in the Kemp
Roth tax reduction bil l ,  is simple: individuals are moti
vated to produce by the pecuniary awards they receive 
by producing. High marginal tax rates (high progressive 
rates of taxation) el iminate the producer's incentive to 
produce, because after a certain point, the producer 
gives most of his additional income to the tax man.  
Therefore, the way to stimulate productivity and pro
ductio n is to lower tax rates on the upper end of the 
progressive income scale, and the economy will expand . 

On the monetary side, the Laffer group favors gold
standard discipline on currency expansion .  A Laffer
authored plan circulated prior to the Republican con
vention proposes th at the Federal Reserve fix a price 
for gold agai nst the American dollar, and defend the 
gold parity by reducing money supply if the parity 
comes under attack . 

Laffer and Wanniski maintain  that it is not impor
tant whether individuals use the proceeds of  the pro
posed tax cuts to build condominiums in Florida and 
gambling casinos in Atlantic City , or if they create new 
mills and ports . 

In their view, the productivity of a football team , 
measured by its audience drawing power, is not different 
from the productivity of a machinist (an analogy sug
gested by Jack Kemp's earlier career as star quarterback 
for the Buffalo Bills . )  Laffer's unwill ingness to distin
guish between investment that enhances the productivi
ty of basi c industry and investment in, say, stock and 
real estate secondary markets, is a prejudice inherited 
from Milton Friedman and the Chicago " utilitarians," 
who try to reduce all economic quanta to a "pleasure
pain" principle. 

Altho ugh Laffer has tried to put up econometric 
models that will forecast the rise in tax revenues due to 
lower marginal tax schedules, the approach is still 
considered exotic by most of the business community , 
let alone the economics profession,  which is openly 
hosti le .  It speaks well for Reagan's admiration for the 
supply-side boosters that he has already incorporated 
part of their program into the few measures he has thus 
far proposed . But Reagan clearly does not trust the 
approach sufficiently to offer administration jobs to 
Kemp or his col leagues. 

At best ,  the Laffer plan could work effectively the 
same way that the legendary stone soup tasted delicious:  
in combination with other programs that steered invest
ment into enhanced industrial productivity , the reduc
tion of tax rates co uld become the apparent centerpiece 
of a viable economic program . 

But it is unlikely that events will proceed in this 
fashion . Reagan's  progrowth sentiments will receive 
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R ep.  Jack Kemp ( above)  and economist  
A rthur Laffer, t wo "supply-side " 
spokesmen. Their booster spirit is an asset;  
their lack of rigor on credit policy gives 
their monetarist opponen ts an opening. 

. .  We are the progro wth forces, against th e 
austerity cro wd, " said Jude Wanniski, 
Kemp and Laffer's colleague. 
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support from a wider base than the tax-cut theorists in  
h i s  own camp, including conservative Democrats and 
foreign leaders l ike German Chancellor Schmidt and 
French President Giscard. The supply-siders will contin
ue to provide an aggressive counterpoint to the "auster
ity crowd" that has most of the leading positions in 
Reagan's transition team at the moment, but will prob
ably not see the insides of the offices from which policy 
is made. 

Alternative Treasury policies 
The supply-siders' candidate for treasury secretary, 

or at least undersecretary for monetary affairs, is drug
store entrepreneur Lewis Lehrman. A friend of the late 
French economist Jacques Rueff, Lehrman created 
something of an "under 40" version of the Council on 
Foreign Relations a few doors down from the CFR's 
New York headquarters, modestly titled the Lehrman 
Institute. Lehrman gained public prominence last M ay 
when Morgan, Stanley, a leading investment bank, pub
lished a proposal he authored for revising Federal Re
serve monetary policy. 

The p lan notes that the Fed has had no success in 
control ling monetary aggregates, and is  incapable of 
doing so, co ntrary to the pretensions of Fed Chairman 
Paul Volcker . The Federal Reserve should give up and 
permit banks and their customers to determine the rate 
of credit growth , Lehrman argues, through the discount 
window rather than through open-market operations.  
The Fed should simply ensure that the discount rate 
hovers above m arket interest rates so that banks will 
only use it when other sources of funds are not available, 
that is ,  when there is a legitimate need . 

Lehrman' s plan has great merit compared to the 
botch-job the Federal Reserve has done over the past 
year, but it suffers from the same potentially inflation
ary defect that the Laffer tax plan reveals. I f  banks lend 
for secondary real-estate market or stock speculation ,  
rather than for improving the productivity of the na
tion's industrial base, inflation will still result under this 
program . A similar plan with a crucial difference was 
published last week by the N ational Democratic Policy 
Committee, insisting that the Fed should make discount 
window facilities available only for loans made to 
further production and transportation of tangible goods 
(industry, agriculture, utilities, m ining). 

What will be the outcome of the fight inside the 
Reagan camp? "It's m urky," Jude Wanniski says. "No 
decisions have really been made. People talk about so
and-so being sure for this or that cabinet post, but 
nothing is pinned down." The point, evidently, is that 
President-elect Reagan needs people in his administra
tion who can put the economy on a growth track , but 
will turn to the proven losers of the Nixon-Ford period 
if he has to. 
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III . THE ADVISORY QUESTION 

Appointments 
and a new kind 
of structure 
by Kathleen Murphy 
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President-elect Ronald Reagan made his first official 
appointments to his White House staff Nov. 14. Rea
gan's Washington transition headquarters announced 
that James Baker, formerly campaign manager to Vice
President-elect George Bush, will become the White 
House chief of staff, and Edwin Meese, Reagan's princi
pal campaign strategist, will assume the duties of coun
selor to the President with cabinet rank .  Both Baker and 
Meese will also serve on the President's National Security 
Counci l .  

Balancing effort 
The two appointments encapsulate the precarious 

balancing act Reagan is now performing between the 
various political factions vying for control over his 
incoming government. While Meese is a long-time 
Reagan loyalist who reflects the President-elect' s West
ern conservative base, Baker hails from the Rockefeller
Ford wing of the party and has collaborated with Bush 
politically since the mid- 1 950s. 

It is clear that Reagan has entrusted Meese with 
responsibilities far exceeding those of Baker, even 
though the chief of staff has traditionally enjoyed 
signi ficant political influence partly due to his control 
over which people and what proposals get into the Oval 
Office . 

In a sharp break with past practice , Meese has not 
only been given cabinet rank,  but will also oversee both 
the national security and domestic policy White House 
staffs . An official press release from the office of the 
President-elect describes Meese's duties as follows: 
"Reagan stated that Meese will have responsibility for 
cabinet administration,  the Domestic Policy Staff of the 
Executive Office of the Presiden.t and the staff opera
tions of the National Security Council ,  in keeping with 
the desire of the President-elect for greater involvement 
of the cabinet in policy formation.  In addition to serving 
on the cabinet, Meese will be a presidentially designated 
member of the National Security Counci l ."  

The President's national security adviser, a post 
successive holders such as Henry Kissinger and Zbig
niew Brzezinski have turned into a policy-making center 
rivaling that of secretary of state, will now report to the 
President through Mr. Meese. 

In addition, Meese reportedly will mediate the Pres
ident's relations with cabinet members, an especially 
important function given Reagan's stated intention to 
use his cab inet as a corporate board chairman would 
use his board of directors. 

It is believed that Reagan has given Meese such 
powers as a counter to the influence of whatever Eastern 
Establishment appointees he may be forced to name in 
a misguided attempt to ensure "party unity . "  

At  a Nov. 2 1  press conference in  Washington , D .C . ,  
Meese refused to  comment on  whether Mr.  Reagan 
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thinks Federal Reserve Chairman Paul Volcker has done 
a good job ,  or whether Volcker will be asked to serve out 
his term . 

Profile : Ed Meese 
Meese has 

'
long been Reagan's most trusted adviser. 

Early in the 1 980 campaign , Reagan was asked whom 
he would turn to in office if  he had a particularly 
difficult problem to face . He replied unhesitatingly: "Ed 
Meese." 

Born in Oakland 48 years ago , Meese attended Yale 
and the University of California (Berkeley) Law School. 
He was functioning as assistant district attorney of 
Alameda County near San Francisco when Reagan 
became governor of California in 1 967 .  Introduced to 
the new governor by a state judge, Bill Clark, Meese 
was recruited as Reagan's legal secretary, and shortly 
elevated to chief of staff. 

State House observers mark Meese's accession to 
that post as a turning point in the Reagan administra
tion .  "Reagan was on a direct confrontation course 
with his Democratic legislature," says one source, "until 
Meese came in ."  At that point, according to a former 
state legislator, "When the players changed [in Rea
gan's Sacramento office] ,  Ed Meese became one of the 
primary and constructive players," breaking up the 
legisl ative logjam that had begun to afflict Reagan's 
government. 

Described by friends as "a family man with a strong 
stand on moral issues ," Meese took a firm line during 
his district attorney days against student demonstrators 
in the " Free Speech" movement at Berkeley . He's also 
a committed opponent of marijuana and similar mind
altering substances and, unlike some of the President
elect' s other advisers, such as Martin Anderson and 
Milton Friedman, opposes decriminalization . Accord
ing to the Los A ngeles Times. Meese is "not sympathetic 
to the libertarian brand of conservatism , with its empha
sis on near total freedom for the individual ." In an 
interview with the newspaper, Meese charged that "the 
libertarians carry it to extremes," and asserted "My 
own view is that there are valid reasons against using 
marij uana and most dangerous drugs and narcotics, 
and I think there is a societal interest in that-that to 
me would overcome the individual freedom in that 
particular area ." 

On other issues, an individual on Reagan's transi
tion team who has worked closely with Meese for years 
told EIR that "Ed is a partisan of  Kemp-Roth [the tax
cut bill endorsed by Reagan-ed. ]  and is very much for 
nuclear power development ."  The source also said that 
Meese "believes in a positive program of economic 
growth , i ncluding lowering interest rates. He doesn't 
think austerity is a solution to anything ." 

Meese played the pivotal role in the ouster of 
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Reagan's key campaign aide, John Sears, last February. 
Disliked by most of Reagan's  old guard for his close 
links to Henry Kissinger , Sears had nevertheless man
aged to get rid of most of  Reagan's senior advisers, 
including press spokesman Lyn Nofziger and Mike 
Deaver, during the early part of the 1 980 campaign . 
Sears was about to axe Meese when Reagan personally 
intervened-and forced Sears to resign the night of the 
New Hampshire primary, Feb . 26. Although William 
Casey was named to replace Sears , Meese effectively 
took control over campaign strategy from that point 
onward. 

After Reagan left Sacramento, Meese became a vice
president for management at the Rohr Corporation, a 
California aerospace manufacturer . He left in 1 976 to 
become a professor at the University of San Diego Law 
School and to set up the Center for Criminal Justice 
Policy, which he heads .  Meese recently retired as a 
lieutenant colonel in the military intelligence division of 
the U.S. Army Reserve. One of his sons attends West 
Point. 

Profile: James Baker 
Though he comes from Houston,  Reagan's new 

White House chief of staff is a member in good standing 
of the Eastern Establishment wing of the Republican 
Party . Baker comes from a family considered to be 
among Houston's "Little Aristocracy" which has a 
decidedly anglophile bias. 

His great-grandfather founded the prestigious 
Houston law firm of Baker & Botts . Baker went to 
Princeton, but earned a J .D .  degree at the University of 
Texas Law School .  He joined the Houston firm of 
Andrews, Kurth, Campbell & Jones, where he practiced 
until 1 975 .  

During the 1 950s, Baker and his  wife became close 
friends of George Bush, who also lived in Houston .  
Baker' s first wife helped run a number of Bush's politi
cal campaigns, and when she died, Baker became polit
ically active, serving as Harris County chairman of his 
friend's unsuccessful 1 970 Senate campaign .  In the 
summer of 1 975 ,  through Mr. Bush's good offices, 
Baker was named undersecretary of commerce under 
Rogers C. B .  Morton .  When Morton left the Commerce 
Department to head up President Ford's campaign , he 
took Baker with him as chief of delegate operations.  
Three months later, Baker became overall chairman of 
the campaign. 

When George Bush decided to run for the GOP 
presidential nomination last year, he asked Baker to 
serve as his chairman. After Bush finally withdrew from 
the race, Baker joined the Reagan campaign as a senior 
adviser .  

Though Baker doesn 't usually express himself pub-
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licly on policy, sources say that he holds the same views 
as Bush, a former member of the Trilateral Commission 
and trustee of the New York Council on Foreign 
Relations, on key issues . 

Other appointments 
The President-elect has made several other appoint

ments to his transition team that are worthy of note. 
Last week , Reagan announced the creation of the 

Office of Executive Branch Management to coordinate 
the transition between the Carter and Reagan adminis
trations. Headed by William Timmons, the group is 
divided into five "issues clusters ," broken down among 
Economic Affairs, Resource and Development, Human 
Services, Legal and Administrative agencies, and Na
tional Security . 

The heads o f  these subdivisions also illustrate in 
outline the factional warfare now going on in the 
transition period .  

Leading the National Security issues cluster is David 
Abshire ,  a close associate of Henry Kissinger . His 
appointment is  reportedly part of Kissinger's plan to 
place his colleagues in key second-level government 
posts .  

A mem ber of the Trilateral Commission, the Council 
on  Foreign Relations, and the London-based Interna
tional Institute of Strategic Studies, Abshire helped 
found Georgetown University's Center for Strategic 
and International Studies in 1 962 . CSIS has functioned 
as a highly influential center for the transmission of 
British geopolitical thinking into Congress and the 
executive branch of the U .S .  government. Abshire 
served as assistant secretary of state for congressional 
relations during 1 970-73 ,  and was also a member of the 
Committee on the Organization of Government for the 
Conduct of Foreign Policy, which advocated sweeping 
changes in  the U .S .  constitutional system of govern
ment. He is reportedly angling for a top State Depart
ment post. 

On the other hand, the natural resources section is 
being headed by Richard Fairbanks, a partner in the 
Washington law firm of Beveridge, Fairbanks and 
Diamond. 

Fairbanks served three years on the White House 
Domestic Council, where he was associate director for 
natural resources , energy and environment, and ac
quired a reputation of being committed to the full 
development of America' s energy resources, especially 
nuclear fission and fusion power. Fairbanks's views on 
energy development conflict with those of the Kissinger 
faction,  which wants to use an artificially provoked 
energy shortage to force through the Council on For
eign Relations' stated goal of the "controlled disinte
gration of the world economy."  
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Reagan's 197&80 fight against Kissinger 
by Robert Zubrin 

"If Henry Kissinger was put back in the State Depart
ment, Jesse Helms would commit hara-kiri on the White 
House lawn."  

The Senate staffer who recently made this observa
tion may have been exaggerating the response of the 
North Carolina senator if Kissinger were to assume a 
post in the new Reagan administration-but not by 
much . To people like Helms, a conservative Republican 
and longtime Reagan stalwart-and hundreds of thou
sands of grass-roots conservatives-Kissinger epitomiz
es the degeneracy of the Eastern Establishment. 

In 1 976, former California Governor Ronald Reagan 
assumed the leadership of the conservative movement 
when he made his bid to take the Republican presidential 
nomination away from President Gerald Ford and his 
Secretary of State Henry Kissinger . Despite the fact that 
Reagan's key campaign strategist, John Sears, later re
vealed himself to be a Kissinger partisan, Reagan never
theless campaigned around an anti-Kissinger theme. 

Reagan sounded this theme loud and clear in a 
campaign speech before the 1 976 Florida primary . Im
plicitly identifying Kissinger as the real source of Ford 
administration foreign policy, Reagan charged that Ford 
had shown "neither the vision nor the leadership to halt 
and reverse the diplomatic and military decline of  the 
United States ."  Ford and Kissinger, he said, "ask us to 
trust their leadership. Well , I find that more and more 
difficult to do . Henry Kissinger's recent stewardship of 
U .S .  foreign policy has coincided precisely with the loss 
of U.S .  mi litary supremacy . . . .  Under Messrs . Kissinger 
and Ford this nation has become N um ber Two in miltary 
power . . . .  " 

The anti-Kissinger tack buoyed up Reagan's flagging 
campaign after his loss in New Hampshire and carried 
him to within reach of the nomination by the time the 
Republican convention rolled around .  Reagan was even 
preparing to offer a strong anti-Kissinger plank to the 
convention that would appeal to the many Ford support
ers who also distrusted the secretary of state, when Sears 
stepped in and nixed the plan on the grounds that it was 
too controversial .  Together with his choice of  liberal 
Republican Senator Schweicker of  Pennsylvania as his 
running mate, Reagan's failure to make Kissinger the 
major issue of the convention deprived him of the nomi
nation. 

Although Ford's  defeat in the 1976 elections rendered 
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Kissinger's foreign policy something of a moot point, 
Reagan proceeded to build up a grass-roots base for his 
1 980 campaign .  

I n  the 1 980 New Hampshire primary, the first of the 
presidential campaign , Reagan came from behind to 
score a stunning 2-to- l upset over his chief rival, George 
Bush, by making the Trilateral Commission a key issue. 
Reagan supporter William Loeb detailed Bush's connec
tion to the organization,  which boasted both Carter 
administration National Security Adviser Zbigniew 
Brzezinski and Henry Kissinger as officials . 

Reagan himself, in  a Feb . 8 ,  1 980 speech in Florida, 
pointedly noted that 19 top-level members of  the Carter 
administration belonged to the Trilateral group, includ
ing the President and Vice-President, and had his staff 
release their names to the press . 

In  a Christian Science Monitor interview published 
April 4 of this year, Reagan was asked if it were true that 
he would not choose Trilateral Commission members for 
his administration . Replied the candidate: "This has 
become quite such a thing, of course, with this adminis
tration's entire echelon coming from that group . I don't 
know anything of  the things that some people are saying 
about this being some kind of  conspiracy or something . 
But I haven't particularly seen people there on  it that I 
would turn to. So because of the feeling that some people 
have about it, I 've said that isn't the direction I would 
go." 

Reagan was firm about the Kissinger question .  As 
late as May, he told the Wall Street Journal that he could 
envision no situation whereby he would ask Kissinger to 
be his secretary of  state . At other times , he flatly ruled 
out Kissinger for any government position .  

Kissinger began to  get the word through his press 
conduits that he would support Reagan's candidacy. He 
met with Reagan several times to offer "advice ." During 
the Republican convention ,  Kissinger emerged from a 
much-publicized one-on-one meeting with Reagan to tell 
reporters that he and the candidate "see eye-to-eye" on 
most m ajor issues . 

It was at the convention that Kissinger made a brazen 
grab for control over Reagan by attempting to con the 
nominee into accepting the pathetic Gerry Ford as his 
"co-president ." Although this particular gambit failed, 
Kissinger's  fellow Trilateral Commisson and CFR mem
ber George Bush was forced upon Reagan .  
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A dossier on Henry Kissinger and 
his protege Alexander Haig 
by Ira Liebowitz 

Heinz Alfred Kissinger is a ranking power in George
town's  Center for Strategic and International Studies 
(CSIS), the New York Council on Foreign Relations, the 
CFR's Tri lateral Commission (where David Rockefeller 
picks up the tabs) , and the Aspen Institute. The source of 
his  apparent ability to walk on invisible threads above 
the heads of nominal policy-making centers, lies ,  how
ever, in a cross-Atlantic spider's web centered on the 
British Royal Institute of International Affairs (RIIA) 
whose leaders , William Yandell Elliott, and A. D .  Lind
say, guided his career. The anti-U . s .-nationalist commit
ments of this network , plus Kissinger's  already estab
lished record of treason ,  guarantee that were he to secure 
a post in the new Reagan administration,  either directly 
or through a protege such as Alexander Haig in combi
nation with Trilateral favorite George Bush, it would 
guarantee the capture of the administration by Britain, 
with worse consequences by far than the Nixon adminis
tration. The Kissinger and Haig story is, therefore, worth 
the tel ling .  

In 1 943 ,  as  a member of  U .S .  Army, Kissinger first 
came under the patronage of Fritz Kraemer of the Coun
terintel ligence Corps at Camp Clairbonne, La., and was 
brought to the European Command Intelligence School 
at Oberammergau in West Germany, a branch of Brit
ain's postwar occupation Wilton Park project . Wilton 
was then run by Mr .  A. D. Lindsay, a very important 
figure in Kissinger's development. Lindsay was M aster 
of Balliol College at Oxford University and an intimate 
of wartime British intelligence head Arnold Toynbee .  
Through this track Kissinger, already a member of U .S .  
Military Intelligence G-2, was developed a s  a deep-entry 
plant at the U.S .  national security level . Returning to the 
U .S . ,  he was urged by Kraemer to go to Harvard Univer
sity to be, as he was, "adopted as a son" by William 
Yandell Elliott, the head of Harvard' s Government De
partment . A Rhodes Scholar, Elliott himself had been 
trained at Balliol College by Master A .  D .  Lindsay to be 
his counterpart at Harvard. Elliot created for Kissinger' s 
administration the International Summer Seminars to 
which aspiring leaders from around the world were 
brought for recruitment . 

Sometime between 1 952 and 1 955 ,  Kissinger was sent 
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for finishing-touch "group therapy" back to Britain, to 
the Tavistock Institute at Sussex, at whose brainwashing 
seminars he began to espouse the doctrine of "credible 
irrationality" as the basis for tactical nuclear war against 
the U .S .S . R.-the doctrine with which Kissinger 
launched his career. 

I n  1 95 5  Elliott sent him to Hamilton Fish Armstrong 
and George Franklin of the CFR,  to take part in and 
publish the results of a study group preparing a report 
on "Nuclear Weapons and Foreign Policy ."  This became 
the Dr. Strangelove doctrine for which Kissinger subse
quently became famous. The book form ultimately be
came a bestseller, publicly proposing the use of insanity 
as an instrument of U .S .  foreign policy. 

In 1 955-56 it had been Elliot who delivered Kissinger 
to Nelson Rockefeller with the aim of advancing his 
career in government on the back of the Rockefeller 
machine.  Passing through the CFR, then back to Har
vard at the Center for International Affairs, he then was 
brought into the Kennedy administration as an adviser 
on European affairs. His notorious advocacy of the 
threat of use of tactical nuclear weapons in the Berlin 
Wall conflict later prompted President Nixon to forbid 
him to speak in  public, when he took Kissinger into the 
National Security Council in 1 968 as , he thought, a 
concession to Nelson Rockefeller . 

Alexander Haig and Daniel Elisberg 
In the two operations that finally toppled the gov

ernment of Richard Nixon, for which Henry Kissinger 
was ranking case officer-the 1 970 Mideast Crisis and 
Watergate-one encounters a group of prominent op
eratives working under Kissinger, all bearing markings 
of the William Y. Elliott/ Balliol College pedigree . This 
group includes James Schlesinger, Alexander Haig, and 
Daniel Ellsberg . 

Daniel Ellsberg was trained at Harvard's Interna
tional Seminar program under Elliott as a spokesman 
for the Kissinger doctrine, after serving in the M arines. 
He was brought into the NSC by Kissinger and subse
quently deployed to convert from "hard-line nuclear 
warrior" to "dove," to facilitate the Pentagon Papers 
hoax . 
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Alexander Haig was discovered by Fritz Kraemer 
and placed during his career under various patrons in 
the Defense Department where Kraemer worked. Haig 
also was brought into National Security by Kissinger 
and promoted from colonel to general .  Haig was to 
play the crucial role of confidant and manipulator of 
Richard Nixon in the last phases of  the Watergate coup . 

Kissinger sets up the Mideast 
Within two weeks of inauguration in 1 969, the 

President convened a National Security Council meet
ing where Joseph Sisco , Undersecretary of State under 
William Rogers, presented the Nixon Middle East 
strategy which came to be known as the Rogers Plan . 
Said Sisco , "Israel had to be coaxed into withdrawing 
from Arab occupied lands . . . .  The United States had 
to take a direct hand in arranging a 'genuine' peace, 
and Russia had to be made to join in this construction ."  
This plan was conceived as the centerpiece of a package 
involving Vietnam peace and a SALT treaty which 
defined the policy commitment of Rogers , Secretary of 
Defense Melvin Laird, and Secretary of Commerce 
Elliott Richardson . Kissinger stood alone, advocating a 
British-inspired foreign policy of hard-line confronta
tion with the U .S .S .R .  in proxy wars in Vietnam and 
the Middle East. 

Rogers opened far-ranging negotiations with Soviet 
Ambassador Dobrynin in Washington and by July 25 ,  
1 970, proposed a ceasefire in the Mideast based on 
agreements with Nasser of Egypt and the U .S .S .R .  
Nasser, key in the Rogers Plan, convened an  Arab 
summit to win support for negotiations and to isolate 
the "rejection front. " 

However, with covert control over key portions of  
the Syrian military, Jordanian armed forces, and PLO 
radicals, London was in a position to shape a situation 
conforming to briefings being delivered by Kissinger to 
Nixon . Those briefings predicted a Soviet bid for power 
against Hussein of Jordan through "Soviet proxies" 
Syria, the PLO, and Iraq . 

Suddenly, in the middle of Rogers Plan develop
ments, the trap was sprung . According to Kissinger's 
biographers, "On Sept. 1 5  . . .  at 8 : 30 p .m.  there was a 
call for Kissinger from the White House. Directly from 
10  Downing Street had come the word that Hussein had 

just placed Jordan under martial law . Britain felt the 
situation was critical . "  Syrian tanks had moved into 
Jordan to protect the Palestinians . It  struck no one as 
odd that no other part of the Syrian armed forces had 
moved. 

In the crisis Kissinger assumed control of  U .S .  
government policy , "a kind of deputy commander-in
chief." U .S. forces were ordered on alert, the Joint 
Chiefs came under Kissinger' s control ,  and Hussein 
went along with the British scenario to liquidate the 
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Palestinians . Israeli Prime Minister Rabin requested of 
Kissinger that Israel be  placed under the U.S .  nuclear 
umbrella .  Nixon agreed, and the Syrian armored units 
quite lawfully withdrew the next day. 

The end result was the Rogers package and the 
Nixon Mediterranean stretegy was washed down the 
drain .  The stage was set for the oil crisis of 1 973-74. 

In February 1 973 ,  Kissinger was granted control of 
negotiations with Egypt to halt  what Egypt bluntly 
called the short-term danger of Middle East war. Kis
singer proceeded to present intricate and unacceptable 
formulas regarding Israel's campaign to annex Egyp
tian land, then delivered massive weaponry to I srael
making war inevitable. Though by September Nixon 
had resolved to make John Connally his new secretary 
of state, Kissinger blackmailed himself into the job,  and 
two weeks after his confirmation, war broke out. Owing 
to his sweeping ursurpation of presidential powers and 
suppression of intelligence evaluations, he was able to 
claim that the war was "a surprise ." The price of oil 
tripled, with devastating consequences for the United 
States, Western Europe, and Japan . 

Watergate 
As of 1973 ,  Nixon was totally dependent on Kissin

ger and Haig for the formulation and execution of 
policy. Hence his vulnerability to the "inside job" that 
led him to bow to the prearranged pressures of the 
Watergate scandal . 

The years-long preparation for Watergate, which 
undercut not only the stature of  the presidency but also 
the tradi tionalists in  Congress, has been most extensive
ly documented in a 1 978 Campaigner Special Report by 
EIR Contributing Editor Costas Kalimtgis,  titled "Ex
pel Britain's Kissinger for Treason ."  

While the Kennedy clan prepared Congress and the 
Justice Department for the prosecution of Nixon, and 
the Washington Post spearheaded the smokescreen of 
"investigation" of the hotel burglary and Nixon's re
sponse, Kissinger first maneuvered Nixon into accept
ing a legal defense strategy rather than a political 
counteroffensive, while Haig controlled the President's 
lawyers, who declined to make any effective argument 
that Nixon had committed no impeachable offense. 

At the beginning of  August 1 974, Haig circulated 
the " smoking gun" tape of Nixon's crude but irrelevant 
comments , in order to deter the President's GOP allies 
from backing a political fight. On Aug. 5 ,  Kissinger 
and James Schlesinger put the U .S .  military command 
on " internal alert" and ordered them to accept no 
White House orders without the countersignature of the 
secretary of defense. On Aug .  7 Haig rounded up a 
delegation to inform the President that he "had lost his 
base of support in the Senate ."  Nixon submitted his 
resignation to Henry Kissinger.  
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German industry demands 
action from Schmidt 
by Susan Welsh 

A battle currently being waged in the West German state 
of Hesse by one of Chancellor Helmut Schmidt's closest 
allies puts the chancellor himself on the spot: will he 
intensify the fight for continued economic progress, or 
will his country follow the United States and Great 
Britain into a deepening depression? 

Holger Borner, the minister president of Hesse, an
grily declared at a meeting of the state Social Democratic 
Party Nov. 1 5  that he personally refuses to capitulate to 
the environmentalist drive to destroy the West German 
economy. 

Borner, the only remaining Schmidt ally among the 
five SPD state governors in West Germany, told the 
largely hostile gathering that "we can neither tolerate 
openly nor silently that the basis of our economic stabil
ity i s  called into question by environmental i ssues. If we 
want to provide a human future and political maneuver
ing room for our successors, we must not fall back from 
the economic and technological level we have reached 
today." 

Borner has come forward to defend his ambitious 
program of road, power station ,  railroad, and airport 
construction .  Environmentalists, including the powerful 
left wing of his party, are seeking to block the expansion 
of the Biblis nuclear power plant and the construction of 
a third runway for the Frankfurt International Airport. 

Borner' s program includes the .construction of  1 2  
new electric power stations, o f  which 1 1  will b e  nuclear. 
The Frankfurt airport employs one of the highest per
centages of skilled workers and engineers in the country, 
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and its expansion would facilitate a leap in the industrial 
development of the whole surrounding region and its 
future labor power. 

"Transportation routes can be of crucial importance 
for cities and for whole nations," he stressed . 

But Borner was voted down at the state SPD meeting. 
Thirteen SPD members of  the federal parliament from 
Hesse, cohorts of  former Chancellor Willy Brandt, have 
threatened to withdraw from the party if Borner's policy 
is not overturned. Borner' s defeat could lead to the 
breakup of the SPD' s coalition with the Free Democratic 
Party in the state, as the FDP has hinted at shifting to an 
alliance with the conservative Christian Democratic 
Union . Such a move would be an important precedent 
that could lead to a similar coalition shift on the national 
level , threatening to bring down Schmidt . 

Schmidt under fire 
Borner's speech was delivered as more and more 

industrialists and other Germans are expressing exas
peration with the chancellor's failure to take urgent 
measures to reverse the country's economic deteriora
tion .  Economic experts are forecasting zero growth for 
1 98 1 ;  the country has a large balance of payments 
deficit, and the deutschemark is sinking on the interna
tional money markets . 

One maj or fighting issue is that the nuclear energy 
program of the Federal Republic of Germany has been 
ground to a halt by environmentalist opposition. With 
the growing price of oil and other energy sources, 

EIR December 2 ,  1 980 



industrialists see nuclear power as indispensable to ' keep 
their goods competitive. The European Labor Party 
(Europiiische Arbeiterpartei-EAP) made this into a 
major focus of its September-October election campaign 
for the federal parliament. 

The party' s chairman,  Helga Zepp-LaRouche, 
broadcast n umerous radio and television spots to de
mand nuclear energy and the growth of German tech
nology for developing the Third World. Now the Eu
ropean Labor Party is circulating a call for accelerating 
the country's high-temperature nuclear reactor pro
gram , as the fastest solution to the energy crisis .  

Schmidt, hemmed in by the left wing of his  own 
Social Democratic Party, has not pushed the nuclear 
energy program forward, and has even referred to it as 
a "stop-gap" measure. The budget guidelines recently 
announced for the governing national SPD-FDP coali
tion downplay nuclear energy while stressing overall 
economic austerity. 

While Borner takes on the environmentalists in 
Hesse, the entire city of Dortmund in  the industrial 
north has mobilized itself to fight for a policy of 
economic growth . Dortmund is a steel-producing center 
in the Ruhr region, which is  threatened by m ass layoffs 
due to the European Community's "Davignon Steel 
Plan" which has forced the Hoesch steel company to 
cut prod uction by 1 8  percent. 

Hoesch announced that it could no longer imple
ment a 1979 agreement with the trade unions which 
promised Dortmund a new oxygen-process steel mill ,  
the most modern in the world, in exchange for permis
sion to lay off 4,200 steel workers until 1 983 .  

The response was immediate, with thousands of 
workers picketing in front of Hoesch headquarters, 
demanding "steel plant now ! "  

Then the city council o f  Dortmund voted u p  a 
resolution demanding the construction of the steel mill ,  
a nuclear power plant, an expansion of regional water
works and canals, and the construction of new streets 
and highways. After the regional press blacked out this 
reso lution, the city council placed full page ads in those 
papers inviting people to endorse the resolution.  Within 
four hours after the call went out,  1 3 ,000 s ignatures 
were collected. Endorsements are now coming in from 
surrounding cities and even from cities in the United 
States. 

The mayor of Dortmund evoked the postwar resist
ance period when the British tried to dismantle local 
industrial equipment and cart it away . "We, our wives, 
and our children lay on the machines and kept them 
from being stolen by the British.  This time, everyone in 
Dortmund is willing to do similar things ," he said. 

The state chairman of the European Labor Party, in 
an open letter to the leaders of the parties in the 
Dortmund council, welcomed the resolution and asked 
that two more clauses be added to it . First, the resolu-
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tion should demand the withdrawal of the steel produc
tion quotas imposed by the EC; second,  an amendment 
should be added urging the immediate implementation 
of "Phase Two" of the European Monetary System, in 
order to provide the credits to the developing sector to 
generate the needed level of demand for German steel . 

Chancellor Schmidt' s failure to take these issues 
head-on was the subject of an editorial, "The Adminis
trator ,"  in the conservative daily Die Welt Nov. 6. The 
article criticized the chancellor's overly "administra
tive," pragmatic style of ruling. "Intellectually, Helmut 
Schmidt must cope with the environmental problems by 
pulling the ground from under the eccentric ecology 
movement once and for all . . .  and by simultaneously 
making tangible the concrete, absolutely necessary goal 
of making energy supplies secure . This includes a clear 
attitude toward nuclear energy ."  

In the United States, Die Welt continued, Ronald 
Reagan "has managed to mobilize a feeling of  surging 
forward, of tackling matters anew," which Schmidt 
should take to heart. 

Later this month Schmidt will deliver a "state of the 
nation" address on the policies of his newly formed 
government. Unless warnings like these are heeded, the 
chancellor's speech threatens to be j ust such an "admin
istrative" accomodation to the exigencies of Bonn's 
coalition politics . 

The official SPD-FDP coalition agreement pub
lished Nov . I I  is j ust such a disastrous document. It 
was hammered out in nearly a month of niggling and 
horsetrading by the two parties, and imposes across
the-board austerity measures . 

Government subsidies will be fully or partially elim
inated from agriculture, rail transport, pension insur
ance, and other areas. Bonuses for savings and for 
housing construction will be reduced, and funds for 
"enlargement and new construction of institutes of 
higher learning" will be cut. 

The paragraph on energy stipulates merely that 
priority sho uld be given to German hard coal, and that 
emphasis in the peaceful use of nuclear energy should 
be "on questions concerning waste disposal ."  

The SPD leftists and other radical environmentalists 
are taking advantage of Schmidt's stalling to escalate 
their own Malthusian program and to attack the gov
ernment. The environmentalists are planning a mass 
demonstration Dec.  7 at the Frankfurt airport. Security 
officials fear outbreaks of violence. 

Willy Brandt, the chairman of the SPD, has been 
sniping at Chancellor Schmidt for allegedly over
emphasizing economic ties with Eastern Europe. In an 
interview with the magazine Der Spiegel Nov .  1 0, he 
impl ied that Schmidt has not extracted sufficient politi
cal concessions from East Germany. "We have to 
discuss politics ,"  he said, not merely "railway network 
electrificati on or the construction of power plants ."  
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Finance Minister Matth6fer 
defends IMF conditionalities 

The European Labor Party (Europaische Arbeiterpar
tei-EAP) announced Nov. 14 that it will .lead a 
campaign to force the resignation of West German 
Finance Minister Hans Matthofer. Spokesmen for the 
party, headed by Helga Zepp-LaRouche, the wife of 
EIR Contributing Editor Lyndon H. LaRouche, said 
that they took the action following remarks made by 
Matthofer at a Frankfurt Credit Policy Conference 
that defended the International Monetary Fund's 
right to impose "conditionalities" on the developing 
sector .  

The IMF conditionalities policy, under which de
veloping nations must enforce severe austerity condi
tions for Fund credit, is leading toward economic 
collapse and genocidal starvation throughout the 
Third World, EAP spokesmen said .  

'Harsh necessity' 
Explaining his "let them eat cake" doctrine, 

Matthofer told his Frankfurt audience: "The I M F  is, 
however, often criticized on the ground that it applies 
principles of conditionality too sternly and, through 
exaggerated, abrupt cuts in living standards, pro
vokes social unrest and explosive situations . 

"I cannot dispute that there is some harshness in 
this. Let us not delude ourselves. The I M F  is not 
demanding anything from the developing countries 
that their own bogged-down situation would not in 
any case require them to do ." 

MatthOfer urged the IMF to stand up to its 
critics : "The IMF must, however, be careful that its 
financing does not allow the prolongation of struc
tural deficits in an artificial manner and must not 
weaken conditionality . Conditionality is the source 
of confidence which the IMF enjoys on the financial 
markets . "  

The West German finance minister concluded by  
saying that the recycling of funds into "third coun
tries i s  not the concern of the European Commu
nity ."  This statement effectively endorses the IMF as 
the only possible lender to the Third World . 

MatthOfer' s remarks stand in direct opposition to 
West German participation in the European Mone-
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tary System and the European Monetary Fund.  
Officials in both Bonn and Paris have stated that the 
ultimate goal of the European Monetary System is 
precisely to recycle funds into the developing sector 
for industrial development projects, expanding mar
kets and j obs in Western Europe . 

Finance Minister Hans M atthofer is one of West 
Germany's highest ranking promoters of Malthu
sianism and the Club of Rome, a top-level saboteur 
of the European Monetary System . His ministry is 
known for its "Thatcherite" approach to state financ
ing of  industrial projects , and MatthOfer himself 
boasted at a Nov. 17 Bonn press conference that the 
harsh cuts in West Germany's new state budget are 
his handiwork , not that of Economics Minister 
Count Lambsdorff. 

MatthOfer's ministry is heavily staffed by people 
from the World Bank and the International Mone
tary Fund; so devoted is he to their zero-growth 
approach that economics officials in  Bonn accuse 
him of wanting to turn the European Monetary 
System into "a European IMF."  

MatthOfer's credentials show how he  was 
groomed for his saboteur role by the Anglo-Ameri
can occupation forces during the postwar period: 

• MatthOfer is from Hesse, in the old American 
Occupation Zone. He was released from a prisoner 
of war camp after the war, and went to the United 
States to study economic and social sciences at the 
University of Wisconsin in Madison, one of the 
principal American "reprocessing" centers linked to 
British intelligence' s Tavistock Institute. He was 
trained in industrial and labor relations, Tavistock's 
"soft brainwashing" program for social control .  

• In 1953 he returned to Germany to join the 
economics staff of IG Metall, the German metal
workers' union affiliated with the U .S .  United Auto 
Workers. Both unions are known in their respective 
co untries for their  corporatist ideology, their anti
industrial "small is beautiful ," "quality of life" pro
grams, and their encouragement of ultraleftism and 
anarchosyndicalism . 

• M atthOfer served as president of the German 
branch of Amnesty International a British intelli
gence front-group headquartered in London.  

• He joined the federal parliament in 1 96 1 ,  and 
became the Social Democratic Party's expert on 
"development politics and the humanization of 
labor." This is the current within the party controlled 
by former Chancellor Willy Brandt, apostle of "ap
propriate technology" for the Third World instead 
of real industrial development. 
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Strange diplomacy in Iran 
Henry Kissinger is dealing with the Ayatollah Beheshti on behalf 
of the u. s. government, Robert Dreyfuss reports. 

Former Secretary of State Henry Kissinger, who has 
spent the two years since the Iranian revolution denounc
ing Ayatollah Khomeini and presenting himself as the 
number-one defender of the Shah's ancien regime, held a 
series of secret meetings during the week of Nov. 1 2  in 
Paris with representatives of Ayatollah Beheshti ,  leader 
of the fundamentalist clergy in Iran . 

According to Iranian sources in the French capital, 
Kissinger also met with members of the Iranian Feday
een-e Islam, the branch of the secret society called the 
Muslim Brotherhood that controls Khomeini , Prime 
Minister Mohammed Ali Rajai ,  and many others. 

Top-level intelligence sources in Reagan's inner circle 
of  advisers confirmed Kissinger's unreported talks with 
the Iranian mullahs, but stressed that the Kissinger 
initiative was totally unauthorized by the President-elect. 
"If you know any way of controlling that man," said one 
Reagan insider, "please let me know ." 

Kissinger's objectives 
In meeting with the Muslim Brotherhood represen

tatives in Paris, Kissinger has two basic objectives . 
Within Iran, Kissinger is said to believe that Ameri

can interests can only be secured by creating a working 
alliance between elements of the armed forces and the 
Muslim Brotherhood clergy . To this end, Dr.  Kissinger 
intends to continue the policy of the just defeated Carter 
administration in search of an agreement to rush arms 
and political support to Khomeini and his clique in 
exchange for the release of the 52 U .S .  hostages. 

More broadly, by cultivating relations with the 
Iranian ayatollahs , Kissinger is attempting to position 
himself for a power play in the Reagan camp.  

As the Executive Intelligence Review has shown in 
repeated articles since 1 978,  Khomeini and the Muslim 
Brotherhood are creations of the British Secret Intelli
gence Service (SIS) and the Anglo-Jesuit faction of the 
European aristocracy . Politically , it is this faction which 
controls the terrorist band holding the U .S .  hostages, 
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and it is this faction which intends to use the hostages 
as a bargaining chip to gain influence in the Reagan 
administration.  

U sing his  connections to the City of London and to 
the British SIS, Kissinger is seeking to establish himself 
as "the man to deal with" for securing the release of the 
hostages. Now, Kissinger reasons, if Reagan wants to 
get the hostages out of Iran,  he will have to deal with 
Kissinger, by giving him and his allies significant 
influence over the incoming U .S .  administration . 

On the other hand, if Reagan refuses to employ 
Kissinger in a substantial role in the administration, 
then Kissinger and the British SIS can threaten to 
unleash a major new Iran crisis, possibly by encourag
ing "spy trials" of the U .S .  hostages, right after the Jan. 
20 i nauguration of Reagan . 

In addition,  by supporting a deal with Iran's  Aya
tol lah Khomeini, Kissinger is well aware that he is 
helping to foster a climate of  permanent instability in 
the Persian Gulf. Should Khomeini and Co. be rein
forced against the current assault by I raq, it is possible 
that the Muslim Brotherhood regime in Teheran might 
survive in "lame-duck" fashion for up to six months, 
thus posing a threat to Western oil supplies and the 
stability of Saudi Arabia. 

But Kissinger, operating in close coordination with 
the British government of Prime Minister Margaret 
Thatcher, is seeking to prevent the consolidation of  the 
developing ties between continental Western Europe, in  
particular France and West Germany, with Saudi Ara
bia, Iraq, and the other Arab oil-producing states . 

Tracks of a conspiracy 
The facts that have emerged so far in the case of the 

Kissinger-Khomeini connection confirm to a high de
gree EIR's  exclusive analysis that the British and the 
Carter administration collaborated to put Ayatollah 
Khomeini in power . Since 1 978 ,  the EIR has consistent
ly reported on the activities of the Muslim Brotherhood 
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secret society and its Iranian branch, the Fedayeen-e 
Islam . It is the Fedayeen, headed by the brutal Ayatol
lah Khalkhali ,  which is the supranational entity which 
controls Khomeini and the entire leadership of the 
ruling Islamic Republican Party. 

A leading Italian daily, Corriere della Sera, reported 
on Nov . 1 2, in  a dispatch from Teheran , that British 
secret services have recently conducted mediation efforts 
between the Fedayeen-e Islam and the Reagan camp . 
The newspaper also reported that the Fedayeen has 
been closely linked for almost 40 years to the British 
Secret Intelligence Service . 

From intelligence sources in Washington, EIR has 
learned that along with Kissinger a number of other 
individuals have recently been involved in this effort, 
altho ugh, the source stressed, they did not have the 
approval of Ronald Reagan himself. The persons in
volved include a pro-Kissinger group drawn from 
Georgetown University 's  Center for Strategic and Inter
national Studies (CSIS), including Michael Ledeen, 
David Abshire, William Hyland, and others . In addi
tion, Ledeen and former Newsweek chief Arnaud de 
Borchgrave are reported to have traveled abroad to 
make contacts with Khomeini 's representatives . 

From information pieced together from I ranian 
exile sources and intelligence analysts, it appears that 
the pattern of cooperation between the Khomeini peo
ple and circles nominal ly in Reagan's camp began 
approximately six to eight weeks ago , at the height of 
President Carter's efforts to secure an arms-for-hostages 
deal with Teheran . 

Carter's failure to secure that deal, which a number 
of  observers believe cost him the Nov. 4 election,  
apparently resulted from an intervention in Teheran by 
pro-Reagan British intelligence circles and the Kissinger 
faction . "Remember the walkout of  a certain hard line 
faction of the Iranian clergy?" said one source . "That 
was no accident. It was orchestrated with the Fedayeen
e Islam by the Reagan people ."  The walkout postponed 
the Iranian majlis 's (parliament) acceptance of the Car
ter offer until it was too late to affect the outcome of the 
election . 

Negotiating with terrorists 
With the defeat of Jimmy Carter in the election,  it 

was generally considered that President Reagan's ad
ministration would have an opportunity to reverse 
Carter's policy of repeatedly caving in to I ranian black-, 
mail demands. Western European leaders and the Ira
nian exiles opposed to Khomeini still have high hopes 
that the Reagan administration will support a policy 
aimed at ridding Iran of Khomeini and stamping out 
the influence of the Muslim Brotherhood. 

But, it is now recognized that this cannot be accom
plished without blocking the influence of  Henry Kissin-
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ger on Reagan foreign policy. 
During the electoral campaign,  Kissinger repeatedly 

denounced Carter for his public cooperation with Kho
meini, and warned that the U .S .  should not "humiliate 
itself '  by negotiating with terrorists like the Khomeini 
regime. In addition ,  Kissinger criticized Carter for 
refusing to support the fallen Shah of Iran and, many 
times, posed as the friend and confidante of the late 
shah. 

And, of course, it was Kissinger and David Rocke
feller who pressured the State Department to admit the 
ill shah for medical treatment in New York-despite 
evidence that the shah could have received equal treat
ment in Mexico, where he  was staying in exile. It was 
the U . S .  decision to admit the shah which served as the 
pretext for the takeover of  the U .S .  embassy last No
vember. 

But now Kissinger has shifted his position . In an 
interview in Paris, the former secretary of state hinted 
that the U .S .  ought to consider meeting the I ranian 
demands for the release of  the 52  Americans . "There 
are some formulations in Iran's four terms for releasing 
the hostages that I could live with,"  said Kissinger . 

According to associates, Kissinger is reported to 
believe that by cracking down on the I ranian left and 
the radical parties such as the Mujaheddin and the 
communists, the clergy in Iran can impose what one 
source called "an Argentine solution," in other words, 
a brutal ly repressive, right-wing dictatorship . The ar
rest-and then release-of former Iranian Foreign Min
ister Sadegh Ghotbzadeh, who is generally associated 
with the Iranian radicals , is  thought to be the start of 
that process. 

The clergyman in charge of this operation is Ayatol
lah Beheshti , the former SA VAK secret police agent 
who is reputed to be a leader of the British freemasonic 
rite in Iran . Undoubtedly the most shrewd of Iran's 
politicians ,  Beheshti has built up a powerful machine in 
the Islamic Republican Party. Reportedly, he intends to 
make use of the street-fighters of the Fedayeen-e I slam 
and the so-called Party of God (hizbollahi) to crush 
militarily the remaining opposition among the left and 
the anti-Khomeini secular forces . 

"Beheshti 's model is the junta of  Pakistan's General 
Zia," said an informed source . 

But to get there, Iran's  Muslim Brotherhood is 
going to require arms-and an end to the war with 
Iraq .  To that end, Kissinger believes that he can secure 
an agreement with the Soviet Union, whereby the 
United States will quietly seize full control of Iran 
again , in exchange for a strengthening of Soviet influ
ence in Iraq. Perhaps the first step in that direction will 
be attempts to coordinate U .S .  and Soviet pressure on  
I raq to  end its fighting in I ran and accept a ceasefire on  
something very close to  Iranian terms . 
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Le Monde Diplomatique on 
Iran's Muslim Brotherhood 

The following are excerpts from the article by Ahmad 
Faroughy in the November 1 980 issue of the French month
ly Le Monde Diplomatique. 

The first formulation of  I slamism as a philosophy of 
action-at least for modern times-comes from a Shi' ite 
Iranian cleric,  Seyyed Jamal ai-Din ai-Afghani. Toward 
the end of the 1 9th century, he elaborated the principles 
of Muslim fundamentalism: a return to the sources of the 
faith, purged from all impurities and doctrinal perver
sions that political power accumulated in the course of 
centuries . 

The ideas of ai-Afghani found many followers in 
Egypt, in particular Mohammed Abdu,  grand mufti of  
Egypt, in  1 900 . Disciple and companion of  ai-Afghani, 
Abdu untertakes to enlarge the principles of  I slamic 
fundamentalism in the socio-political domain .  It  belongs 
to Hassan al-Banna, however, founder and ideologue of 
the I khwan al-Muslimin-the M uslim Brothers-to rad
icalize the thought of ai-Afghani to make out of it a tool 
of combat against the nationalist and secular movement 
that begins to surface in the Middle East. 

Abdel Ghader Onah-member of the political bureau 
of the Egyptian Muslim Brothers-formulates the theo
cratic structure of government that must guide this uni
fied nation: the executive power belongs to the imam
the spiritual guide-who must direct the affairs of the 
state; his responsibility is total, unlimited; he must com
mand the army, proclaim war and peace; the imam must 
also supervise the dispersal of financial power. For that 
which is of the legislative power, it redounds uniquely on 
the sharia [Islamic law] ,  while the judicial power must be 
held by the ghadhis [Muslim priests trained to make 
judgments ] .  The system of government elaborated by the 
Muslim Brothers of Egypt around 30 years ago is today 
that which-minus a few details-presides over the des
tinies of  Iran . 

Two events afterwards permitted the Muslim funda
mentali sts to pass to action against the secular political 
powers: thtl nomination of Mossadegh as chief of the 
Iranian government; the coup of the Free Officers in 
Egypt. 

In May 1 95 1  the Iranian parliament gives full powers 
to the Mossadegh government to nationalize the Iranian 
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petroleum industry that was under British control .  The 
arrival to power of Mossadegh pushes the Fedayeen-e 
Islam-the Iranian branch of the Muslim Brotherhood
to try to infiltrate the strong naticnalist movement of 
Mossadegh, with the goal of  turning it away from its 
secular content . 

Little-known until then , the secret organization of 
the Fedayeen-e Islam had been constituted-it seems
in the beginning of the 1 930s in Qom, the holy I ranian 
city . Basing their political ideology on that of the Muslim 
Brotherhood, recruiting their leaders among the Shi'ite 
clergy and their militants from the disinherited of the 
lower depths of Teheran, the Fedayeen were organized 
in secret cel ls and often had recourse to terrorism to 
eliminate the anticlerical personalities in plain sight, 
notably Ahmad Kasravi , the greatest Iranian historian 
of the epoch , assassinated in 1 943 ,  as well as Prime 
Minister Haj ir ,  k illed the year before. 

At the end of 1 95 1 ,  the mullah Seyyed Navab Saffavi , 
"supreme guide" of the Fedayeen , begins negotiations 
by the intermediation of Ayatollah Kashani with Mos
sadegh with the aim of allying the fundamentalists in the 
battle that his government is leading against the British . 
However, the conditions posed by Saffavi-three minis
terial port folios; banning of mixed schools, of alcoholic 
consumption;  obligation of women to wear veils-lead 
to a "no deal" on the part of Mossadegh. In prioritizing 
seculari sm and his opposition to the total I slamicization 
of Iranian political life, the old nationalist leader sends 
the mullahs back to the mosques. From this moment on, 
Ayatollah Kashani and his Fedayeen do all they can to 
battle the nationalist government-trying even to assas
sinate the Foreign Affairs Minister, Hossein Fatemi
and they collaborate closely with the partisans of the 
shah during the coup d'etat of the CIA, which, in August 
1 953 ,  overthrows Mossadegh. 

The aid that the Fedayeen bring to the shah's re
gime-notably in its struggle against the Mossadeghists 
and the communists-permits them from 1 953  onward 
to develop their organization with complete impunity, 
become thereby the main opposition force of the 1 960s. 
Thus, Ayatollah Khomeini-now one of  the leaders of 
the Fedayeen-judges the moment propitious to take the 
offensive. The program of reforms undertaken by the 
imperial government-in which agrarian reform is the 
most important-will be the pretext for it . This leads 
from then on to ferocious opposition by the fundamen
talists , who accuse the shah of  wanting to extend his 
political control, through the economic restructuring of 
the country , to a ll the sectors of the state. On June 6, 
1 963 ,  Khomeini and the Fedayeen move on its offensive: 
After three days of riots that rage in the four states , the 
army of the shah retakes control of the situation.  Bal
ance: a lmost 5 ,000 dead . Ayatollah Khomeini is exiled, 
first to Turkey , then to I raq. 
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Yugoslavia's nuclear 
plans brought to a halt 
by Luba George 

Yugoslavia' s once promising nuclear energy program 
now stands in ruins .  The first major blow came late last 
year when the Zadar Municipal Assembly of Croatia put 
a stop to construction plans for Yugoslavia's second 
nuclear power plant on the island of Vir off the Adriatic 
coast. The reason :  "It would conflict with the country's 
tourist zoning plans ."  A campaign against the site had 
been launched by local environmentalists who argued 
that the p lant would "scare the tourists': 

In short order four other Yugoslav nuclear p lants on 
the drawing boards have been shelved, and the country's 
first nuclear power plant, scheduled to open in 1 98 1 ,  has 
had its opening delayed indefinitely . 

Conditionalities prescribed 
The nuclear plant cancellations reflect Yugoslavia's 

ongoing compliance with the International Monetary 
Fund, of which it is a member. Stringent IMF condi
tions for credits have been systematically applied to 
restructure Yugoslavia's economy away from indus
trialization toward Caribbean-model tourism . The gov
ernment' s recent decision to cut imports of capital 
equipment from the West and to delay or cancel other 
major industrial projects was also made under IMF 
guidelines. 

The likely result of the Yugoslav economy continu
ing to be shaped by IMF austerity pressures is greater 
political instability . If  such trends are not reversed, a 
Yugoslav destabilization could have tremendous inter
national repercussions .  Since the death of longtime 
leader Marshal Tito last spring, Yugoslavia has beeh 
run collectively by rotating presidents, and has lost the 
strong central leadership Tito provided.  

Debt and deficit 
According to the latest official figures , Yugoslavia's 

annual rate of inflation is running close to 25  percent. 
Unofficially, it' s  believed to be closer to 30 percent. 
With external debt doubling in the course of four years 
( 1 976- 1 979), the country's foreign affairs minister, 
Milos Minic, warned: "The debt servicing will no longer 
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amount to $ 1  billion a year, as it has up to now, but 
much more ." 

Trade last year ran at a record deficit of $6.357 
bi llion-a 50 percent increase over the previous year.  At 
the same time, the I M F  is complaining that Yugoslavia 
has not reduced its consumption fast enough and there 
are still too many capital-goods imports (still the single 
biggest category, accounting for $4 .43 b illion or 35 
percent of total imports) . 

With the economy being redirected from industry to 
tourism , Yugoslavia faces sharp declines in tangible
goods production,  while its industrialized labor force is 
increasingly put out of work. Unemployment is now 
officially at 1 3  percent-and would be stil l  greater if 
Yugoslav workers were not employed as Gastarbeiter 
(guest workers) in West Germany, France, and other 
parts of Europe. 

Past plans 
Seeking to reduce its dependency on energy imports, 

under Marshal Josef Tito's  1 976- 1 980 Five-Year Plan, 
Yugoslavia embarked in 1 977 on an ambitious energy 
development program which called for a huge expan
sion of  its coal production and its electricity generation 
(mainly fueled by coal) , plus the introduction of nuclear 
power. Tota l  power production was to increase at an 
annual rate of 1 6  percent-from 39 .86 billion kilowatt
hours in 1 975  to 7 1 .2 billion kilowatt-hours in 1 980. 
Total consumption was scheduled to rise from 4 1 .09 to 
70 .68 billion kilowatt-hours during the same period.  

Yugoslavia' s first nuclear power facility of 632 
megawatts at Krsko in Slovenia was part of a joint 
Slovene-Croat project which, together with the five 
other nuclear plants proposed for completion by the 
late 1 99Os , would have secured for Croatia-the most 
industrialized region of Yugoslavia-one-third of its 
energy needs . 

The oil squeeze 
Today Yugoslavia is experiencing energy shortages 

and the full brunt of high oil prices.  The Iran- Iraq war 
forced Yugoslav Foreign Affairs Minister Milos Minic 
to sound the alarm: "I think that we are on the verge of 
another energy crisis ,  an energy crisis which may be 
more serious than the one of 1 973 at the t ime of the oil 
embargo connected with the war which broke out that 
year between Israel and Arab countries. We all, our 
entire economy, must be aware of  this situation .  We 
must think of how to get out of it ." 65 percent of 
Yugoslavia's total oil imports came from Iraq . Now 
both Iraq and I ran have stopped their oil exports . 

This 65 percent cut in oil imports, occurring in 
parallel with the ending of the nuclear program, threat
ens to exacerbate and bring to a head an already volatile 
situation.  
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Marijuana revenues 
finance Jarnllicas debt 

by Mark Sonnenblick 

While most of the U .S .  press was still celebrating the 
resounding victory of Edward Seaga in Jamaica's Oct. 
30 elections as a triumph of "individualist capitalism" 
over the "Cuban-linked collectivism" of  the incumbent 
Michael Manley, Seaga announced his intention to le
galize vast marij uana exports to the United States .  

According to the Kingston newspaper, the Sunday 

Gleaner of Nov. 9, Seaga told an audience of Jamaican 
and American businessmen that his "economic recov
ery" program would center on repatriating the $ 1 . 1  
billion annual proceeds from Jamaica's marijuana ex
ports. The new prime minister told the businessmen that 
he had instructed Jamaican banks that when a depositor 
arrives with a basket of dollars, "Don't ask questions.  
Don't accept it-grab it ! "  

Seaga had announced in his inaugural speech on  
Nov . 1 that the government faced a foreign exchange 
shortfall of $ 1 5 5  million for the remainder of this year. 
He euphemistically described the magical solution to the 
exchange problem as U .S .  dollars brought home by the 
drug mafia from "the export of  a certain commodity ."  
These funds , when laundered through Jamaican banks, 
could then be tapped to meet debt service obligations, 
many of which have gone into default. 

International Monetary Fund ( IMF) experts told 
War on Drugs magazine in July that they had drafted 
detailed plans for the legalization of the "marij uana 
dollars." IMF "surveillance" of Jamaica from 1 977 to 
January 1 980 was what transformed the island from the 
"country" it claims to be in tourist commercials, into a 
voodoo-worshiping hemp plantation .  I M F  technocrats 
ran Jamaica's day-to-day economic decisions to ensure 
that the government "violently" limited the i ssuance of 
domestic credit, as one official put it. The IMF said Paul 
Volcker-style credit scarcity would "fight inflation ."  But 
its main effect was to give the island's legitimate indus
tries and agriculture no choice but to become totally 
dependent on the cannabis traffickers for their working 
capital and for importing vital spare parts and fertilizer. 
The only "free enterprises" that flourished were precisely 
the "black market" drug mafias. They protected their 
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operations with competing private armies of addicts that 
caused over 600 deaths during the election period. 

Once the I M F's  "free market economics" had result
ed in "the bad economy driving out the good," (to 
modernize Gresham's Law of Economics), the Fund 
unveiled its plan for legalizing the dirty money. An IMF 
staffer described their plan as  the logical way " to  end an  
anomalous black market situation ."  

Seaga told the Washington Post immediately after his 
election that "the ganja trade" (as marij uana is called in 
Britain's former colonies) kept Jamaica "alive" during 
the last several months .  " Regardless of whether we want 
it or not, the industry as such i s  here to stay . It is j ust not 
possible for it to be wiped out, and if it is here to stay, 
then we have to make up our mind from that point as to 
how to best deal with it," proclaimed the Harvard-edu
cated reputed "friend of America ."  Seaga conceded that 
"the question of legalizing it so as to bring the flow of 
several hundred million dollars in this parallel market 
through official channels . . .  is complex ."  

Obstacles to formal legalization do not  come from 
within Seaga's Jamaica Labour Party, which is thor
oughly prodope. His agriculture and tourism ministers 
are long-time collaborators of High Times and the Na
tional Organization for the Reform of Marij uana Laws 
(NORML) campaigns against the U .S .  Drug Enforce
ment Administration .  Despite former Prime Minister 
Michael Manley'S personal opposition to the drug traf
fic, his People' s National Party is too immersed in it to 
provide opposition to legalization .  

The  island's  bankers are hardly upset about handling 
"dirty money ."  In fact, one of the most vehement oppo
nents of legalization is Ronald Sasso , managing director 
of the Bank o f N  ova Scotia in Jamaica and one of Seaga's 
top economic advisers . The Bank of Nova Scotia has 
been identified by antidrug investigators as heavily im
plicated in the laundering of drug money throughout the 
Caribbean . 

In Washington ,  Carter's Deputy Director of Carib
bean Affairs, Dick H oward , justified Seaga's  legalization 
of the m arij uana dollar in comments to EIR on the basis 
that "the government j ust would want to get control over 
the flows of money. Face it, everyone knows that the 
marij uana trade has brought in income." 

However, if the Reagan administration and the con
servative Congress thinks in terms of the antidrug man
date that elected them, they could stop Jamaica from 
being a Caribbean pirate' s lair, the first nation legally 
dedicated to pumping marijuana into America's youth . 
The United States is in an excellent position to either 
tolerate Jamaica's legalization and find countries all over 
the Third World following the same path , or to stamp 
Uncle Sam's  boot on the International M onetary Fund 
and other lending insti tutions which have turned the 
once-pleasant island into an outlaw country. 
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Middle East Report by Robert Dreyfuss 

How much longer for Begin? 

Israel's prime minister is in serious trouble domestically 
and internationally. 

While fending off an internal cri
sis , Israeli Prime Minister Mena
chem Begin is becoming increas
ingly concerned that his govern
ment might run afoul of the Reagan 
administration , 

The hurried dispatch to the 
United States this week of David 
Kimche, the director general of the 
Israeli foreign ministry, signals Be
gin ' s  desperation . According to I s
raeli intelligence sources , Kimche is 
trying frantically to make contact 
with the inner circles of the Reagan 
camp in an effort to position the 
Begin government on an inside 
track with the new administration 
during the transition . 

If Kimche does not succeed, Be
gin may not only find himself out in  
the cold, but  also out of a job .  The 
problem confr�>nting the Begin re
gime is  that within the Reagan ap
paratus there is only one faction 
that remains loyal to Begin-and 
unless that faction prevails , Begin is 
certain to go . 

The strongest Begin advocate 
and the leader of the pro-Begin fac
tion in the Reagan entourage is 
Richard Allen, one of Reagan's 
closest advisers, who is expected to 
assume the post of national security 
adviser. Other Begin stalwarts in 
the Reagan camp include Bill Cas
ey, Reagan's  campaign chairman, 
Bil l  Simon,  former secretary of the 
treasury ,  and Bill Brock, Republi
can National Committee chairman.  
They are working in  close coordi
nation with a pro-Begin faction of 
think-tankers tied to Edward Lutt-
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wak at the Center for Strategic and 
International Studies in Washing
ton ,  former Air Force Mideast in
telligence director Joseph Churba, 
and Sen . Henry Jackson . 

One Reagan adviser who is tied 
into this faction brazenly stated last 
week that a Reagan administration 
will back Begin all the way, and at 
the same time lay it on the line to the 
Arabs, and in particular, Jordan . 
"In the Reagan administration," 
the adviser stated, "the Arabs won't  
be asked what they would like; they 
will be told what they want ."  

Last week, when Begin was in 
New York,  Allen met twice with 
him .  It was at these meetings that 
Allen reportedly tried to set up a 
tripartite summit among Begin, 
President Carter, and Reagan. The 
suggestion was vigorously count
ered and defeated by another close 
Reagan adviser, George Shultz, 
who opposes any attempts to track 
the former California governor 
onto a Camp David course. 

Not surprisingly, it is the Rich
ard Allen faction toward which 
Kimche is  directing his efforts to 
secure favor for Begin .  

The deployment of  Kimche to  
Washington was  well calculated . 
Through his brother John, the edi
tor of the Afro-A sian Review, David 
Kimche is  linked to Robert Moss ,  a 
board member of  the Heritage 
Foundation in Washington,  D .C . ,  
and  a long-time operative in  British 
and Israeli intelligence circles . Ac
cording to one insider, the Heritage 
Foundation ,  an o utgrowth of Brit-

ish intelligence, is being pulled into 
playing a central role in policy for
mulation for R onald Reagan's  ad
ministration.  

A second faction that Kimche 
may try to approach is  the one 
around Nixon's  Secretary of State 
Henry Kissinger. However, Kissin
ger is known to favor not Begin but 
Begin's main adversary Labour 
Party leader Shimon Peres . 

Two days after Reagan's victo
ry, Peres made known his Kissinger 
connection .  Peres welcomed the 
election of Reagan on the condition 
that Kissinger be  appointed secre
tary of state . 

Both Kissinger and Peres be
lieve that the longer Begin stays in 
power, the more difficult i t  will be 
to prevent Saudi Arabia and Jordan 
from falling into the European, 
and, in particular, France' s camp . 
Kissinger is known to blame Begin 
for the Saudi-French rapproche
ment that has led to France' s grad
ual replacement in  the role the 
United States once played in the 
kingdom.  

While the policy style of the 
Kissinger-Peres configuration may 
differ from that of Begin, the policy 
content is not so different. At a 
Madrid meeting last week of  the 
Second International, Peres , Willy 
Brandt, Bruno Kreisky, and Bou
tros-Ghali of Egypt called upon the 
rest of the Arab world to follow in 
Sadat's Camp David footsteps .  

The opposition's challenge to 
Begin escalated last week when the 
Labour Party blocked with other 
opposition parties to table a vote of 
no-confidence against the Begin re
gime. Begin narrowly escaped 
being voted o ut of power, and now 
faces a fresh attempt by opposition 
leaders to topple his government 
and bring about early elections . 
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DatelineMexico by Josefina Menendez 

Behind the Diaz Serrano-Bush link 

The Pemex chie/is an old/riend o/the incoming VP; 
the Mexican Ie/t is abuzz . . .  

To hear the leftist press and ru
mor circuit tell it, the fact that Pe
mex chief Jorge Diaz Serrano and 
the incoming u .S .  Vice-President, 
George Bush, have a longstanding 
personal friendship, at the least 
spells black days for the nationalist 
cast of Mexican energy policy, and 
possibly even more serious dangers 
to the Mexican public. 

The left Jesuit weekly Proceso 
led the pack with a frontispiece car
toon the week after the U .S .  elec
tion in an issue which was otherwise 
one long lament over the Reagan 
victory . The cartoon depicted a ju
bilant Diaz Serrano kicking up his 
heels and doffing a Reagan-Bush 
campaign hat amidst a shower of 
confetti . 

The friendship itself certainly 
exists , going back to a period in the 
1950s and 1 960s when Bush was 
president of  the Houston-based Za
pata oil drilling arid leasing compa
ny, and Diaz Serrano was a partner 
in the Golden Lane Drilling Com
pany in nearby Galveston . 

Pressed by reporters immedi
ately after the U .S .  election, Diaz 
Serrano stated: "Mr .  Bush is a dis
tinguished man, he is a statesman , 
and is very knowledgeable on the 
problem of world energy . I am very 
pleased that he is there, in the vice
presidency of the United States ."  
But he  was quick to  add that "this 
will not change Mexico's energy 
policies. " 

Most observers here recognize 
that it is highly improbable that the 
personal lin k will affect basic Mexi-
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can policy. That policy is  made in 
the president's office, not Pemex's ,  
and Diaz Serrano has been indis
putably loyal to Lopez Portillo's 
directives . 

Some have pointed out that the 
leftist attacks may in fact have more 
to do with efforts to scotch the Pe
mex director's chances of succeed
ing Lopez Portillo to the presiden
cy , than with sincere concern over 
compromising Mexican oil policy . 

The real question that must be 
examined in the affair, however, i s  
what kind of policy from the U .S .  
side might be  channeled through 
this point of contact, along with 
others . And more than the "Bush 
connection," one must look at the 
broader Texas connection .  

In this regard some statements 
from President-elect Ronald Rea
gan to a California Spanish-lan
guage publication,  Imagen, last 
week , are particularly interesting to 
examine. 

According to Mexico City wire 
reports , Reagan invited Pemex to 
enter the U .S .  retail market and set 
up a network of Pemex filli ng sta
tions in the U .S .  He also proposed 
that Mexico beef up its electricity
generating capacity in its northern 
states , and sell the excess electricity 
to the U .S .  Southwest. 

He stressed that he wanted to 
give Mexico the opportunity to 
benefit from the "transformation" 
of energy "instead of  selling energy 
exclusively as a raw material ."  

I t  is a point which will find a 
sympathetic hearing on this side of 

the American border. 
Pemex, in fact, bo ught into the 

Petronor refinery in Bilbao, Spain, 
two years ago in order to facilitate a 
direct entrance into the European 
retail market . It  made a somewhat 
similar proposal to Japan last 
month . And Diaz Serrano stated 
early this week , when asked about 
the Reagan proposal, that Pemex 
has indeed been thinking about 
going into the U . S .  market. We've 
run into some problems with "tax 
structures,"  however, he reported. 

Reliable sources in the U .S .  tel l  
us that it' s a group of Texans based 
around Governor Clements who 
are shaping the incoming adminis
tration's approach to U .S . -Mexico 
relations in the energy field, and 
that their advice lies behind Rea
gan' s swift move to put some new 
initiatives on the table. George 
Bush also has longstanding ties to 
this Texas grouping . 

It should be remembered that in 
the whole imbroglio over Mexican 
natural gas sales to the U . S .  during 
the Schlesinger era, it was the gas 
companies based in Texas which 
originally brought negotiations 
with Pemex to a successful conclu
sion . The consortium had in fact 
worked out a credit line to Pemex of 
up to $ 1  billion,  largely from re
gional banks, as an adjunct to the 
gas deal itself and the $600 million 
in Eximbank loans being processed 
in Washington .  

It was  a deal reminiscent of  the 
kind of combination Japanese and 
some European companies routine
ly put together, but rare indeed 
from the United States . Will such 
accords become more common
place under the Reagan adminis
tration? If  so, U . S . -Mexico rela
tions may wel l be improving in the 
months ahead.  

International 49 



International Intelligence 

Italian oil scandal reveals 
Billygate connections 

The massive Italian "oil scandal" that 
has domi nated Italy's press over the last 
several weeks has taken a dramatic new 
turn . In parliamentary hearings being 
held on the scandal Nov. 1 9, a senator 
testified that Christian Democrat Anto
nio Bisaglia, who was Treasury Minister 
in the last Andreotti government, con
cluded a secret deal with Libyan presi
dent M uammar Qaddafi in the early 
1 970s by which Italy would receive Li
byan oil in exchange for granting Qad
dafi unlimited freedom to conduct ter
rorism , arms smuggling, and drug traf
ficking on Italian soil .  

The network through which this was 
to be conducted in Italy is none other 
than the Michele Papa networks identi
fied as the key link in the Billygate case. 

Papa is Billy Carter' s connection to 
Libya, and is acknowledged to be Qad
dafi's leading representative in Italy, and 
his key liaison for gun smuggling, drug 
running, and terrorism through the Sici
ly-Malta Mafia organization . This infor
mation was published last s ummer by 
EIR, and has been widely circulated 
throughout I taly. 

Technology transfer 
deals are discussed 

A high-level conference is presently tak
ing place in Moscow between French and 
Soviet energy specialists to discuss p ro
posals to have the U . S . S . R .  supply West
ern Europe with up to 45 billion cubic 
meters of gas per year starting in 1985  or 
1 986,  in exchange for West European 
technology . France would receive 10 to 
1 3  billion cubic meters of gas per year. 

According to the French daily Le 
Figaro of Nov. 1 9 ,  the head of the French 
Seventh State Plan Energy Commission 
is asking the Soviets to help France over
come en ergy supply difficulties in ex
change for "French technology to devel
op Soviet natural resources ."  
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At the same time, a Japanese-Soviet 
conference on technolgy exchange is also 
going on in M oscow.  According to the 
Nov. 19 New York Times, Japanese busi
nessmen are anxious to reach agreements 
with the Soviets, and are pressuri ng their 
own government to cancel the East-West 
trade boycott imposed in consultation 
with Washington following the Soviet 
invasion of Afghanistan . 

In other signs of increased East-West 
economic activity , Polish First Deputy 
Prime Minister Mieczslaw Jagielski, the 
cochairman of the Franco- Polish Com
mission, is currently in  Paris to discuss 
possible loans. Jagielski is the first top
level o fficial to visit France since the fall 
of former Polish party chief Edward Gi
erek . Jagielski is scheduled to meet with 
French President Giscard, as well as For
eign Minister Francois-Poncet and Eco
nomics M inister M onory . 

Conflict with Europe 
called permanent 

Conflict between the U . S .  and its Euro
pean allies is permanent and inevitable 
and will not be affected by the change in 
administration ,  the New York Times said 
in an editorial Nov. 20. 

Commenting on West German 
Chancellor Helmut Schmidt's ongoing 
trip to the U . S . ,  the Times states: "It has 
been convenient for the Europeans to 
blame the Carter administration for lack 
of recent cohesion in the alliance.  The 
new administration, however, is  likely to 
be even more emphatic in pulling in di
rections that the allies do not like-as 
Mr. Schmidt will hear from M r .  Carter 
and whomever he may meet from the 
Reagan team. The i ssue for NATO is not 
so m uch leadership as spreading disa
greement." 

The Times cites numerous areas of 
disagreemen t, including military contri
butions to NATO' defense spending, re
lations with the Soviets, the M ideast, and 
coordinated NATO response to crises, 
and makes it clear that its editors thin k 

that this di sagreement should now be 
U . S .  policy. 

"There is now a common streak of 
nationalism in the Western nations and it 
works against agreement in world af
fairs ," says the Times, whose news cov
erage has been promoting disagreement 
between Europe and the new administra
tion .  The Washington Post, in a Nov. 20 
news analysis on the Schmidt visit, picks 
up the theme of permanent conflict. 

No wage bonuses 
for Chinese workers 

Communi st China will not be glVlng 
year-end bo nuses or other material in
centives to its workers this year, China' s 
New China News Agency reported. 

Chinese grain production is  down 5 
percent from the record crop of 330 mil
lion tons in 1 979, meaning a greater 
shortfall in grain deliveries to Chinese 
cities . In addition,  stagnant production 
of coal and oil for energy generation is 
likely to disrupt industrial production . 

The last time such cuts in living 
standards occurred, in 1 97 6-77,  China 
was plagued by a wave of i llegal work 
stoppages. China-watchers regard this 
cutback as a maj or defeat for Deng 
Xiaoping's policy of ensuring political 
stability by improvi ng the standard of 
living of workers and peasants. 

Warnings of problems 
on oil-supply front 

Accusati on s and counter charges about 
who is causing the runup in spot oil 
prices are flying. The spot price is cur
rently at about $40 a barrel , and with the 
an nual meeting of the Organization of 
Petroleum Exporting Countries (OPEC) 
coming up on Dec. 1 5 ,  concern is  being 
voiced that some OPEC countries will 
push for an official oil price increase to 
match the spot levels .  
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The cro ss-accusations center around 
the fact that maj or producers and sup
pliers of oil-including France on the 
one side and the multinational oil com
panies on the other-have refused to 
draw down stockpiles during the I raq
Iran war, although supplies from both 
countries have been halted . On Nov. 1 9, 
senior officials of the U . S .  government 
held a closed-door briefing for reporters , 
where they expressed "concern" over 
"some evidence of hesitation" in some 
countries to draw down existing stock
piles rather than go into the spot market. 

These warnings, however, ignore the 
fact that both Iran and Iraq have an
nounced they are getting low levels of oil 
exports going again.  While these supplies 
fall far short of prewar levels, other Gulf 
producers announced officially Nov. 1 7  
that they were raising o utput. Qatar, the 
UAE, Kuwait, and Saudi Arabia have 
agreed to increase daily oil output 1 .5 
million barrels and Kuwait is in negotia
tions with France to channel supplies 
there. 

Significantly, France has come under 
frequent criticism for its oil supply m a
neuvers , not because they hurt the world 
market price,  but because the country 
refuses to j oi n  the International Energy 
Agency global stockpiling program . 

Spot prices may have risen due to 
French purchases, but analysts admit 
that overall volume of trade on the spot 
market is  very thin and need not affect 
official prices . 

Afghan party purge 
in the works 

Afghan Premier Babrak Karmal has j ust 
returned from a two-week-Iong visit to 
Moscow to make clear to factionalized 
members of the ruling People's Demo
cratic Party in Afghanistan that a purge 
of disloyal cadre will be carried out. 
Speaking at a party plenum in Kabul, 
Karmal told party members that unity 
would be enforced, and past associations 
with unnamed "persons" and "groups" 
would no longer be criterion for party 
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membership . Loyalty in  the present, in
cluding loyalty to M oscow, is  the new 
bottom line. 

The threat was aimed at the Khalq 
faction of the party, w hich had been loyal 
to previous leaders Taraki and Amin, 
and rivals of Karmal's Parcham faction.  
The Khalqis are k nown to be less than 
enthusiastic over the prospects for a 
long-term Soviet presence i n  Afghani
stan, tending to be more n ationalistic 
than Karmal ,  who is close to M o scow. 

The Karmal m ove reflects greater So
viet confide nce concerning their control 
over internal A fghani rebel lion, a confi
dence j ustified by reports that the adop
tion of the tactic of buying the loyalty of  
key tribal chiefs in  eastern Afghanistan 
has been successful .  

Giscard and Barre split 
over policy directives 

In his recent semiannual open letter to 
the prime minister, French President 
Giscard cal led for 29 reforms in  the gov
ernment's economic policy that would 
begin to soften the harsh austerity poli
cies imposed on France by Prime M inis
ter Raymond Barre, whose Volcker
styled policies have severely undermined 
France's economy. 

Giscard's  reforms include such pro
posals as  establishing a minimum income 
level for families and increased credits 
for small- and medium-sized b usinesses . 
However, Barre has been openly scornful 
of Giscard's proposals, leading to specu
lation that Barre may be dumped follow
ing the April 1 98 1 presidential elections.  

According to the London Times of 
Nov. 1 8 ,  Barre, when asked by a journal
ist to comment on the President's  pro
posals, said "with a grin and a sly gig
gle ," that "there is absolutely nothing in 
it which can appear as either spectacular 
or even worthy of major interest ." 

Barre may be ousted from his job,  ac
cording to Le Figaro of Nov . 1 8 . The 
Paris daily reports that the Gaullist Pres
ident of the National Assembly, Jacques 
Chaban-Delmas,  could replace him. 

Briefly 
• FAUSTO CHARRIS, president 
of the Colombian A nti-Drug Co
alition,  had an arrest order issued 
against him Nov. 18 on bogus 
charges already investigated and 
dismissed two years ago . Tele
grams and telephone calls of  con
cern have poured into the Colom
bian embassies and consulates 
abroad, and to the Bogota office 
of Judge Jorge Enrique Torres, 
who issued the arrest o rder. 

• DENG XIAOPING said in a 
recent interview with the Christian 
Science Monitor that despite Ron
ald Reagan's pro-Taiwan 1 980 
campaign remarks, "There are a 
number of people who are in
volved in the decision-making pro
cess on the part of Mr. Reagan 
who can be considered o ur old 
friends.  For instance, Mr. 
Bush . . . .  " 

• GEORGETOWN University 
specialists are quoted in the Rome 
daily La Repubblica describing 
"detailed scenarios" undermining 
Ronald Reagan's plans to proceed 
cautiously in East-West relations .  
" Despite his intentions,  Reagan 
can be forced to a confrontation 
policy ," the spokesmen said, par
ticularly if  the U . S . S . R .  i s  pushed 
into invading Poland.  

• MOUSSA TRAORE, the head 
of the West African nation of Mali ,  
announced during a visit to Paris 
this weekend that he was putting 
his n ation o n  alert to confront ex
pected provocations from Libya. 

• ULF LANTZKE, director of the 
International Energy Agency 
( l EA),  called for a five-fold in
crease in n uclear energy outp ut 
over the next two decades during 
the annual conference of the 
American Nuclear Society. 
Lantzke said that to equip the 500 
percent rise, the 2 1  member coun
tries of the l EA would have to get 
16 new o rders each annually, for 
nuclear plants. These orders wo uld 
best be equally shared o ut between 
North America, Japan and Eu
rope. 
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The labor policy behind 
the synfuel program 
by Lonnie Wolfe 

An 800-million-dollar coal gasification plant i s  now un
der construction in southeast Illinois by Shell Oil Com
pany. It is being built with nonunion labor. Gulf Oil, 
Occidental Petroleum , and Exxon have all announced 
plans for billions of dollars in construction of synthetic 
fuel facilities. All plan to use nonunion contractors. 

According to spokesmen for the Associated Builders 
and Contractors (ABC), the anti-union open shop con
tractors association,  the vast majority of the projects 
under the newly created Synthetic Fuel Corporation will 
be built with nonunion labor . They say that there is a 
loophole "big enough to drive a truck through" in the 
Energy Security Act of 1 980, which created the corpora
tion and authorized $20 billion in funding . 

Section 1 75(b) of the act specifies which categories of 
projects will come under the Davis-Bacon Act, the law 
which guarantees the payment of  prevailing-in most 
cases union-scale-wages on all federally funded con
struction projects .  Projects funded by the corporation 
through loans, loan guarantees, or in joint ventures are 
covered by Davis-Bacon .  But if  the corporation sets up a 
price-support agreement-which guarantees a certain 
market price for a synfuel product-or if the corporation 
enters a purchase agreement-by which it contracts to 
purchase a certain specified amount of a synfuel prod
uct-Davis-Bacon does not apply . 

This has been confirmed by Terry Yellig, a spokes
man for the Building Trades Department of the AFL
CIO and by spokesmen for the Synthetic Fuels Corpo
ration itself. 

Lane Kirkland, the AFL-CIO president, testified be
fore the Senate Energy Committee on Sept. 24 that 
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Davis-Bacon "would apply to almost all projects of the 
corporation . "  But Kirkland, who was intimately in
volved in the discussion around the drafting of the 
legislation ,  certainly should have been aware that this 
was not the case . His own lawyers would have told him 
so.  

According to a spokesman for the corporation, the 
amount of nonunion labor involved in the program is 
directly proportional to how high the price of oil rises . 
The higher the price per barrel, said the spokesman, the 
more economically attractive a synfuel project becomes . 
This makes it easier to obtain private financing, making 
the price-guarantee and purchase-agreement route a 
workable option .  With Davis-Bacon removed as a 
"hindrance," the whole program will skew heavily to
ward the open-shop or nonunion contractors . 

This analysis is shared by a Senate Banking Commit
tee staffer involved in drafting the legislation.  Everyone 
involved in the program and its planning is banking on 
maj or increases in  the price of oil, he stated, increases 
that will push the price well over $40 per barrel in the 
near term . If there is no price increase, he stated, the 
synfuel program will not work .  

It is the high cost of the synfuel process that demands 
that projects be  built and operated on  low, nonunion 
wages . 

A competent synthetic fuels program should be based 
on utilization of high-energy technologies . This requires 
the construction of high-temperature, gas-cooled nuclear 
reactors to provide the necessary energy throughput to 
make synfuels cost efficient. 

A second, complementary aspect of such a program 
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would be water project development in the Western 
states-projects which have been b locked by the environ
mentalists and their allies in the Carter administration .  
These projects are key t o  developing the huge Western 
coal reserves and using them efficiently-without threat
ening the destruction of Western agriculture. 

This program would in turn demand the efficient use 
of highly skilled construction and other labor, as well as 
the training of additional workers . It could not be done 
with nonunion "cheap labor ."  

The Senate Banking Committee staffer i n  fact identi
fied as a major purpose of the program raising the price 
of energy . " It is a less obvious way to do this ,"  the staffer 
stated . "but the synfuel program will raise the cost of 
energy as much as a direct energy tax . This wil l  finally 
force cuts in consumption ."  

A spokesman for the corporation stated that the 
major oil companies-who will build and operate most 
of the key projects-have already added up their labor 
costs and decided that they can't afford union labor. As 
long as the law provides them with a loophole,  they will 
push for nonun ion contracting. 

All of this has the Associated Builders and Contrac
tors ecstatic. "For years we've been trying to bust 
through against the union contractors ,"  said an Associ
ated Builders and Contractors lobbyist. "Now we have 
been given our big chance and the irony is that the unions 
lobbied for the bill . "  

"The synfuel program has  the potential to  be  the 
largest single construction project in the history of the 
country," the ABC spokesman continued . If the second 

Provisions on Davis-Bacon 

Thefollowing is the wording of the Energy Security A ct 
that specifies Davis-Bacon coverage. It should be noted 
that the sections referred to under this subsection, name
ly Sec. 132, deals with loans made by the corporation. 

Sec. 133 deals with loan guarantees made by the corpo
ration. Sec. 136 deals with joint ventures involving the 

corporation. Not mentioned under this subsection are 
Sec. 134 and 135 which deal respectively with price 

guarantees made by the corporation and purchaser 
agreements made by the corporation. 

Relationship to Other Laws 
Sec. 1 75(b) . The provisions of the Davis-Bacon 

Act and the Service Contracts Act shall apply to the 
Corporation as if it were an agency of the United 
States . All laborers and mechanics employed for the 
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phase of the program is underway in 1 984, an additional 
$68 billion will be made available. From this point on,  
the synfuel program wil l  hog nearly al l  capital and 
resources-both equipment and manpower-available 
in  the construction industry to the exclusion of other 
projects . The Department of  Labor estimates that more 
than a million additional construction workers will be 
required to fill the program's manpower needs . 

The ABC is now gearing up a multimillion-dollar 
apprenticeship program to make sure the new workers 
will be nonunion .  ABC spokesmen boast that the net 
effect of al l this will be to drastically lower the wage rates 
throughout the construction sector, while rendering 
Davis-Bacon ineffective. Privately, spokesmen for the 
corporation will agree with this analysis; publicly, they 
prefer to remain silent on such issues .  

But  union leaders are already alarmed . Plumbers and 
Pipefitters President M artin Ward lashed out last month 
at the o il companies and others for double-crossing 
them. "The companies that slapped us on the back when 
we were lobbying [for the Energy Security Act] beside 
them, now act as if  they don't k now us," Ward stated 
recently. 

Other union officials are angry at AFL-CIO Presi
dent Kirkland, who they feel has a lot to explain . Kirk
land  reportedly cooked up a deal with the Carter admin
istration which gave union backing for Carter's renomi
nation in  exchange for the promise of a synthetic fuel 
j obs program . Carter has been defeated, but the legisla
tion he sponsored has opened the door to nonunion 
contractors .  

construction , repair, or alteration of synthetic fuel 
projects funded in whole or in part by the Corpora
tion pursuant to Sec. 1 32 ,  1 3 3 ,  or 1 36 of this title 
shall be paid wages at rates not less than those 
prevailing on projects of a similar character in the 
locality as determined by the Secretary of Labor in 
accordance with the Davis-Bacon Act as amended. 
The Corporation shall not extend any loans or loan 
guarantee for construction, repair or alteration of 
synthetic fuel projects unless a certification is provid
ed to the Corporation prior to the commencement of 
construction or at the time of filing an application 
for a loan or loan guarantee, if construction has 
already commenced , that these labor standards will 
be maintained upon the synthetic fuel project .  The 
Secretary of Labor shall have with respect to the 
labor standards, specified in this provision, the au
thority and functions set forth in the organization 
plan numbered 14 of 1 950 and Section 276(c) of Title 
40. 
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Tip O'Neill out to 
sabotage the new 
national mandate 

by Barbara Dreyfus 

House Speaker Tip O'Neill announced this week that he 
will make it as hard as possible for the new Reagan 
administration to get any legislative initiatives through 
the U . S .  Congress. O'Neill did not say that in so many 
words, but he did say that he will stack the three key 
House committees, Rules , Appropriations, and Ways 
and Means, with twice as many Democrats as Republi
cans-even though the Republicans will have 44 percent 
of the House membership in the new Congress . 

O'Neill's action, without precedent in the history of 
the U.S .  Congress, would give his  largely liberal Demo
cratic appointees a stranglehold over tax programs, the 
entire budget, and the ability of congressmen to amend 
legislation on the House floor. Normally, the Speaker 
apportions membership on committees according to the 
ratio of Democrats to Republicans in the House. 

"Obstructionism has already begun," commented 
House Republican Policy Committee chairman Rep . 
Bud Shuster of Pennsylvania on O'Neill's action . 
"They're laying the groundwork to block the Republican 
mandate in the House ."  

As O'Neill moved to block legislation, Rep . Henry 
Reuss (D-Wis . )  moved to forestall bipartisan alliance on 
economic policy between conservative Democrats and 
RepUblicans. Reuss announced Nov. 13 his intention to 
take over the chairmanship of the Joint Economic Com
mittee and use it to direct Democratic Party policy .  An 
aide to Reuss reported, "He sees the JEC as the rallying 
point for the party, for economic programs ."  

Reuss, chairman of the House Banking Committee 
in the outgoing Congress, has staunchly backed the 
policies of Federal Reserve Chairman Volcker . By early 
spring, when Volcker had caused 20 percent interest 
rates, Reuss pushed through the House the Depository 
Institutions Deregulation Act which gives Volcker near
dictatorial control of the banking system . 

Reuss is in conflict with conservative H ouse Demo
crats, grouped around the Democratic Research Organ
ization. Many now want to use the group as a focal point 
for policy making. The group will now be headed by 
Rep . James Jones of Oklahoma. 
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"We have to win back the traditional core of our 
party ,"  says Jones. " If  we ignore the mandate of this 
election, we will become a minority party . "  

Texas Republican Rep. Bill Archer has announced 
his intention to work with conservative Dems to oust Tip 
O'Neill .  "If  the House is still dominated by the same 
philosophical leadership that the people rejected, then it 
will be virtually impossible to have significant changes,"  
Archer told EIR on Nov .  1 4 .  "We need changes in 
productivity, capital investment, jobs,  and to combat 
inflation .  The American people spoke o ut as to their 
wishes in this election ."  Only 26 Democrats need vote 
with the Republicans to oust O'Neill .  

In an effort to pressure O'Neill , Republican leader 
Howard Baker, soon to be the new Senate Majority 
Leader, warned that he could stack the Senate commit
tees with Republicans if O'Neill carried out his threats. 
"We can do it, too," said Baker. " I  hope Tip doesn't 
pursue that. I don't want Tip and me to get into a fight ."  

Conservative Democrats are indicating they are will
ing to work with Senate Republicans.  Sen . David Boren 
(D-Okla.) told a Washington , D .C .  energy conference 
this week, "I foresee a new bipartisan consensus emerg
ing that will discuss the needs of the country ."  

O'Neill's background 
"When a Democratic president working with Dem

ocratic advisers comes up with a Democratic program, 
O'Neill seldom questions it . His job,  as he sees it, is to 
get the bills passed . But to succeed, he might have to 
call on some of his old political skills and offer rewards 
here and there . " This comment comes from a new 
biography of O'Neill by Paul Clancy and Shirley Elder, 
titled Speaker of the House. Despite their effort to 
portray him as a typical o ld-style, back-slapping Irish 
p o l i t ic i a n ,  the a ut h o rs reveal  a good  dea l  about  
O'Neill 's  subservience to  the Eastern Establishment. 

Even when Tip has had reservations  about the 
policies of Jimmy Carter, he has followed the President's 
directives , say the authors . When Carter declared the 
energy crisis "the greatest challenge our country will 
face" and demanded massive austerity from Americans, 
"Tip did all he could" to force Congress to pass Carter's 
programs . 

For over 1 0  years O'Neill has worked closely with 
Common Cause, the supposed watchdog against special 
interests which itself represents a special interest-the 
Anglo-American policy-making elite . O'Neill and Com
mon Cause founder and longtime director John Gard
ner ,  a leading member of the Co uncil on Foreign 
Relations, have been responsible for a series of post
Watergate congressional "reforms" which have under
cut Congress as a constituency-based institution. 

The most important of their reforms was the rule 
establishing caucus election of committee chairmen, 
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ending the seniority system . The seniority system had 
meant that congressmen with years of legislative expe
rience an d clo se ti es to their po litical base headed 
committees and formulated policy . " I  was always op
posed to the seniority system," O'Neill admitted. 

What the book does not say is that O'Neill has set 
the stage for the British-style parliamentary system the 
Council on Foreign Relations says it hopes to achieve . 
More and more, O'Neill has been echoing the words of  
White House counsel Lloyd Cutler, who wrote in the 
fall issue of the Council's magazine, Foreign Affairs,  
that America must adopt a parliamentary government. 
In an August 1 980 letter to 44 Congressmen who had 
deserted him on a procedural vote, O'Neill warned them 
not to deviate from his leadership again .  

O'Neill controls the Steering and  Policy Committee,  
which chooses committee assignments for al l  members 
and develops policies . He chooses half the members of 
the committee, and holds veto power over the rest . 
O'Neill wields enormous leverage with his threats to 
banish a member to an unimportant committee, while, 
by placing his toadies on key committees, he can 
dominate congressional activity . 

Bill Archer on O'Neill 

The following is excerpted from a Nov. 14 interview with 
Rep. Bill A rcher. a Democratfrom Houston, Texas. 

EIR : Is it true that you are trying to unseat Speaker 
O'Neill? 
Archer : It is not a personal attack . It is an attempt to get 
the House in the hands of leadership which is to the right 
of center in philosophy, that will cooperate with the 
Senate and White House to redirect the country in line 
with the maj ority of the voters. This would involve an 
alternate Democrat in the Speaker's post, by putting 
together a coalition of l ike-minded Democrats and Re
publicans .  There may be 8, 1 0, 1 2  Democrats I think 
would be good leaders with a proper philosophical per
suasion .  But before I mention any individual it is neces
sary to see if we could get the necessary votes. 

EIR : Have you spoken to Democrats about this? 
Archer : Yes. They are keeping an open mind. It is a little 
early now to say anything, it has not been committed to 
by the necessary 26 . . . .  

EIR : What would a conservative majority see as the 
programs that would be necessary? 
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Archer : There are so many things in the last 25 years . . . .  
There will be an effort to improve things along the lines 
that Gov. Reagan campaigned on-to reduce the role of 
govern ment, rebuild our defense strength, complete the 
redirection and thrust of the economic programs that 
have dominated the nation . It would mean the H ouse 
would cooperate, not foot drag . It will be difficult to turn 
the co untry around anyway, but if the House is still 
dominated by the same philosophical leadership that the 
people rej ected, then it will be virtually impossible to 
have significant changes . We need changes in productiv
ity , capital investment, jobs , combating inflation.  

EIR : Have other Republicans been involved? What do 
the Democrats you have spoken to say? 
Archer : There has been informal personal contact. There 
are a number of others working on it and interested, 
enth usiastic abo ut it. . . .  At some point the Republicans 
meeting in conference will have to vote on this-not 
before the first week in December. 

EIR : If  you do not succeed in ousting Tip O'Neill, do 
you think that yo u at least will have succeeded in forcing 
him to be a little more conservative? 
Archer : I would hope so. At this point he has shown 
incredible arrogance with his announcement that he will 
try to get a two-to-one majority of Dems on three maj or 
committees-Rules, Appropriations, and Ways and 
Means. The House committees are always organized on 
the ratio of  Democrats and Republicans in the House. 
Legally the majority party could do that, they could even 
deny Republicans seats on any committee . 

EIR : Senator Boren gave a speech this week in which he 
said there were some in the Senate who want confronta
tion and some who want to cooperate with the Republi
cans . . . .  
Archer : Many Dems in the House would desire to co
operate but they don't have the leadership which is 
sympathetic to reforms. Tip has already telegraphed 
what he wants to do with the two majorities . He said we 
will not cooperate, we will resist. Once the leadership of 
those committees is in the hands of  his philosophical 
troops it doesn't matter-he won't have to intimidate 
others, he will have control of the committees . The 
Democratic caucus is overwhelmingly liberal, and in 
alliance with O'Neill they can select major chairmen on 
vital committees . They will prevent reforms. If we never 
get things to the floor our philosophical majority won't 
matter. And even if we do get things to the floor there 
will be no chances for amendments because if  they con
trol Rules there will be closed rules so no amendments. I 
think it' s a maj or fight. People have high expectations 
with Reagan and the Senate and it will be extremely 
frustrating when we can't  get it through the House .  
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Democrats demand 
new party leadership 

by Kathleen Murphy 

The battle over who will lead the Democratic Party 
heated up last week as prominent conservative Demo
crats demanded a new party leadership . 

Senator Robert Byrd of West Virginia, whose tenure 
as Senate Majority Leader has been interrupted by the 
Party's electoral disaster, surprised reporters at his week
ly Saturday press briefing by roundly criticizing the 
current leadership of the Democratic National Commit
tee and its chairman, John White of Texas. Senator Byrd, 
who will now become Minority Leader when Congress 
reconvenes in January, identified the DNC leadership as 
being in large part responsible for the defeat of many 
Democratic congressional candidates . "I  am convinced 
that too little help was given to Democrats up for House 
and Senate seats ," Byrd stated. "The DNC h as created a 
good deal of discontent and disappointment among 
those seeking re-election who didn't get any help" 
against better financed and better organized Republi
cans. 

Byrd said that the DNC focused too much of its 
attention on Jimmy Carter's ill-fated re-election bid, at 
the expense of other Democratic candidates. In Septem
ber, Byrd had expressed similar misgivings about the 
activities of White and DNC Executive Director Les 
Francis, a Carter-appointed honcho, in  September, but 
his pre-election warnings were ignored . Carter people 
had privately termed Byrd's statements "spiteful," and 
expressed bitterness over Byrd's refusal to come out 
strongly and early for the ticket . 

While Byrd refused to specify his choice for a succes
sor to White, he made it clear that the party would not 
tolerate his continued stay in office. " I  don't know how 
much support the current chairman has or whether he 
can be re-elected," the senator commented. The Senate 
Majority Leader demanded more input into party deci
sion making for the Democratic leadership on Capitol 
Hill if future party disasters are to be avoided.  

Later in the week, former Democratic presidential 
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candidate Lyndon H. LaRouche, Jr .  declared that "it is 
urgent that the DNC select a new chairman immedi
ately . " 

"This should be a distinguished Democrat with no 
special commitments either to 1 980 candidates for the 
presidential nomination ,  or to personalities identified 
currently as prominent candidates for the 1984 nomina
tion . . . .  " 

" Even if we assume that John White were capable of 
performing that new kind of role within the DNC," 
LaRouche continued, "his vigorous partisanship for Mr. 
Jimmy Carter's  candidacy and specific positions, togeth
er with the DNC's subordination of the interests of the 
party's candidates as a whole to Mr. Carter's perceived 
special interests , has made Mr.  White and (former Carter 
campaign chairman) Mr.  Robert Strauss the foci of most 
of  the bitterness existing throughout the party and most 
of its tradi tional constituencies at this time ." 

LaRouche declined to nominate a successor to White, 
but specified the qualifications for a new party leader. 
"We require a leading figure who will be viewed as 
equally sensitive to all state party organizations and 
principal constituencies . . . .  " said LaRouche, who cur
rently is chairman of the advisory committee of the 
National Democratic Policy Committee, a policy-plan
ning group and rallying center in the party . 

LaRouche proposed that all former candidates agree 
to support "a short list of between four and six distin
guished Democrats who might be willing to be drafted 
for election as DNC chairman ."  LaRouche indicated his 
preference that prospective candidates date from the 
"first half of  the 1 960s" and be capable of achieving the 
stature of a "Mr .  Democrat," the term normally associ
ated with traditional party leaders such as the late Speak
er of the House Sam Rayburn of Texas. 

Sensing the depth of the revolt against him among 
party conservatives as well as the followers of Sen .  Ed
ward Ken nedy, White announced Nov. 1 8  that he has no 
intention of remaining on as party head unless "we can't 
decide on a new chairman ." 

Two weeks ago, White had boasted that he had the 
votes to remain as chairman and gave every indication 
that he intended to fight for his post. But that was before 
Bob Strauss, who was touting his fellow Texan as a 
"compromise candidate," did an about-face. Straus s 
declared firmly last week that "John White has no inten
tion of remaining as Democratic chairman." 

All this  maneuvering promises to get more defined as 
the party heads for the first post-election meeting of its 
executive committee in Washington, D .C .  Dec. 9 .  Ru
mors are circulating within party circles that White will 
be pressured to resign as quickly as possible, so the real 
brawl-over what party policy will be-can be gotten 
underway. 
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GOP gains leverage in 
state reappontionr.nent 

by Leif Johnson 

Republican victories at the statewide and local levels will 
give the GOP more control over reapportionment and 
redistricting-one of the hottest issues before most state 
legislatures in 1 98 1 .  

Reapportionment of congressional districts among 
the states, mandated by federal law every 10 years, will 
see losses of as many as four seats in the Northeast and 
Mid-Atlantic industrial states, with gains of  as many as 
three seats in Florida and the West. 

All states must redistrict not only congressional dis
tricts but also their own legislative districts under the 
"one man, one vote" doctrine establishing in the Baker 

v. Carr Supreme Court ruling. Even states that do not 
lose or gain seats in the House must redistrict, since the 
population has shifted.  

Many feel the Democratic leadership contributed to 
this weakening with the heavy-handed tactics used by the 
Carter forces to secure the President' s re-election, the 
Civiletti Justice Department Abscam/Bri lab stings that 
targeted Democratic politicians and their labor support
ers , and the Democratic National Committee's overall 
failure to support local candidates . 

GOP gains in state governments 
Jeb Carney, executive director of GOPAC, the Re

publican Party's political action committee for local 
races, is confident the GOP can control redistricting for 
20 1 House seats.  "These seats are in states where we 
have a governor and both houses, a governor and one 
house, a governor and 34 percent control of either 
house, or a governor and a strong position in either 
house." 

Carney also views 69 additional seats as safe from 
Democratic gerrymandering, either because of a Re
publican governor, or because of Republican control of 
either of  the state' s houses . 

This year's local elections, which occurred in half 
the states, reduced from 30 to 28 those states in which 
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Democrats control both the state assembly and its 
senate; increased two-house Republican control from 1 2  
to 1 3  states; and increased the number o f  states where 
control is split from 7 to 8. Republicans picked up 
control of one of the legislative bodies in Pennsylvania, 
I l linois,  Ohio, Montana, and Washington State, giving 
them maj orities in both houses. In Washington, the 
GOP also won the gubernatorial race, now giving them 
control over the governors' offices of those states . 

GOPAC is,  as well, making plans for 1 982 .  They 
have targeted six special races in key states where they 
expect that vacancies from ill health will throw seats 
open . 

One of the most difficult issues will be the creation 
of new districts in those states which have either lost or 
gained congressional seats . 

New York will lose four seats; Illinois, two; Ohio , 
two; Pennsylvania, two; Massachusetts , Michigan , New 
Jersey, and South Dakota each will lose one seat. The 
gainers include Florida, three; California, two; and 
Texas, two; Arizona, Colorado, New Mexico, Oregon, 
Tennessee, Utah, and Washington State each picked up 
one seat . 

Census disputes a factor 
In the states losing congressional seats, the sharpest 

dispute wil l  be over the population figures reported by 
the 1 980 Census . 

Legislatures will be given the detailed population 
figures on April 1 ,  1 98 1 ,  unless any one of  the 1 5  legal 
actions filed by municipalities succeeds in preventing 
use of the Bureau of Census head counts. Detroit's 
successful suit charging a heavy undercount of urban 
minorities is now being appealed while New York's  
demand that the Bureau of Census release the addresses 
used for the mailed questionnaire is yet to be heard in 
Federal court . 

Alex Lee, staff assistant to the House Subcommittee 
on Census and Population, fears that this year's census 
undercount in the inner cities is greater than the 7 .7  
percent undercount found in  the 1 970 census . Yet the 
all-Democratic Black Congressional Caucus, which 
stands to lose heavily in the redistricting, will not 
dispute the 1 980 census figures . 

Democrats mounted a weak effort to stem the 
dissolution of their urban power base. Last spring, 
House Speaker Thomas P.  O'Neill, Jr . , established 
DEM PAC to combat GOPAC, with the modest fund
raising target of only $ 1 00,OOO-one-tenth of what the 
Republicans raised . 

O'Neill ' s  letter of solicitation, which shrilly warned 
against "right-wing reactionaries" and "Republican big 
oil and big business ," produced little money. DEMPAC 
died a quiet death . 
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Narcotics Policy 

Will Reagan start 
a war on drugs? 
by Nora Hamerman 

The Nov. 4, 1 980 election proved that the antidrug forces 
are indeed the majority in the United States. The rejec
tion of Jimmy Carter brings to an end four years in which 
cocaine scandals surrounded the White House and the 
National Organization for the Reform of M arijuana 
Laws (NORML), the lobby for drug legalization, l iter
ally dictated the drug abuse policies of the Executive. 

The drug issue played a far larger role in this election 
than the liberal media would acknowledge. During the 
primary period, Ronald Reagan distinguished himself 
from his Republican opponents through a tough stand 
for drug law enforcement, and was the only one among 
those 'candidates active up to the summer political con
vention ,  o ther than Democrat Lyndon LaRouche, who 
actually answered in detail the National Anti-Drug Co
alition's questionnaire to the candidates on their drug 
abuse policy. 

Voters perceived the sharp contrast between the Rea
gan campaign's concern and the arrogance of the Carter 
campaign, which finally, after months of repeated re
quests, sent our Washington office a copy of the Presi
dent's 1 979 Drug Abuse Policy paper, stating that it 
contained Carter's full position . But Carter had filled 
every available top drug policy post with NORML advi
sory board members, except for Peter Bensinger, who 
was retained as head of the Drug Enforcement Adminis
tration from the Ford administration . Moreover, we 
have since learned that NORM L drafted the 1 977 Carter 
speech on drugs that became the centerpiece of the 1 979 
document he gave us !  

A mandate against marijuana 
The National Anti-Drug Coalition intends to hold 

the i ncoming administration fully to the policies Rea
gan's answers to our questionnaire outlined . The first of 
these is an unequivocal stand against "decriminaliza
tion" and legalization of marijuana. In addition, the pot 
lobby's oft-cited allegations that marijuana is just the 
new generation's "preferred mind-altering recreational 
chemical" -comparable to alcohol or tobacco-is reject
ed by Reagan on sound medical grounds. 

We see the election results as a resounding mandate 
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not only to stop all federal moves toward decriminali
zation, but to begin reversing the "decrim" laws that 
have undermined drug law enforcement in eleven states, 
including New York and California. Jacob Javits, a top 
NORML advi ser who introduced decriminalization bills 
into every session of the Senate, was voted out of office. 
Sen . Ted Kennedy, author of a criminal code reform 
bill containing "de facto" federal decriminalization 
measures, will no longer head the Senate Judiciary 
Committee . These are signals of an impending overall 
change in the drug enforcement climate on Capitol Hill , 
along with the change in the White House, that m ust be 
reflected at the state level .  

The economic issues 
Antidrug forces see the political battle against drugs 

as j ust beginning, however . The drug lobby has shifted 
its main  emphasis over the past months away from 
"decriminalization" legislation toward creating de facto 
legality for pot and other psychoactive drugs on eco
nomic grounds, based on the notions of "economic 
freedom ." 

The Reagan camp is vulnerable to such appeals 
because of Milton Friedman, whom President-elect 
Reagan is said to admire. Friedman advocates full 
legalization not only of marijuana, but of heroin , on the 
British model, on the grounds that government does 
not have the "right" to prevent the free choice of 
individuals, including children, to destroy themselves. 
(Friedman'S avowals on  this subject were most recently 
made during a televised interview on the April 1 6, 1 980 
Phil Donahue Show.)  

Friedman's favorite example of economic freedom is  
the British colony of Hong Kong,  the world's capital 
for heroin trafficking and headquarters of some of the 
biggest British banks traditionally involved in the op
ium trade. A key aspect of the way the drug issue will 
confront the Reagan presidency is in foreign policy . 
Will President Reagan follow in Carter's footsteps and 
support the International Monetary Fund and London 
and New York big banks in their overt efforts to force 
Third World countries to turn to drug cultivation,  
under the pretext of earning currency exchange for debt 
repayment? Or will he make antidrug enforcement a 
cornerstone of a new U .S .  foreign policy including a 
crackdown on the financial networks that reap "free 
enterprise" profits from dope? 

This is already coming to a head with the new 
administration of Prime Minister Edward Seaga in 
Jamaica. By instructing his country's banks to accept 
U .S .  do llars without questioning their origin ,  Seaga has 
effectively legalized his country's vast marij uana crop 
for export . How the Reagan team responds to this will 
be a telling signal of whether the tide will turn against 
the international dope cartel . 
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Nuclear Research 

Fusion povver to 
propel space travel 
by Dr. Friedwardt Winterberg 

The EIR is happy to be able to present in this column an 
excerpt from an address given last month at a Fusion 
Energy Foundation conference in Los A ngeles by Dr. 
Friedwardt Winterberg, a pioneer in A merica 's inertial 
confinement fusion program. Dr. Winterberg is noted for 

his revolutionary approach to pellet design for inertial 

confinement fusion systems. 

There have been four great technical breakthroughs 
accomplished in this century . Three have been already 
accomplished, the fourth wil� be accomplished, and 
probably in this decade . The first of these great break
throughs was , of course, manned flight; the second was 
the discovery of fission and nuclear energy; the third 
breakthrough was the landing of a man on the Moon
the accomplishment of  the Apollo Project .  

The last great breakthrough of this century-at least 
the last one we can foresee (we do not know yet, there 
may be another force coming)-is the breakthrough 
toward fusion power, which will come, I would say, not 
later than 1 985 .  

This breakthrough will allow for the abundant and 
cheap production of electricity . 

But power generation is only one side of fusion .  The 
other side is its significance to space flight . 

What is the great problem we face today as far as 
space flight is concerned? As the Apollo Program has 
shown, we are now able to land man on another planet in 
the solar system . However, we cannot do so with a very 
large payload-and the Moon, which is like a small 
planet, is very nearby to us . 

N ow if we were to go to Mars with chemical propul
sion , then you would be confronted with some very 
tremendous problems.  It could not be accomplished in 
the matter of days or a week , as in the case of the Apollo 
Program; it would take years . . . .  That is very risky. 

With chemical propulsion,  therefore, I would say that 
going beyond the Moon is not possible for man, but only 
for unmanned probes . 

As we know from rocket theory, you can increase the 
rocket velocity to as much as three times more than the 
exhaust velocity if you have a multistage rocket. But you 
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cannot increase it substantially. To escape the gravity of 
the Earth you must attain a rocket velocity of about 1 2  
kilometers per second (7 .5 miles per second) .  So,  if  you 
have a multistage rocket in which each stage can attain 
about three kilometers per second, you put four or five 
stages on top of each other, you can escape the Earth's  
gravity field and head for the Moon . So chemical pro
pulsion suffices to get free of the earth-because you 
need a relatively low velocity .  

However, the most you can attain with rocket pro
pulsion is a speed of 1 0  to 20 kilometers per second. This 
may seem very fast when you think of traveling at such a 
speed , tens of miles per second.  But this is not a speed 
that can permit us to travel to Mars, say, in a time which 
is less than the order of years-which is a long time .  

Of course, the trick in getting to  Mars in a short time, 
maybe only a matter of  weeks, is to use a higher exhaust 
velocity . ,:You must obtain a level of propulsion,  which 
only a fuel with a m uch higher combustion temperature 
can produce. 

The answer is thermonuclear.  In a thermonuclear 
reaction,  the temperatures are not a few thousand de
grees, as in a chemical combustion; they are millions of 
degrees, a hundred million degrees typically. 

Then , we get an exhaust velocity not of a few kilo
meters per second but a few thousand kilometers per 
second.  

That is, the rocket can attain, with the same payload, 
thousands of times larger velocities . 

The kind of fusion reaction with which our fusion 
rocket would be propelled will consist of  many little 
explosions, like many miniature hydrogen bombs.  For 
example, one of the fusion concepts, inertial fusion, uses 
laser beams to ignite a small hydrogen bomb, so small 
that you can confine it in a container for power produc
tion . M agnetic fusion , for reasons I shall not go into, is 
not very suitable for rocket propulsion .  Inertial confine
ment fusion, however, is ideally suited for these purposes . 

In inertial confinement propulsion, beams of particles 
ignite fuel pellets, each pellet perhaps the size of an 
aspirin tablet. But as it explodes, it will typically produce 
the energy equivalent of 10 tons of TNT. These pellets 
will be ignited, say, every second.  Their  fireball will be 
reflected as exhaust by a magnetic mirror, and the space
craft will be propelled. 

The idea of this kind of  rocket propulsion has a long 
history. First the idea of propelling a rocket by a se
quence of explosions of some type is itself very old.  

And it was very typical that after fission was discov
ered , some Los Alamos scientists pointed out that one 
co uld in fact propel a rocket by a sequence of exploding 
atomic bombs . This was extensively studied under the 
name of Project Orion,  but it was eventually abandoned, 
because the idea seemed unworkable and to some too 
risky given the state of technology, at that time. 

National 59 



Co�essional Closeup by Barbara Dreyfuss and Susan Kokinda 

Appropriations for 1981 : 
some on, some off 
The first lame-duck session since 
the Truman administration began 
on Nov. 1 2 .  With the election of a 
Republican President and Repub
lican Senate and with many new 
congressional faces, the 96th Con
gress was willing to have the ses
sion deal with few substantive pol
icy issues . Meetings of the Senate 
Democratic caucus and the House 
Democratic leadership during the 
first two days of the session decid
ed against bringing up a tax cut 
during the lame-duck session .  

The main focus of the legisla
tive session is passage of the sec
ond concurrent budget resolution 
and several appropriations bills . It 
is expected that no action will be 
taken now on at least four of the 
appropriations bills-Foreign Op
erations, Labor and Education, 
and Agriculture-and that contin
uing resolutions, keeping funding 
for their programs at 1 980 levels, 
will be passed. 

On Nov. 17 the Senate, by a 
vote of 5 1  to 35 ,  passed the State, 
Justice, and Commerce appropria
tions bill .  Included in the measure 
was a provision prohibiting the 
government from using any of its 
funds to implement a grain embar
go now or in the future. 

The Justice Department bill re
stored $ 1 .7 million of the $3 mil
lion cut by the Carter administra
tion from the Drug Enforcement 
Agency. The Senate also voted up 
$9 .5  million for special state drug 
information-sharing programs. 
The Senate also approved, by a 
vote of 76 to 4 on Nov .  1 7, the 
Interior Department appropriation 
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bill .  
There were few differences be

tween the Senate bill and that 
passed weeks ago by the House, so 
a resolution by a conference com
mittee is expected quickly. Also 
awaiting action by conference 
committees are the appropriations 
bills for HUD and the District of 
Columbia .  The Treasury and Post 
Office appropriations bill will be 
acted upon before the Thanksgiv
ing holiday in the Senate, and it 
too m ay be resolved by a confer
ence committee before Dec .  5 ,  
when the 96th Congress will end. 

Revenue sharing 
wins extension 
The House voted 345 to 23 on 
Nov. 1 3  to extend federal revenue 
sharing to cities and towns for 
three years . Under the bill the lo
calities will get $4.6 billion a year. 
Opponents of revenue sharing , 
which allows localities to spend the 
money as they see fi t provided they 
first hold public hearings, tried to 
take state governments out of the 
program. But an amendment on 
this by Rep . Jack Brooks (D-Tex .) ,  
chairman of the Government Op
erations Committee, was soundly 
defeated . Rep .  Elliott Levitas (D
Ga.) ,  in a move to keep down 
federal spending ,  offered an 
amendment that for every dollar of  
revenue-sharing funds accepted, a 
state had to return an equal 
amount of  categorical grant mon
ey, federal funds earmarked for 
specific programs.  The House 
adopted this amendment, while au
thorizing $2 .3  billion for no
strings-attached state revenue-

sharing programs in 1 982 and 1 983  
if Congress appropriates the funds.  
The Senate wil l  vote on the meas
ure before Thanksgiving . Sen. J .  
James Exon (D-Neb.)  i s  consider
ing introducing an amendment 
similar to the Levitas provision .  

A laska Lands bill 
has interim success 
By a voice vote the House ap
proved the highly controversial 
Alaska Lands B ill Nov .  1 2 .  The 
bill prevents development by lUin
bering, oil ,  or  mining interests of 
1 04 million acres of  Alaska lands. 

The House passed a Senate ver
sion of the bill ,  rather than the 
even more restrictive House bill 
written by Rep . Morris Udall (D
Ariz . ) .  Udall himself urged pas
sage of  the somewhat more mod
erate Senate bill ,  rather than take 
the chance that no bill would pass . 
"We didn't know what the new 
President would do" without any 
guiding legislation, declared an 
aide to Udall . The congressman 
told the House that he will try to 
make the measure m ore restrictive 
in the next Congress . Alaska's only 
congressman, Republican Don 
Young, who had led the fight 
against any restrictive bill, realized 
he could not stop the bill. Young 
announced he will "come back in 
the next Congress and unlock 
more of our lands for mineral de
velopment ." Young was worried 
that without any bill President 
Carter , who avidly supports clos
ing Alaska to developers, would 
prevent development by executive 
order. 

On a second energy front, the 
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Northwest Power Bill (S .  885) ,  
which allows the Bonneville Power 
Authority to purchase power from 
utilities, combine it with Bonne
ville' s hydroelectrically generated 
cheap energy, and sell it at low 
rates to regional industries and 
utilities, was passed by the House 
without debate Nov. 

Hearings probe military 
output capacity 
Rep . Richard Ichord (D-Mo.) ,  
chairing a special House Armed 
Services Committee panel on the 
defense industrial base, has con
ducted extensive hearings in the 
field and in Washington , D .C .  over 
the past month. Ichord had re
quested from the ful l  committee 
and was given the opportunity, to 
investigate the erosion of Ameri
ca's industrial infrastructure as it 
relates to military needs .  During 
the election recess , Ichord and two 
other panel members, Bob Wilson 
(R-Calif. )  and Dan Daniels (D
Va.), visited defense contractors . 

While a solid data base on the 
state of the defense industrial sec
tor will probably be compiled over 
the course of the hearings, the 
hearings themselves seemed to be 
running on two different tracks . 
This became clear on Nov .  1 2 , 
when the head of the American 
Defense Preparedness Association 
(a private/industry group),  Gen .  
Henry Miley (Ret . ) ,  testified that 
the principal problem of the base 
was an erratic procurement policy 
on the part of the federal govern
ment. Miley proposed three reme
dies for this; multi-year contracts , 
the ability of defense contractors 
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to factor in rising interest rates as 
part of  their costs, and greater 
depreciation-allowance schedules 
for the defense industry . 

Rep . Don Bai ley, a Democrat 
on the panel from the hard-hit 
industrial state of  Pennsylvania, 
asked, "Is it just a question of 
maintaining our production lines, 
or is it the problem further down 
the line? There is a debate going 
on in this country about whether 
we should keep certain fundamen
tal heavy industry capacities . I 
think we have to look at this ques
tion by tying military needs to 
general economic needs and look 
at our primary and secondary 
manufacturing capacities all the 
way through ." 

H ouse lowers the 
Senate budget ceiling 
The House adopted a $63 1 .7 bi l
lion federal budget for fiscal 1 98 1 ,  
when they voted 203 to 1 9 1 on  
Nov . 1 8  to  adopt the second con
current budget resolution .  The 
vote on the binding budget ceiling 
was basically along party lines . Re
publicans had wanted to delay the 
budget until the new administra
tion takes office in January .  

The House Democrats had 
originally aimed at a higher budget 
level , but after the election retiring 
House Budget Committee chair
man Robert Giaimo (D-Conn . ) ,  in 
a fit of pique, declared that since 
the new President thought he could 
cut the b udget 2 percent, Giaimo 
was going to force him to live up 
to his claims .  Giaimo pushed 
through the committee a 2 percent 
across-the-board budget cut, low-

ering the total budget figure from 
$648 to $63 1 billion .  On Nov. 1 9 ,  
the Senate voted 4 8  to 4 6  t o  adopt 
a $63 3 billion budget. A confer
ence committee the same day set 
the final budget figure at $632 .4 
billion . The Office of Management 
and the Budget proposed a budget 
ceiling of $63 3 . 8  billion in July. 

Testimony urges 
auto import curbs 
The House Ways and Means Com
mittee's subcommittee on  trade 
held hearings on Nov. 1 8  on the 
auto industry and foreign compe
tition .  The hearings focused on 
House Joint Resolution 598 , i ntro
duced by Michigan Democrats 
Don Albosta and William Brod
head and Indiana Democrat John 
Brademas.  HJR 598 authorized the 
President to enter i nto negotiations 
with the Japanese to secure orderly 
marketing agreements on auto 
production .  Subcommittee chair
man Charles Vanik (D-Ohio) key
noted the hearing by noting the 
recent deci sion by the I nternation
al Trade Commission not to im
pose trade restrictions on Japanese 
auto imports . Vanik stated, "Just 
because the ITC has not acted , 
does not mean that Congress can
not ."  

A parade of congressmen and 
senators from Michigan , Indiana, 
and Ohio all catalogued the effect 
of auto unemployment on their 
states and urged that the incoming 
President negotiate an orderly 
marketing agreement to give the 
auto i ndustry the three to four 
years which it wil l  need to retool, 
rebuild, and become competitive. 
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U.S. ready for 
Persian Gulf action? 
An unidentified u . s .  military official 
said Nov. 1 5  that the United States would 
intervene militarily to keep the Straits of 
Hormuz open if other nations refused to 
help . "If  the U.S. is unable to get the 
cooperation,  I expect we will act unilat
erally," the official said. 

The official was apparently traveling 
with U.S. Admiral Robert Long, com
mander of U . S .  military forces in  the 
Pacific and Indian Oceans . He made his 
remarks during a press conference held 
in  New Delhi , I ndia, covered in  the Nov. 
16 Miami Herald. 

Noting that the U . S .  currently has 
some 32 warships in the Persian Gulf 
area, along with 28 French vessels and 29 
Soviet vessels ,  the anonymous offici al 
claimed that U . S .  forces in the area are 
adequate to handle any Persian Gulf con
tingency . He added, nevertheless, that 
"It is frustrating to some of us that here 
is the U . S .  protecting not only our vital 
interests , but those of the others in the 
free world, and our forces are spread so 
thin,"  he said .  

The official disco unted the idea that 
Iran might try to close the straits, and 
asserted that the real threat is from the 
Soviets . 

Private summit 
held by CFR 
The Chicago Council on Foreign Rela
tions held its third annual Atlantic Con
ference on Nov. 1 4- 1 5  in  Portugal .  The 
subject was "Europe in World Affairs ."  
Among others , participants were Zbig
niew Brzezinski; Aspen Institute chief 
Joseph Slater; a leading member of the 
Carnegie Foundation; the program di
rector of the New York Co uncil on For
eign Relations; and Charles Percy, Re
publican senator from Illinois.  

Thierry de M ontbrial, a French mem
ber of  the Trilateral Commission and 
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critic of Carter administration policy, 
was also present, along with Fiat' s Gio
vanni Agnelli and Theo Sommer,  editor 
of the German weekly Die Zeit and an 
adviser to Chancellor Helmut Schmidt. 
Informal discussion centered on what the 
Reagan administration foreign policy 
will be. The CFR expects to shape the 
Foreign Relations Committee, since Per
cy is about to head it up.  

Also atten ding the Portugal session 
was liberal Republican Charles M athias 
of  M aryland, who may seek a seat on the 
Foreign Relations Committee when the 
new Co ngress convenes in January. 

Italian implicates 
Kissinger in Moro murder 
Rodolfo Brancoli, the Washington, D . C .  
correspondent for t h e  R o m e  daily La 
Repubblica. has written a book, currently 
serialized in the paper, in which he impli
cates both Henry Kissinger and U . S .  am
bassador to Italy Richard Gardner in the 
1 97 8  kidnap-murder of I talian Christian 
Democratic leader Aldo Moro by the 
terrorist Red Brigades.  

Brancoli's information confirms in 
part the analysis of  the document "Who 
Killed Aldo Moro?" published by the 
European Labor Party in Italy . 

The ELP document charges that 
Moro, author of the "historic compro
mise" doctrine of forming a stable gov
ernment coalition of the Christian Dem
ocrats and the Italian Communist Party, 
Italy's two largest parties, was killed to 
ensure that Italy did not become a strong 
economic and political partner in the 
then-emerging European Monetary Sys
tem ,  which was strongly opposed by both 
K issinger and Gardner. 

Percy makes foreign 
policy recommendations 
I l linois Republican Sen .  Charles Percy, 
the incoming chairman of the Senate 
Foreign Relations Committee, presented 
foreign policy recommendations i n  a 

press conference Nov. 1 9  following his 
return from a meeting in  Portugal spon
sored by the Chicago Council o n  Foreign 
Relations .  

Percy said that Japan and Western 
Europe m ust be persuaded to increase 
their defense spending for such goals as 
protecting the Persian G ulf. In  addition, 
Percy said that President-elect Reagan 
should not lift the grain embargo against 
the Soviet Union, but should be free to 
use the embargo as a bargaining chip 
with the Soviets  over Afghanistan . 

Percy met with several Reagan for
eign policy advisers on his return , i nclud
ing Richard A llen , to discuss his upcom
i ng trip to Moscow. 

Allen , meanwhile, stated on ABC-TV 
Nov. 20 that he favored the Camp David 
approach to M ideast peace,negotiations.  
Reagan himself has never indicated that 
he favors this approach . In  his Nov. 6 
press conference, the President-elect 
avoided committing himself to Camp 
David when asked about it by reporters.  

NDPC issues call to 
replace Volcker policy 
The National Democratic Policy Com
mittee has issued a resolution to both 
Democratic and Republican leaders na
tionwide, summ arizing how the Federal 
Reserve chairman's policies have slashed 
U . S .  basic industrial output, farm in
come, and homebuilding. 

Therefore, states the call, American 
constituencies must "mobi lize their po
litical, financial ,  and institutional re
sources for the purpose of ending infla
tionary monetization of the national 
debt, and instead m andating the Federal 
Reserve to discount credit for productive 
investment and tangible production; en
s uring stable, low interest rates; enforc
ing orderly marketing for agriculture, 
incl uding 90 percent parity and debt re
lief where necessary, as well as world 
export price negotiations; upholding fed
eral commitments to infrastructural and 
scientific development; ensuring tax 
abatement for producers and their credi
tors, with tax penalties on speculators; 
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and elimination of unscientific rulings 
and regulations hampering business and 
energy production.  

Development of water resources, 
highways, ports, mass transit, energy, 
and the upgrading of labor skills are 
specified as priorities for government ac
tion.  

New test of satellite 
crop monitoring 
Beginning in 1 98 1 ,  Landsat satellites will 
be used to monitor wheat, barley, rice, 
corn, and soybean crops in the United 
States and several other countries. The 
satellite monitoring project, called 
Agristars (Agriculture and Resource I n
ventory Surveys Through Aerospace Re
mote Sensing) , is part of an ongoing 
effort to perfect remote sensing technol
ogies to provide accurate and timely in
formation as to crop conditions, soil and 
water conditions, and other inform ation 
critical to agriculture. 

Agristars is a five-year, $300 million 
program launched in 1 980 that involves 
experts from the USDA, the N ational 
Aeronautics and Space Agency (NASA), 
and the National Oceanic and Atmos
pheric Administration . These agencies 
collaborated previously in the Large 
Area Crop Inventory Experiment, begun 
in 1 974, which demonstrated the feasibil
ity of using remote sensing techniques to 
improve crop production estimates. 

Kirkland heads 
for Europe 
AFL-CIO President Lane Kirkland be
gan two weeks of meetings with Europe
an trade-union and political leaders on 
Nov . 1 8 .  Kirkland will attend a meeting 
of the trade-union advisory committee of 
the Organization for Economic Cooper
ation and Development in Brussels .  An 
AFL-CIO spokesman reported that he 
will spend much of  his time on briefings 
about his views of the incoming Reagan 
administration .  The AFL-CIO leader 
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will in turn be told what "his political 
friends think he should do under the 
circumstances ,"  an AFL-CIO source 
said. 

" Lane is looking for input from Eu
rope," said the spokesman, who would 
not specify whom Kirkland will meet. 
The AFL-CIO president is a member of 
the Executive Committee of the Social 
Democrats U . S .A .-the American wing 
of  the international Social Democracy
whose leaders are now meeting in M ad
rid.  

Kirkland is  also a member of  David 
Rockefeller's Tri lateral Commission and 
regularly meets with its members on his 
trips to Europe. 

GOP governors debate 
Volcker tenure 
The question of whether to retain Paul 
Volcker as chairman of the Federal Re
serve was the s ubject of public debate at 
the recent Republican governors' confer
ence in Philadelphia.  

During the Nov. 18 panel on taxation 
and budget policy, one governor asked 
the panel: "The interest rate question is 
key in  determining whether we get indus
trial production going. Have either of 
you [panelists] looked at the most omi
nous thing that faces the nation," refer
ring to the Federal Reserve's policy? 

The panel leader, a Republican sena
tor, replied: "It is clear that Keynsesian 
economics has been discredited . . . .  We 
need a productively oriented policy over 
the next five years . The question is, will 
we be able to do the job with the Federal 
Reserve thinking that high-interest rates 
must be maintained?" 

The governor then asked, " I s  there 
any way we can replace Paul Volcker?" 

Commenting on the exchange, Gov. 
Bill Clements of Texas, a Republican 
close to President-elect Reagan, said that 
while he had not heard of Volcker's  leav
ing, "if it's true, it's very good news ." At 
a later press conference, another Repub
lican governor commented that he 
thought that "President-elect Reagan 
would want a Federal Reserve chairman 
o f  his own. "  

Briefly 

• THE ASSOCIATED Builders 
and Contractors (ABC), the open
shop contractors' association, has 
decided to support legislation cre
ating a subminimum wage for 
youth . A spokesman for ABC says 
that if the subminimum wage is 
passed , it will save open-shop 
(non-union) contractors "millions 
of  dollars . . .  we' ll  be able to put 
kids to work for dirt cheap ."  

• J O H N  TOWER, the  Texas sen
ator mentioned prominently for 
the post of defense secretary, and 
former NATO commander Alex
ander H aig are two "friends of 
Great Britain," according to the 
Nov. 19 Daily Telegraph of Lon
don. Titled "Reagan may appoint 
A nglophiles," the article points to 
Tower's congressional record as a 
firm friend of Britain ,  foe of the 
U .S .S .R . ,  and graduate of the 
London School of Economics, and 
says H aig "also wants firmer ties 
with Whitehall ."  

• T. MILTON STREET, a newly 
elected state senator from Phila
delphia, switched his party affilia
tion to Republican on Nov. 1 8 ,  
assuring the G O P  control o f  the 
senate in the next session .  Street, 
who represents a ghetto district 90 
percent Democratic in registra
tion, told the p ress that "the Dem
ocrats have become insensitive to 
the needs of blacks and the needs 
of the poor." 

• UAW LOCAL 544, headed by 
John McCarrell ,  has proposed that 
auto wo rkers picket the Federal 
Reserve Bank in Washington to 
demand · the resignation of board 
chairman Paul Volcker. UAW 
President Doug Fraser, while not 
endorsing the proposal, comment
ed, according to the Pittsburgh 
Post-Gazette: "If  Volcker's poli
cies remain the same as in the past, 
we' d be better off if he resigned. 
His policies are a disaster to the 
auto industry ."  
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Facts Behind Terror by Jeffrey Steinberg 

Upsurge planned against Reagan 

The radical movement is being reorganized for the 

purpose, starting with Atlanta. 

A mass-based, "radical opposi
tion" to the nationalist policies of 
factions within the Reagan admin
istration-similar to the antiwar 
movement that was used to foment 
chaos against President Nixon-is 
already being mapped out at leftist 
think tanks.  

Partial plans for this mass 
movement were revealed at a Nov. 
6 meeting in Washington, D .C .  at
tended by nearly the entire staff of 
British intelligence's "Russellite" 
project, the Institute for Policy 
Studies , members of  the American 
Friends Service Committee, the 
B'nai B'rith, and by Ben Chavis, 
formerly of  the Wilmington 1 0  and 
now of the Commission for Racial 
Justice in Washington,  D.C .  

According to  sources who at
tended the meeting, final plans were 
worked out for a march of liberals, 
lefti sts, terrorists ,  and their sympa
thizers to be held Nov. 2 3  in the 
racially tense city of Atlanta in Re
membrance of the Holocaust . Such 
a march potentially threatens to ig
nite riots in the city where 1 0  black 
children have disappeared and/or 
been murdered in the past year. 

The planned march follows only 
days after six Klan/Nazi members 
were acquitted of all charges stem
ming from their involvement in a 
shootout in Greensboro , N .C .  
where five mem bers of the Comm u
nist Workers Party were killed . 

Further plans for the proposed 
radical "opposition" were revealed 
by Marvin Dunn in an interview 
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made available to EIR. Dunn, a 
former member of Naval Intelli
gence who received further coun
terinsurgency training at Britain's 
psychological warfare center, the 
Tavistock Clinic, was, behind the 
scenes , the "controller" of  the 
Miami riots this spring .  

I n  the interview, Dunn called 
for "such issues as nuclear arms 
control ,  the possibility of war, envi
ronmental issues, and civil rights as 
expressed through economic issues 
like 'affirmative action' to be used 
to create mass opposition to Rea
gan," he said . Dunn said that clash
es between groups like the CWP 
and Klan can be expected, but the 
major emphasis of I PS ,  which was 
founded by former staff members 
of Henry Kissinger, will be on 
building this movement "as soon as 
Reagan is inaugurated and takes 
some action ."  

Arthur Waskow, a founding 
I PS member now based out of  the 
Public Resources Center, is over
seeing part of this radical reorgani
zation . Through the PRe's Jewish 
Institute, Waskow is  organizing a 
new group called Jewish Agenda to 
bring together disparate, radical 
Jewish organizations for work in 
"anti-Nazi" frQhts with groups like 
the Communist Workers Party . 

Paul Bermanzohn, a member of 
Children of the Holocaust, typifies 
this shift since he assumed leader
ship of the CWP after the death of 
the Greensboro five. Klan and Nazi 
groups that are to be deployed in  

manipulated clashes with these left 
radicals have also been put through 
an extensive reorganization . 

In the last two years Bill Wilkin
son's Invisible Empire-Knights of 
the Ku Klux Klan has emerged . 
Wilkinson, was for eight years a 
cryptographer with very high secu
rity clearance in Naval Intelligence 
before he joined the Klan in 1 975 ,  
and has  surrounded himself with a 
machine-gun toting security eche
lon drawn from former military in
telligence and Special Forces per
sonnel . 

Counterintelligence experts in
terviewed by EIR have raised the 
question of Wilkinson's Klan as a 
domestic military intelligence proj
ect . They point out that President 
Carter , along with such bodies as 
the A nti-Defamation League of 
B'nai B ' rith ,  have grossly distorted 
Klan numbers and activity for their 
own political ends. 

There is nothing new about a 
"controlled" Klan or Nazi group . 
Senate hearings on the FBI's  coun
terintelligence program (Cointel
pro) show that in the mid- 1960s, 
over half of all Klan members were 
FBI informants,  including several 
invo lved in provoking the murder 
of civil rights organizers . 

Similarly, there is the case of  
J immy Rosenberg (a. k .a .  Jimmy 
Mitchell) ,  a documented paid ADL 
agent still active in Klan circles . At 
one time in 1 978 ,  Mitchell was si
multaneously a member of the 
Pennsylvania branch of the Inde
pendent Orders-KKK, the left
wing Progressive Labor Party, and 
the Jewish Defense League . I n  
March of that year, Rosenberg/ 
Mitchell was implicated as the 
provocateur behind a Klan plot to 
bomb the Trenton,  N .J .  headquar
ters of the NAACP. 
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