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Dear Mr, Noble:

This letter 15 to serve as a complaint against Lvndon LaRouche and related
political front groups promoting his candidacy for president and thear
political agenda. [ have reason to believe the groups listed below solicit and
spend contributions for federal political activities but do not report those

S contributions as reguired.,
) --=Schiller Institute
' ~-The New Federalist newspaper (Leesburg, VA 703/777-9451)
---~Executive Intelligence Review (Northern Virginia 703/437-1266!
---Eastern States Distributors, Inc. (Drexel Hill PA 215/734~7080)
---Sgutheast Literature Sales, Inc. (Baltimore MD 301/247-4200. Norfolk VA
B804/531-2295, Richmond VA 804/323-7462) [ have documentation that
SE Literature >aies received at least $591,753.06 1n 1989 and $147,100,00
in 1990 from Helen B. Overington.#
---Southwest Literature Distributors, Inc., (Houstor TX 713/789-&£%00)
— ---Midwest Circulation Corp. (Chicago IL 312/907-4000, [ndianapclis IN
' 215/375-2728, Detroit MI 313/942-0626, 5t. Louis MU 314/751-6302,
3 Minneapolis MN &12/B74-1860)

---Amer ican Systems Publication, Inc. (Pasadena CA B18/577-9914, Livermore CA
415/449-3622, Seattle WA 206/362-9091

--Ham1lton Systems Distributors, Inc. (Ridgefieio Fark W) ¢01/a41-BBSH, Bostor
MA £17/380-4000)
-American Centuryv Distributors, Inz. (Pittsburgh FA &id/dgBES

sJither sizab.e contributions are mage to some of the Groups Lasted a

15 letter =zerves as a complaint regarding vicliatio: t the tederal
F.ectior Campaign Act and requests an 1nvestigati 1Nt the matter. Alt
some diract campalgn costs and income mav be regorted as sucth, Lt
information om0 beli12f that other i1ncome and expenses dssociated wit! Ak
and tre LaRouche organizations are not reported as political income &
— \.7""-5,:1:

sed are three copies of The New federa.i-t. ¢ m them it 1s appar
that the paper's primary function i1s political to support Lvndon LaNouthe
ang promote nis candidacy for federal office and his political organizatio
taeg wter o mad Aprd on 3 Sopintee 8 Y
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The articles 1n the ications primarily fall into ategary of (1)
announcing LaRouche's 1992 presidential campaign and hi1s political goals,
publicizing prophecies as coming true, and defending past actions against him,
including his claimed status as apolitical prisoner; (2) attacking perceived
political oppanents, whether they are Demccrats or Republicans such as
President Bush; (3) supporting LaRouche candidates, such as Baltimore's John
Asher or Virginia LaRouche Leg:slative zandidates; (&) attacking groups or
individuales who have exposed 1llegal or unethical LaRouche group activities,
such as the Cult Awareness Network or Anti-Defamation League, or individuals
such as “irginia Attorney General Mary Sue Terry who have prosecuted LaRouche
followers.

Az a geliart i arvizati s all ¥ ne angd expenses by Lyvndon LaRouche

ant relats jroups . st g b Bport . saeral ! . amiesin
ncome shouwil comp ~ N BlIeCS n el laging ret | | 3 318 8 4 =3 L H
acdresses and otcupatio stions made to LaRouche iHou

organ zations uch as the onas 12ted aoove, shouid mg with amoaig
contribution limits. Ewxpenseés including office and s citat Expense
telephone Bbills, publications (including their newspapers, magazines, and
bocks), tnei anfarences, fravel, adve i5ing a 31T LAY PEpense elatel
theyr crganization angd its operation shouid be incluc

—egal f their political figures ang
thelir fung-raising solici ticn scher ol ld alsse be included as politic
expendi t er 2 poittical grisoner and their
organzzat.aﬁa: effort political as shown on the frornt cover of each of The New

Federalist publilcat:ons.
Please let me know of vour findings.
Sincerely,
John Overingtaon

Erciosures

New Federal:ist 5/20/51, 11/25/9
Executive Intell:gernce Heview 9/
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swear the atoc.e i1nformaticn is true and accurate to the best of my knowliedge
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Bush held accountable for LaRouchess lite
Cold ]llhi()i&hl il generating heat
Coup talk In Moscow. as 1964 anniversary riears

- After the “junk” collapse—
" time to change policy
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- mm Joseph fervings ture describes how much closer the Sept. 13-15 junk bond collapye “E=
INTELLIGENCE DIRECTORS has brought the economy to the run-on-the-banks stage of bankrugF ig;
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Banks on slippery slope

of deflationary collapse

by William Jones

Hearings before the Financial Institutions Supervision. Reg-
ulation and Insurance Subcommittee of the House Commitiee
on Banking, Finance, and Urban Affairs on Sept. 19, gave a
small glimpse of the extent of the crisis facing U.S. commer-
cial banking. The heanings, called by Subcommittee Chair-
man Frank Annunzio (D-lll.) to examine the state of the
federal deposit insurance institutions after their reorganiza-
tion in the aftermath of the blowout of a large section of the
U.S. thrift industry, revealed an extremely tenuous situation
facing the U.S. banking system and the insurance organiza-
tions which are to protect their depositors from eventual
losses.

Duning the last few years, public attention has been pni-
marily focused on the rapid collapse of U.S. savings and loan
institutions. In spite of the major overhaul of the Federal
Savings and Loan Insurance Corp. (FSLIC) through its merg-
er with the Federal Deposit Insurance Corporation (FDIC),
the crisis still remains an open sore. and no one even now
knows how much it will ulumately cost. Although the bank-
ing industry's insurance funds are not to be used for propping
up the savings and loan business, 1t was thought that putting
the S&Ls under the care of the more stable FDIC would
imbue confidence in the thnft industry. Some wamning voices
were raised concerning the danger that the merger would put
the FDIC at greater nsk and possibly endanger the relative
stability of the banks' insurance funds. Little nouce, was
taken. however, of how fragile the FDIC itself actually was

Part of the truth, which has been far more fully exposed
in EIR. came out in the tesuimony on Sept. 19 of three econ-
omusts, R. Dan Brumbaugh of Stanford University. Robent
E. Litan of the Brookings Institution. and Andrew Carron of
First Boston Corp., who had done a study of hitherto undis-
closed bank problems. Already back in 1985, Brumbaugh—

4 Economics

then an economist for the Federal Home Loan Bank Board —
had shocked the Senate Banking Committee by testifying
that FSLIC was in fact bankrupt, but that the true extent of
its losses had been hidden by the way S&Ls and government
regulators kept their books. More recently, the three econo-
mists analyzed the books of 5,000 of the nation’s largest
banks, using the same techniques that provided that early
wamning of the crisis in the thrift industry. “It is like the FSLIC
crisis in the past, where the banking regulators have an in-
centive to underestimate the cost,” said Brumbaugh.

“The annual number of bank failures has topped 200 since
1987, the highest bank failure rate since the 1930s, and shows
no sigus of falling this year, despite earlier predictions by the
FDIC to the contrary. More disturbing,” Brumbaugh contin-
ued, “many more weak, or even insolvent banks remain in
operation.” The study indicated that hidden bank losses could
wipe out $10 billion of the $14. 1 billion reserves of the FDIC,
leaving the fund too weak to protect depositors against a
major economic downtum. Using a nsk-adjusted capital ratio
of 6% as an adequate level, the study found that 28 large
banks with $23 billion in assets were still open, but insolvent.
Another 48 institutions holding $43 billion in assets had risk-
adjusted capital ratios below 3%. Still another 150 banks
with assets totaling $926 billion had capital ratios between
3% and 6%.

One-third of banking assets are soft

“In short.” Brumbaugh told the assembled congressmen,
“roughly $1 trillion of assets—or one-third of the assets in
the nauon's banking system—were being managed as of
September by banks with substandard capital ratios. The data
did not inciude the roughly 8,000 banks with assets below
$50 milhon—the group of banks where most bank failures

EIR .September 29, 1989

!




* in recent years have been concentrated.”

The issue of the capital ratio has been a bone of contention
among the regulatory authoritics—an issue which could de-
termine the rate of collapse and the timetable for bank fail-
ures. Recently. Comptroller of the Currency Robert Clarke
made a proposal that the capital rato be reduced to 3% of
assets. Clarke charactenzed a 3% munmum as the “floor™
beneath the industry s new standard, in which capital require:-
ments are based on the riskiness of a bank’s loans. FDIC
chairman William Seidman, on the otner hand, has pushed
for a 6% minimum. to better protect the FDIC from bank
losses.

The lower figure might possibly help some of the insol-
vent banks to stay afloat a few months longer, perhaps serving
to postpone a “run on the banks” until next year. but will
thereby increase the volatility and the extent of the coilapse
when it does hit. Seidman's “safer” 6% capital ratic will
assure that a ratchet of bank failures will come much sooner,
with the more exposed banks biting the dust quite soon.
perhaps as early as October of this year.

In principle a 6% capital ratio applies presently to banks
generally; but in practice. it is not the case. In many banks.
the 6% stockholders’ money has already been set aside o
cover past losses. so there is no protection left, commented
Litan and Brumbaugh. The charge was confirmed by Clarke.
who said at the hearing that a few banks’ capital consists
entirely of loan loss reserves. “Translated into English.” said
Litan, “they're gone.”

The Brumbaugh tesnmony gives some indication ol at
least the tip of the iceberg. The FDIC's “problem bank™ list,
which counts all banks receiving substandard bank ratings
from supervisors. indicates nearly 1,300 weak banks as of
the first quarter of 1989 As the study points out. there are
more than three times the number of problem banks now
open for business than duning the previous postwar peak year
of 1976 (385) and more than six times as many as in 1981,
when the nation was entenng its deepest fiscal recession since
the 1930s. “Quute clearly,” admuts the study, “the number of
problem and failed banks could easily mushroom if the econ-
omy falls into recession.”

Subcommuttee chairman Frank Annunzio expressed alarm
at the figures. “You gentlemen have painted one hell of a
gloomy picture.” When Annunzio asked if that meant that
the FDIC is headed for failure.” Litan rephed. “For nervous
Nellies like me. it means there's a problem out there that's
worth worryving about.”

FDIC chairman Seidman tned to allav fears that the in-
surance corporation would not have sufficient funds to cover
eventual bank failures. “The Bank Insurance Fund is solvent
and can meet the obligations as we foresee them today.” he
commented—conveniently ignonng the question of what he
might foresee tomorrow

The Vice Chairman of the Board of Governors of the
Federal Reserve System. Manuel Johnson, was not quite as
confident. He pointed out that at the end of 1988, the fund
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equaled less than 1% of all insured deposits. He pointed to
the problems for banking stemming from the collapse in oil
prices and “overbuilt real estate markets” in the Northeast
and in pockets of the Southeast. which have “shown growing
signs of weakness dunng the past year.” “This factor,” said
Johnson. “combined with the rapid growth of real estate
development lending by banks in those areas, suggests that
some new problems will appear there.” - -

But even Seidman had to admit that the junk bond expo-
sure of some of the major banks could cause serious prob-
lems. “Banks have currently invested about $150 billion in
leveraged buyout loans,” said Seidman. “Rising interest rates
or an economic downtumn could result in highly leveraged
busine:ses defaulting on these loans . Should there be an
economic downturn. defaults on such debt could increase the
nisk of faillures and thereby increase costs to the FDIC.” He
assured the committee that the FDIC was taking “special
supervisory action” to monitor banks’ participation in high-
nsk junk bonds and highly leveraged loans.

The regulators might be uttering soothing words to calm
the fears of the general public. but the banks are manifesung
an entirely different awareness of the problem, and are
scrambling to extricate themselves from the mess. The an-
nouncement on Sept. 20 that Chase Manhattan Corp. was
boosung its reserves for possible loan losses to the developing
sector by $1.15 billion—the highest levels of any major U.S.
bank—now places them in the same category as Manufac-
turers Hanover, namely, those rare birds in the banking world
who admit that they don't have sufficient reserves. Chase has
also written off $125 million of real estate loans in Arizona,
and is getting out of another major risk-ridden area. mort-
gage-backed securities.

In spite of the reassurances of Seidman. Clarke, and
others. the banks themselves are admitting the problem—
with their feet. But no matter how fast they scramble. the
accumulated years of benign neglect in this fantasy world of
financial “junk™ are going to take their toll. One noted Lon-
don analyst had the following comment to make: “It is the
beginning of the end of the world as we have known it over
the past decade. The Seidman tesimony brought to the light
of day the fragility of the insurance corporation. A penod of
global deflation has begun. The downward spiral is on.™

Will the Bush administration be able to pull the chestnuts
out of the fire? The scenario of careful “cnisis management”
relied on by Bush’s current economic and financial advisers
1o take the administraton smoothly through the economic
cnsis without a major upheaval, has pretty much played itself
out. The stalemate in Congress over the capital gains tax and
catastrophic health insurance indicates the Gramm-Rudman-
Hollings sequestration will be brought into effect, hiting the
U.S budget like Humcane Hugo, and leaving the adminis-
tration financially cnppled when the tormados start to hit the
financial world. If the Bush administration is to effectively
deal with a cnsis of this magnitude, new gimmicks won't be
enough 0 Pl
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Banca Nazionale del Lavoro scandal
in Italy may have Irangate links

The Banca Nazionale del Lavoro (BNL). the huge Italian
government-owned bank, has been embroiled since the be-
ginning of September in a scandal which is shaking not only
the Itahan financial world, but which could also fit another
piece into the puzzie of the Western networks that work in
tandem with the Soviet Linion to finance international terror-
1sm and manipuiate regional wars around the world. Inves-
tigauons are siill on-going, and one cannot as yet draw defi-
nite conclusions. But 1t seems more and more clear that
BNL 's subsidiary in Auanta, Georgia was invoived in a large
undercover scheme to finance weapons trade with Iraq. In
Italy, the BNL 15 also under investiganon for financing weap-
ons trade with Iran.

The facts that have emerged so far are the following. The
Federal Bureau of Investigation in the United States, between
Aug. 4-5, entered the offices of BNL's branch in Atlanta,
Georgia. and under the direction of Agent David Rosano
began a search of the bank’s records. The FBI discovered
that the director of the Atlanta subsidiary, a Lebanese named
Chnis Drogoul. had 1ssued over 2.500 letters of credit totaling
$2.64 billion to Iraq. ostensibly to permit lraq to import
machinery and agncultural products from U.S. and European
firms—all apparently without the knowledge of BNL's cen-
tral office in Milan. All the operations between the Atlanta
BNL and Irag were found in entries on a personal computer
owned by Drogoul, which he kept in his house for use as a
son of “parallel accounting™ system.

The arrangement worked like this: Whenever Iraq had 1o
reach an agreement with some foreign vendor, 1t would tell
the vendor to ask the Atlanta BNL for tinancing. The bank
subsidiary would take out short-term. high-interest loans from
LS. banks, and wouid 1ssue long-term credits for the trans-
actons with Irag. Part of those credits, $1.02 bilhon worth,
were covered by the lraqi central bank. while another $700
mullion were covered by the U.S. Commeodity Credit Cor-
poration. The involvement of the CCC was made possible by
means of a unique procedural loophole. Although the CCC
1s used pnmanly to finance export ot U S. agncultural prod-
ucts, the CCC has also the pecuhanty, unlike the Impon-
Export Bank. of not being atfiliated to the Union of Bem,
which includes all the major foreign trade insurance institu-
tions, all of which have agreed to block all large financing
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with Irag. which i1s considered unreliable

It1s said that the transactions under investigation had been
arranged only in the course of the past two years. But the
Iraq: embassy in Rome recently declared that the agreements
with the BNL were already reached in 1982

Pank directors must have known

The BNL is the largest ltalian bank. with $82 billion in
total assets. It is 74.5% owned by the Italian 1 reasury Min-
istry, while another 22% 1s owned by public insurance and
pension funds. The BNL was created by Mussolini’s fascist
regime during the 1930s as a means of supporting the coop-
erative system; in the postwar period it has remained under
Socialist Party control. Until the scandal broke out, its pres-
ident was Nerio Nesi. a member of the Socialist Party's “left”
wing. Nesi resigned, and bas been replaced by Giampiero
Cantoni. another Socialist.

The amount of money involved in the BNL financing of
Iraq 15 so big (the alleged exposure of the BNL Atlanta with
Iraq is $2.64 billion, compared with BNL's total foreign
exposure of $3.05 billion) that it is obvious that the whole
scheme must have been known to the whole leadership of the
bank—and not only to the local Atlanta director, as Nesi
tried to assert when the scandal broke out. It 1s also difficult
to imagine that BNL's major shareholder, the Treasury Min-
istry. did not know about 1t either. And the Bank of Italy,
which exercises tight control over all banking activity, must
have known, 100.

The Italian press has speculated that the fact that the son
of Bank of Italy director Azelio Ciampi is a director of the
BNL in New York., which oversees the operations of the
Atlanta branch. might have something to do with the Bank
of Italy's berugn attitude toward BNL 's activities in the United
States.

At the moment—<conveniently for all who have been
implicated in the scandal —the (aiready replaced) director of
BNL in the Amencas. Luigi Sardelli, has disappeared. and
is now on the “wanted” list of the international police organ-
1zation Interpol. Sardelli was the person directly responsible
for Chns Drogoul in Atlanta, and is the one who “must know ™
how the whole operation came about. Until Sardelli is found,
the recently resigned leadership of BNL in Rome can still ry
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to maintain their line that they did not know anything—even
though Italian Treasury Mimster Guido Carli has already
admiftted that the BNL people in Rome must have known
something.

The Bulgarian connection

The network in which the Atlanta BNL office was in-
volved included the Bulganan state company Kintex, whose
name acquired international fame when it arose in the context
of the investigation of the attempted assassination of Pope
John Paul II on May 13, 1981 At the nume. Kintex was
already being investigated as an important nodai point in the
intermational drug and weapons networks. Chns Drogoul was
introduced to Kintex by a United Kingdom-based lraq firm,
Marnx-Churchull.

Accerding to an article appeanng in the Italian weekly
Panorama on Sept. 24, Admiral Maruni. the chief of the
Italian mulitary intelligence agency SISMI. wamed already
in 1988 that lraq was making a lot of “purchases™ (obviously
of weapons), and was demonstrating an ability to spend large
quantities of money

Even if the technicalites of the functioning of the whole
operation are still to be clanfied, one can immediately see the
similanities with the operations partially revealed dunng the
course of the Irangate scandal in the United States—i.¢.. a
big network working through big internauonal banking con-
duits for the purpose of financing secret weapons deals which
ultimately go for fuehing the Middle East conflict

Indeed, the two scandals may actually be two sides of
one and the same operation. Just as it would be ndiculous to
think that the Atlanta operation was unknown at some level
in the ltalian poliucal leadership. it would be even more
absurd to think that 1t was unknown to people in the U.S.
administration. It was in the United States that Drogoul col-
lected the money to be lent to Irag. One large lender of money
for the BNL Atlanta operation was reported to be one of the
Morgan banks; it was the Commeodity Credit Corporanon
which guaranteed large portions of the BNL credits to Iraq.
and 1n addition to the list of ltalian firms that might have been
involved in the deals. the ltahian press has reported that sev-
eral U.S. firms were also involved, including General Mo-
tors

So it is difficult to believe the official explanation that the
FBI only began the investigation after it had received an
“anonymous tp.

The question anses. Why was the operauion blown. and
why at this ime? One explanation could be that 1t was in the
period June-July that Gen Michel Aoun launched his oper-
ation to free Lebanon from the Syman occupation. Aoun
seems to be supporied by lraq. and has been abandoned by
the U.S. govermment in tavor of Syna. Could 1t be that the
intent of the scandal 1s to sabotage this crucial line of support
for Lebanon. so as to speed up the establishment of a “Greater
Syna” as partof U.S.-Soviet “New Yalta” arrangements”’
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Stanford ‘thought control’ engineers
manipulate farm-state decline

by Marcia Merry

Now under way in North Dakota 1s a senes of 19 “town hali
meetings” on the economic and social future of the state. No
fnendly citizen cffort. these meetings are part of a stage-
managed campaign, designed in large part by SRI Interna-
tional (formerly the Stanford Research Institute, a California-
based think-tank ). to manipuiate public opinion In a way to
accept the current economic decline of the state. and to make
way for worse to come

The North Dakota operation goes by the name of “Vision
2000." Similar campaigns are in vanous stages of implemen-
tation in lowa. Nebraska. Wyoming, Minnesota. Pennsyi-
vania. and Flonda. The lowa program is called “The lowa
Futures Project.” There 1s also a Wyoming “Futures Project.”
The acuviues involved in these projects are so cynical that if
you run up against any “public interest” project on the econ-
omy In your area—in whatever par of the country you may
live. and it uses “2000." or “Vision.” or “Futures.” or “Glob-
al.” in 1ts name. you are well advised 1o investigate whether
1t 1sn’t run by the “thought control” engineers at SRI Inter-
national.

The gist of tne SRI projects 1s 10 set up statewide com-
mittees of business. government. and other active peopie.
who then are the official sponsors of activities to assemble
funds. hire SRI Internanonal staff. count media attention. and
schedule “town meetings” to orchestrate public confusion
and acceptance of pre-planned conditions of economic de-
chne.

Of course. this agenda 1s never discussed in these terms
Instead. New Age lingo 1s used about “secking a new direc-
ton.” “taking controi of our state’s desuny.” “enhancing the
quahity of hife.” and so forth

Behind the rnetonc, the SRI International staff produces
an econoinic development program that. in each state, wouid
spell disaster tor the residents These manipulation experts
then conduct operations to give their rotten programs an aura
ot public approbation

‘Is North Dakota dving?’

Look at the process now under way in North Dakota In
recent months, a group called the North Dakota 2000 Com-
mittee was formed. with 28 members. The commitiee staff
includes three associates of the Center for Economic Com-
petitiveness, SRI Intemational, Menlo Park, California. The

8 Economics

commuttee’s goal is to conduct activities 1n the name of “Vy-
sion 2000™ for the state. OUn Sept. 9. a one-hour “special
report” on “Vision 2000" was broadcast on all commercial
and public television stations in North Dakota

Within a short time after 1ts formanon. the North Dakota
2000 Commutiee produced a summary report printed as a
mass-circulation 12-page publication, which was designed
to express concern for the state. conveyv legiumacy for the
actions of the “Vision 2000 Committee,” and to justify the
SRI International involvement is what is to be an eventual
“strategic action pian” prepared for the state this fall.

The paper 1s entitled. “Is North Dakota Dying? Will We
Stand By and Watch”” and features a dismal, full-color paint-
ing of a family stanng into a dark, fenced-in field. Three
questions appear under the painting: “What kind of future
will our children have to look forward to in North Dakota?
How can we continue our quality way of life? What oppor-
tunities are available to you””

The paper has low-level commentary on the state’s eco-
nomic condition. a few proposals, photos and innocuous
comments of 17 members of the Vision 2000 Commitiee,
and a sacchanne-sweet section headlined: “Who 1s SRI and
why are they qualified to help us develop North Dakota's
economy ™" The paper ends with the time and place listings
for the 39 town meetings sponsored by the Vision 2000 Com-
mittee for September and October

Who 1s SRI? Good question! First, look at their economic
proposals and analysis of the state of North Dakota. Then
look at their pedigree

The SRI evaluation of North Dakota 1s that the state is in
trouble because 1t has relied on production of raw agnicultural
commodities and energy. whose prices can be expected to be
low Additnonally. the SRI’2000 Committee notes that the
federal budget deficit jeopardizes the income to the state that
currently comes from agncultural subsidies and defense ex-
penditures

The committee concludes. “The challenge will be to iden-
ufy where we have a competiive edge—or where we can
create an edge—and pursue the development of unique prod-
ucts to fill a specialized niche This. then. is our vision for
North Dakota's place in the world economic market-
place

“To accomplish this vision. North Dakota must develop
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several key elements.”

Then follows a list of recommendations: 1) a cluster of
technology-intensive research firms, 2) programs to train
workers: 3) a “climate” to encourage risk-takers; 4) a com-
mitment to quality-of-life institutions such as schools; and 5)
new investment sources.

Sound nice and nebulous? That's the idea. You are sup-
posed to think you have nothing to disagree with, and you
are to attend the town meetings. But in fact, the thoughts you
are supposed to have about the economuc cnsis in North
Dakota are already pre-programmed by SRI International
The overall concept is that deindustnalizanon of traditional
manufactunng and energy production will take place, tradi-
tional high-technology farmung will disintegrate. and quality
education and social services will give way 1o occupational
re-training

The core of the SRI proposals 1s warmed-over “cottage
industry,” but with the rwist that the onentation should be for
the “global marketplace.”™ By this 1s meant that there should
be no expectation of federal, state, or local statutes to protect
chosen industnes, occupations, or labor standards. All i1s to
yield to the needs of the “international marketplace.™ Ac-
cording to John Melville, one of the SRI functionanes, “We
give recommendations on how (o get geared up for a global
economy.”

Concretely, the SRI-approved “new™ industries are ndic-
ulous. When Vision 2000 talks of “new acrospace-related,
energy processing-related, and food processing-related clus-
ters” of research centers for new products, they have in mind
such new items as North Dakota-made pasta. or even pasta
from certified “organically grown™ wheat. The example giv-
en of a new manufactured good is a special snowmobile,
“New services™ in the state are understood to be tounsm-
related.

With little vanation. this is the same kind of thing rec-
ommended for the other states where SRI Intemnational is
active. One new “alternative” economic acuvity for lowa is
niver-boat gambling, now being organized in the Quad Cities
area for the Mississippi River

Social engineering =brainwashing

All the wlk of this kind of “innovation™ diverts attention
from the breakdown process under way in these states, where
there 1s a large out-migration from the rural areas. while the
ciues are decaying. In practice. the “Vision™ and “Futures”
projects foresee providing large pools of low—cost labor to
local facilines owned by multinational compames, with a
few “regional agro-industnal metropolitan centers” replacing
the dying local villages and towns. Already in states hike
lowa, such companies as the “big three™ meatpackers (IBP,
Cargill, and ConAgra), which dominate all U S. beef and
pork slaughtenng. plan to operate when and where they
choose, with no restraints

SRI International tolerates no talk of ant-trust suits, or
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CMETEEeNCy measures such as debt moratoria to keep farmers
on the land John Gardner. the head of the lowa Futures
Project, said, “The state must diversify its economy away
from agnculture

The SRI Intemational staff has carefully worked out ar-
rangements for how they conduct their public meetings to
stimulate discussion of their economic proposals. They send
out workshop matenals in advance, with pre-prints of “key
SRI findings and conclusions™ on the economy. They then
give people attending the mectings a set amount of time to
answer such questions as, "How do you feel about this” on
a scale of one to five Group leaders and recorders report on
the “consensus” reached on the pre-formulated 1ssues

In lowa. the first round of these sessions has ended, and
the extension service of the U.S. Department of Agnculture
has been brought in to form a group of community leaders
called the Public Education Policy Project (PEP), whose
purposc 1s to implement the recommendanons of the SRI
International report for lowa. According to John Gardner,
100 lowa newspapers and five of the largest television sta-
tions are now supporting the goals of the lowa Futures.

The credentials of the SRI group to conduct this kind of
social engineering go way back to an integrated network of
simister think-tanks founded by Dr. Kurt Lewin, and his as-
sociates at the London-based Tavistock Institute, around the
time of World War lI. Duning the war, the Tavistock Institute
was the headquarters of the British Army’s Psychological
Warfare Bureau and also dictated policy to the U.S. forces
in matters of psychological warfare. From this root, grew an
entire postwar network of outfits that today are deciding how
to brainwash Amencans into accepting a global economic
system controlled by a few powerful political and financial
interests

At the Tavistock Institute, Dr. Kurt Lewin and cohort
John Rawlings Rees studied the techniques and methods of
mass social engineenng, including manipulating dislocated
peoples, refugees, orphans, and other potentially depressed
populations. Lewin and Rees fostered the Stanford Research
Institute and a stnng of other such centers in the United States
and abroad.

The job of all these social research centers is to conduct
mass-scale psychological profiling and social manipulation.
In the farm sector. many Tawvistock techniques have been
used to rein in political activity by farmers in times of eco-
nomic cnsis. These techmiques include hot line call-in num-
bers. support groups. farm coaliton groups. Farm Aid/Willy
Nelson benefit concerts, and other such efforts. The net effect
has been to blunt citizens” legitimate anger, and keep them
from organizing themselves politically to reverse the cnisis.

Now, SRI is even advocaung the reorgamzation of the
agncultural states, to ehiminate whole communities if nec-
essary, o conform with their “future vision.” And this pro-
cess 1s already well under way Since 1980, 600,000 Amer-
ican farmers have left the land




Agriculture bv Marcia Merry

An apple a day?

That mav soon become a thing of the past. if the radical
environmentalists win their fight to ban pest:cides.

Al a Sept. 7 Washington. D.C. press
conference 1o release a report called
“Alternative Agncuiture,” spokes-
men for the Nanonal Research Coun-
cil claimed that if pesticide use is vast-
Iv reduced or eliminated in this coun-
try, it will barely be missed, because
so many chemicals are used on fruits
and vegetables for only “cosmeuc”
reasons. When reporters for the fresh
produce industry questioned this—and
pointed out the simple fact that many
consumers know that a blemished ap-
ple may rot faster than a clear one, the
know-it-all NRC spokesmen dis-
missed this out of hand.

Now that the fall harvests are un-
der way in the northern orchards. and
the damage estimates are coming in
from Flonda, Califormia. and else-
where on prospects for fresh produce
without chemical protecuion. the lies
and exaggerations by the NRC be-
come obvious.

Furst, take the case of Alar. the
chemical used as a growth regulator
that gives an apple a better appearance
and prolongs shelf life. Because of an
orchestrated public scare campaign this
spring. the manufacturer of Alar. Uni-
roval Chemical Co.. took the product
off the domestic market 1n June. The
Environmental Protection Agency has
proposed banning any food that has a
residue of Alar as of May 31. 1991
The EPA has set Januvary 1990 as a
tentative time for banning the sale or
use of Alar altogether

What this all means, s that "an
apple 5 day” i1s fast becoming a hixun
for millions of Amencans. For thou-
sands of the orchards that have been
coerced to stop using Alar, this may

be the last yvear of operation. In New
York state. many growers are ruined
The apples have fallen to the ground
early. and when picked up, can only
be used for processing. at best. Instead
of $10 a bushel. the grower 1s getting
$2—Iless than cost

The EPA has demonstrated no risks
from Alar. but has moved to ban the
chemical 1n response 10 “widespread
public fears.” about the safety of the
food supply The EPA said this spnng,
“There is not an mminent hazard
posed to children in the consumption
of apoles at this time. despite claims
to the contrary.”

A scare campaign 1S now being run
against the fungicide EBDC (ethviene
bisdithiocarbamate ). widely affecting
fruits, vegetables. and some grans.

On Sept 6. three chemical com-
pames announced a voluntary restric-
uon of sales of the chemical for more
than 70 creps. leaving it availabie for
use for about |3 remainuing crops. The
companies (Du Pont, Pennwalt. and
Rohm and Haas) say they are seeking
to avoid the hystena expressed against
Alar. but the results will be the same.
The EPA 1s prepanng a far-reaching
ban on the fungicide. to be announced
in the near future

Fungicides are especially vital in
Flonda. where about half the nauon’s
winter vegetables are produced—an
annual harvest worth at least $1.3 bul-
lion In the warm. damp chimate of the
nch “muckiands™ and other pants of
Flonda. oniv selected chemicals can
protect the ~'ants to vield pood har
vests

In tesimony to the House Agn-
culture Commuttee this June, a vege-

table grower from Naples, Florida
noted that “organic” produce (grown
without cherrucals) costs twice as much
as traditionally grown produce, and
asked, "What are we as growers todo
We want to sausfy the concemns of all
our consumers, but we also know that
without the judicious use of chemi-
cals, fruits and vegetables cannot be
produced at the current volume and at
a price that most consumers can af-
ford.”

The new. “voluntary” resmcuon
of the EBDC applies to apples, citrus
fruits, carrots, mushrooms, and let-
tuce, among many other types of pro-
duce. For mos! growers, the restnic-
tions cannot be “juggled” between
crops in a way for them to survive
financally.

Last October, the EPA classified
as potential carcinogens more than 70
of the over 360 pesticide ingredients
licensed 1o be used on foods. The ad-
vocates of “altemative agnculture”
assert that mass-scale banning of pes-
ticides will not affect the quality or
quanuty of fresh produce. because
other “alternauve " plant and food pro-
tection techniques can be used (bio-
logical controls through predator in-
sects, hardier plant types, etc.)

But on the scale necessary, such
techniques are not within the financial
or scientific farming options of the
produce grower. The public is plainly
being misinformed.

Richard Harwood of the Winrock
Insutute, a member of the NRC com-
mitiee that authored “Alternative Ag-
nculture.” told reporters Sept. 7,
“blemush-free standards on apples and
oranges,” should be relaxed. Protect-
ing the “lustre on oranges.” especially
citrus for processing, “isn’t impor-
tant

The rosy cheeks on a child from
“an apple a day,” are also not impor-
tant to Harwood and his colleagues.
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O
From New Delhi by Susan Maitra

The price of perestroika

relationship into a new light.

Dunng his mid-September visit to
Moscow. Indian Finance Mimster
S.B. Chavan flatly rejected the Soviet
Umon's request 10 redesignate Indo-
Soviet bilateral trade and credit in In-
dian rupees instead of Soviet rubles

Behind the request. forwarded
months ago, 1s the Kremlin's plan 1o
devalue the ruble by 50% in prepara-
non for making it convertible. It wouid
also make 1t easier for India to repay
Soviet ruble credits. a windfall that
would be wiped out with a redesigna-
uon of credit agreements in rupees

Though India has frequently ad-
justed the value of the rupee vis-a-vis
the basket of currencies that deter-
mines its external value, the ruble-ru-
pee exchange rate has been kept fixed
for more than ten years This has en-
forced an overvalued ruble, a fact
which has helped India maintain an
export surpius with the U.S.S.R., bur
which cost the Indian treasury ore-
cious foreign exchange 1n areas where
those exports were linked to imports
involving hard currency

Since 1t has borne the liability
higher repayments owing to the over-
valued ruble tor all these vears, India
sees no reason (0 accommaodate the
Soviets at this point. That was the con-
clusion of extensive discussion on the
matter in both the pnme mimister’s of-
fice and the Finance Minisiry

But. if Soviet moves are any indi-
cation, this 1s not the last of 1it. While
Chavan and Co were in Moscow . So-
viet Minister for Foreign Economic
Relations Igor Khotsialoy was in New
Delhi prepanng for the visit of a high-

Gorbachov's reform schemes put the Indo-Soviet economic

level Soviet delegation in October for
the second formal meeting of the Indo-
Soviet Working Group on New Forms
of Economic Cooperation. Khotsialov
told the Deihi press that the October
meeting would go into the ruble-rupee
revaluation 1ssue “'in greater depth.”

Khotsialov said a reassessment of
the arrangement was necessary in view
of changed conditions and the high
volume of Indo-Soviet trade which was
slated to increase more than two-fold.
Indeed. trade tumover, which was §2.2
billion 1n 1986, appears to be headed
for achieving the target of a 2.5-fold
increase by 1992. In 1989, trade turn-
over had jumped to $4.2 bi'lion, com-
pared to $700 millicn in 1953 when
the rupee wade agreement was
signed—an annual increase of 25%.

Sull. Indian analysts point out,
even when Indo-Soviet trade tumover
reaches its target, at some $5.5 bil-
lion, 1t will not amount to more than
2-3% of total Soviet trade—compared
to some 30% of India’s total trade. As
the Kremlin looks increasingly to the
West. does India stand a chance? they
ask

Moscow has already made clear it
1s not willing to do India any special
favors where foreign exchange 1s con-
cerned. India’s request (o increase the
supply of crude o1l and other petrole-
um products bevond the 4.5 milhon
tons agreed upon for 1989-90 was
turmed down in July . as all Soviet sup-
phies are committed to the hard-cur-
rency markets As a result. India will
have to meet 75% of its 18 million ton
o1l impon requirement this year with

hard currency

Another spat had empwd a month
carhier Soviet officials declined to
supply foundry-grade pig iron to In-
dia. as specified in the bilateral trade
plan for 1989, on the grounds that In-
dia had failed to supply alumina as
promised. The Soviet officials made
clear to Indian Commerce Secretary
A.N. Verma at a meetng in Moscow,
that the pig iron would be exported to
other countnies to eam foreign ex-
change. and Moscow threatened to
suspend non-ferrous metal suplies to
India as well. if the alumina was not
forthcoming promptly.

Foreseeing the changing geome-
try, Indian and Soviet planners began

explonng “new forms of cooperation™
several years ago—focusing on co-
production, joint ventures, and col-
laboration in third countnies. But so
far, not much has materialized.

Of the Indo-Soviet joint ventures
in the Soviet Unmion, only one is ac-
tually in joint operation. That project.
an Indian Tourism Deveiopment Cor-
poration (ITDC) restaurant in Mos-
cow, does not exactly hold promuse
for future breakthroughs Though a
success among Moscow 's restaurant-
goers. [TDC officials and the Indian
government are watching the buildup
of blocked ruble profits with groving
distress.

Soviet laws do not allow repatna-
tion of profits made by joint ventures
on sales within the U.S.S.R.. and ac-
cording to analysts here, there 1s no
clear policy on repamation of profits
made from sales to third countnes
Western businessmen have jumped at
the perestrotka policy to the tune of
seting up nearly 1,000 joint ventures
in Russia. but unlike Indian entrepre-
neurs, they are mainly interested in
taking advantage of the relatively
cheap Soviet labor to produce for their
international operations
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Business Briefs

Black Economy

Drug trade vital to
banks. Journal admits

An arucie in the Wail Street Journal-Europe
of Sept 12 admits that the banking system
15 heavily dependent on the drug trade and
drug-monev laundenng

“If drug money helped the economy
boom. what happens 1f the drug war suc
ceeds™ the Journal asks Lawrence Kud-
low of Bear Stearns investment bank is quot-
ed. “It's almost undeniable that drug traffic.
regrertably, has been a big sumulant to the
economy

The Journal-Eurcpe then notes that drug
money. so far, operates “underground™ in
the economy. What would happen if the
money were brought above-ground, by tax-
ing drug sales? Alan Reynolds of Polycon-
omucs consultancy says that doing tus “could
be neaithy for the banking system.”

The paper estimates that the drug trade
in the United States 1s 10-15% of Gross Na-
tional Product. “Inadvenent profiteers™ in
the luxury professions-—autos. jewelry. real
estate—who have benefited from drug-re-

lated money. will be the first 10 feel the

“economic withdrawal” if the drug trade 15
stopped

Markets

P e

Economist predicts
1.000-point drop

The Dow Jones Index will collapse more
than |.000 points by vear's end. according
to the prediction of U' S economist Waiter
Williams in his latest advice to investors
At the verv outside. we willseea U S
stock market crash before the yearend. Fur-
ther. | Treasury Secretary Nicholas| Brady s
‘circunt breakers’ will aggravate the market
tall this ume.” Williams wamed. “lt could

be far worse than October 1987 The major |

difference between today and October 1987
is that the dollar 15 not vet under panic sell-
ing But that's coming ~
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Williams. not pormally pessimustic, says
the U S economy 1s already deeply into an
economic recession which wall last for sev
eral vears  As confidence of foreign inves
tors begins 1o erode 1n coming weeks. he
expec's that the flight of billions of dollar
out of the United States wili also tngger an
estimated 25% fall of the dollar against ma-
jor currencies in the final quaner, forcing
the Federal Reserve to increase interest rates

Williams lists major corporations in-
cluding Boeing, Aetna Life. and Barclavs
Bank among his chients. and wams them to
“be 100% out of stocks.” adding that the
L' S economy’s esumated $9 million in pn-
vate and public debt will exacerbate the
downturn. creaung “senous dangers.”

Williams wamned that “morngage-hacked
secunties will be the next sector to be hit
after the collapse of junk bonds. . . . Re-
ports from banks across the country are all
Suburban New York 1s down 20% since
1987. Mortgage-backed securities, which is
a debt market much larger than the junk
bond market. will be the next hut.”

Legal and General. a leading U K. life
insurance company, predicts in s latest
investor letter an imminent 10% or more fall
in the London FTSE- 100 stock market. Such
a fall in London stock markets could migger
world panic. reports Wilhams. “The U K
economy 1s going into a hard recession and
interest rates are extremely high. This will
eventuallv hit the London stock market
pnices. More than Japan. Britain through the
Ciry has been the major foreign investor in
the U.S since 1982 London could be the
more likely tngger than Tokyo. But we are
very close to a world iquidity pamic

Energy

India first to make
U-233 nuclear fuel

The Radiometallurgy Division of Bhabha
Atomic Research Center has successfully
manufactured U-233-beanng fuel for In-
dia’s next generation of nuclear reactors

Dr C Ganguly, head of the division,
said 1n mid-September that this 1s the first

reactor to use U-233-beanng fuel, the most
efficient fissile matenal in thennal reactors

Use of U-233 15 the second phase of
India’s nuclear power program The first
phase consisted of developing an indige
nous heavy water reactor tueled by natural
uranium. The third and final stage includes
development of fast breeder reactors using
U-232 as fissile matenal and breeding U
233 from thorium 232 in the same reactor
India has already 1n operation a 40 megawatt
test breeder reactor and the plan s to go for
commercial production of breeder reactors
by the end of this century

International Credit

IMF status is in
Jeopardy from bad loans

The amount of bad loans held by the Inter-
national Monetary Fund rose sharply last
year, to $3 billion, or about 10% of its loans
outstanding, the New York Times reported
Sept. 15. Officials of the IMF admitted that
“the organization was anxious about the slow
but steady rise in the number of countries in
arrears over the past decade ™

“The nise in arrears is considered unu-
sual because the fund holds preferred-cred-
itor status, which means it must be paid ahead
of other lenders to the third world except for
the World Bank.” the Times reported.

As of Apnl 30. Il countries had not
repaid $3 billion in loans from the Fund for
more than six months. The countries were
Guvana. Kampuchea, Libena, Panama.
Peru. Sierre Leone, Somalia, Sudan, Viet-
nam, Zaire, and Zambia

The Times notes that the IMF has a pool
of $120 billion 1n currencies and gold con-
tnbuted directly by 1ts members. The World
Bank. on the other hand, must borrow from
hnancial centers the money that it lends. Of
the IMF's $120 billion pool. only $70 bil-
lion in hard currencies 1s suitable for inter-
national lending Of that $70 billion, only
$30 billion has been lent out, but the IMF 1s
now trying to obtain more funds from mem-
ber states

The Bush administration is expected to
support the IMF's request, but the increas-
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ingly shaky Fund portfolio may rasse ques-
tions in the U.S. Congress. Rep Jim Leach
(R-lowa), a strong IMF backer, told the
Times, “Arrearage implies loans may be i
jeopardy and taxpayer funds diverted This
promuses to be onc of the most difficult 1s-
sues when the quota increase comes before

Congress next year.”

Third World Debt

Bank cartel refuses
write-down for poor

The Institute for Internationa! Finance (UF).
which represents 184 banks that hold more
than 80% of the loans to the Third World.
warned in a letter to the policymaking com-
mittees of the International Monewsry Fund
and the World Bank that if the banks are
forced to take large losses from writing off
a porton of their existing loans, the banks
would be unwilling to grant new credits.

The letter. written by the [IF° s managing
director Horst Schulman. pomnts to the Phul-
ippines and Mexico as exampies of the type
of behavior the banks consider acceptable.
Both countnies had continued 10 pay monev
to the banks while negotiations to restruc-
ture and write down their debt were going
on.

“Interest arrears are @ major impediment
1o banks’ willingness to engage in voluntary
debt and debt service reduction,” Schulman
stated 1n the letter, according to the Finan-
cial Times of Sept. 17

Finance

Japan wants more
power in the IMF

The Japanese want a greater controlling role
in the International Monetary Fund (IMF).
if they become its second-largest contnbu-
tor, according (0 the Journal of Commerce

Sept. 18,
The Journal reports on plans for the an-
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nual meeting of the IMF and World Bank,
which began the thind week in September,
where the IMF s seeking a doubling of s
resources. which are contributed by mem
ber states. to about $220 billion  Japan. now
the fifth-largest contnibutor, 1s slated to re
place Brtain as the second-largest contnib
utor, after the United States. if the proposed
increase 1n contnbutions 1s approved

However. Tokvo 15 reported 1o be de-
manding that. in return for this greatly -
creased contnbution. a Japanese represent
ative be made the next managing director of
the IMF. a post that has traditionally been
held by a European The Journal reports that
a final decision will most likely not be mads
unul the end of the vear

Food

c——

West Germany’s Co-op
files for receivership

West Germany ‘s Co-op supermarket chain
filed an appiication on Sept. 13 to go into
receivership. in the biggest potential bank-
ruptcy 1n West Germany 's history. The firm
empioys 46.000 peopie. and is the country s
fifth-largest food retail chain. The applica-
tion was made after creditor banks failed o
reach agreement on a $1 bilhon batfout plan.

Talks broke down when U.S. and Japa-
nese bank creditors of the 73-bank group
refused the terms offered by DG-Bank,
whereby they would wnite off 75% of the
old debt in retum tor an immediate 25% cash
settlement. An earlier reorganization this past
spning broke down in August. when the tull
extent of Co-op's unsecured loans was re
vealed to be 2 2 bilhon deutschemarks. in
stead of the | 2 billion hrst esumated

Under the laws goverming receivership,
Co-op can wnie off 65% of its debt if it pays
off the remaining 33%. and then 1t can re-
organize There are two roadblocks to this
First. 11 1s mighly unlikely 1t can raise the
35% required Second. with its application
for receivershup 1t has lost lease nghts to 1(s
store sites. which can be seized by the land-
lords. Already. Co-op has stopped selling
fresh mulk because it hasn’t the cash to pur
chase it

Bﬁeﬁy '

@ CHENGTU AVIATION, a
Communist Chinese y. is
ready to go ahead with plans to build
nose cones for McDonnell Douglas,
the China Dailv reported Sept S.
Chengtu 1s expected to complete the
At nose cone 1in early 1991 Mg

Dunnell Douglas has sent funds. ma
tenals. and techmcal staff to China

@ A TRADE DEFICIT in US
services was registered for the first
ame in over three decades. as the U.S
pad out $176 million more to for-
eigners in interest, dividends. rents,
and other payments for services than
1t took 1n for the second quarter.

® THIRD WORLD nations pad
more to the World Bank than they
received in new loans for fiscal year
1989 for the second year in a row, as
the World Bank 100k n $1.5 bilbon
more than the $21.36 billion it lent.

- @ CONSUMERS were over-
charged $26-29 billhon for food in
1987 due to consolidation of grocery
store chains, according 10 Dr. Wil-
lard F Mueller, University of Wis-
consin food industry economust.

® GENERAL MOTORS an-
nounced that the Chevrolet Caprice/
Buick Estate station wagon assembly
plant 1n Lakewood. Georgia will be
closed next spnng. putting 3,200
people out of work. This s the eighth
assembly plant to be closed since Au-
gust 1987 GM 1s terming the shut-
down “an indefinute idling,” to cir-
cumvent the United Autoworkers
contract which prohibits any perma-
nent closings

@® HONG KONG'S Trade Devel-
opment Council and the General
Chamber of Commerce are planning
promotional dnves to boost Hong
Kong-Soviet trade. The Hong Kong-
Hellongpang Trade Far in August
was used as a major opening nto that
province s booming consumer goods
trade with the Soviet Umon, the Sowth
China Morning Post reported

- Economics
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‘Cold fusion’ is still
generating plenty of heat

Nuclear engineer Ramtanu Maitra toured the U.S. labs, which are
producing remarkable results. Maitra and Carol White tell what the

‘science mafia’ has blacked out.

If we were to be guided by the popular press or the hegemonic
science journals, then it would seem like the excitement over
the potentals of the Fleischmann-Pons cold fusion expen-
ments was another flash in the pan, or just the product of
media hype. However. as Maitra has leamed from a tour
through some U.S. research laboratones, this 1s far from the
case.

The truth 1s that cold fusion research 1s still producing
extremely exciung results, regardless of the decrees to the
contrary from the science mafia. led by Narure magazine
editor John Maddox and the gurus of the Amencan Physical
Society. They declared that the appearance of fusion taking
place at room temperature must be an artifact of measurement
errors: they are not interested in reviewing ongoing work
which disproves their thesis.

The Japan story

This 1s not the case in Japan, where, to the contrary, there
1s top-level sponsorship for the research Fortunately, cold
fusion expenments do not require large intusions of money,
even iIf they are in fact not the simple marter imphied by
University of L'tah electrochemists Martin Fleischmann and
Stanley Pons. who first announced their discoverv on March
23. As the following report will make clear, cold fusion—
whatever it really 1s—is here to stay. It may well be the case
that power applications of the process will not be a reality in
the near future, but the scientific implicatiors of even the
findings to date are so enormous. that there 15 no question but
that the fallout from them will be equally great, however they
are applied

14 Science & Technology

A Japanese symposium held on July 31 was not widely
reported micrnationally; nonetheless the results reporied were
extremely exciting. Ten research teams announced results
which included findings of tritium and excess neutrons and
heat in their experiments. The conference, held in Tokyo and
sponsored by the Electrochemical Sociery. found the deuter-
ium-deutenum reaction to be definitely similar to that found
in thermonuciear fusion.

Successful replicanons of the Fleischmann-Pons results
had been found at the University of Tohoku, the University
of Hokkaido, Aoyama-Gakuin University, and by a joint
group from Tokyo University of Agnculture and Technology
and the Japan Atomic Energy Research Institute.

This reversed a previous statement by the last group which
had said that they found “no clear evidence™ of tritium; now
they announced that they had found both tritium and a vast
amount of heat.

Previously the same doubts expressed in the United States
and Western Europe had prevailed in Japan. but the results
descnbed 1n presentations at this symposium changed the
situation The earhier atmosphere of skepticism was such that
when two researchers at the University of Hokkaido an-
nounced June 2 that they had succeeded in creating cold
fusion. they did so with hesitation Tadahiko Mizuno and
Tadashi Akimoto, both assistant professors in the department
of engineenng. commented that they had not intended to
conclude that cold fusion had taken place in their expeniment
Such trepidation 1s now a thing of the past in Japan.

The Institute of Fusion Science announced on Aug | that
it has decided to begin yoint research on cold fusion by assem-
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bling three topical groups, mvolvm‘l) scientists from 25
institutes, colleges. and universities. The three groups are:
1) a2 group to detect neutrons in detail; 2) a chemistry group
to find the most appropnate conditions in deuterium electrol-
ysis: and 3) a physics group to conduct theoretical research
on the reaction mechanism. The pnvate sector 1s also in-
volved in the research, although this is not being featured in
public reports by the institute i 5
A variety of experiments -
In the area of neutron production, Hokkaido rescarchers
Mizuno and Akimoto constructed their expeniment in a phys-
ics laboratory 5 meters underground, surrounded by a thick
com-rcre wall, and scparated from the outside by three sets of
doors. They began therr electrolysis experiment in late March.
using palladium and platinum immersed D :nlunm of beavy
water (D,0) and hithium-deuteroxide (L5OD). The under-
ground expeniment lasted about 18 days. Neutrons were mea-
sured at 10 umes above background on average, and 20 uimes
above background ( !, 1 40 neutrons per hour) at peak. Mizuno
said the expeniment was a preliminary test to confirm the
basic principle of cold fusion. and that now they have to
accumulate more data
At the University of Osaka, Akilo Tnhh.u:h: and his
colleagues at the Department of Engineenng announced July
30 that they had detected neutruns which they thought were
produced by their cold fusion experiment. Jhe number of
neutrons detected was greater than that observed in nature
and two {0 four times greater than what was reported in the
expenmental data from Stephen Jones at Brigham Young
University in Utah. The Osaka electrolysis expeniment. using
a palladium electrode dipped in heavy water and hithium
sulfate (1 mol/liter). lasted for about a week each time and
was repeated five umes. The researchers tried to detect neu-
trons at two different energy levels—fast peutrons and ther-
mal neutrons. What they found was that the energy of fast
neutrons was 2.4 million clectron-volts (MeY), the same
level as those of neutrons produced in deuterium-deuterium
fusion reactions. The observed data of the fast neutrons and
the thermal neutrons were consistent, and both levels were
greater than the normal background level. Takahashi said
they switched the electne current between 0.8 amps and 0 4
amps every 2.25 minutes. As a result, deuterium thatis going
out of the electrode in the current-drop phase tends to meet
deuterium that is coming in. The deutenium atoms thus come
close to each other. increasing the possibility of fusion reac-
nons
At the Bhabha Atomic Research Center m Trombay,
India. one of the largest nuclear research centers in the world.
the Fleischmann-Pons sxpenment was earbier confirmed. Dr
Chidambaram'’s physics group, equipped with 8 labora-
gory and staffed with scienusts as good as the best in the
. obmed neutron generation. “We have surely seen

-
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said Dr. Chidambaram, arenom:edphyﬁcm

ucrmtodcpendon:ommypoaiyundaﬂoodm— ae

itis not a straightforward expenment . If the process was
simple and straightforward, we should have struck gold by
now. We haven't. On the contrary, wenldlltmngbnnd
out the basic parameters of the experiment.
ceramic superconductors, we may be onto wmcthmg that "
may be a long way from practical use.” v
At the Tata Institute of Fundamental Research (TIFR) in
Bombay, India, the cold fusion experimenters recorded a
phenomenal temperature nise of |° centigrade per minute. Dr.
K.S.V. Santharam. head of the chemical physics depart-
ment, said: “We detected the presence of neutrons and gam-
ma rays at a level above that of normal background radiation
1 estimated about 2 in every 50.000 deuterium atoms were
fusing " g

U.S. science mafia spreads pessimism

Ome can sympathize with the agrtation of fusion scientists
working on conventional expenments in thermonuclear fu-
sion which are withenng on the vine for lack of funding. As
the Sept. 15 issue of EIR reponed. they quite nghtly fear for
their very scientific lives. Not so those scientists at the large,
prestigious laboratones who, without serious justification.
have from the beginming pooh-poohed all experimental find-
ings which went against their prejudices.

Besides demanding the proof, proof, and more proof that
experimental findings were not errors of measurement, they
demanded that these proofs be presented in record time. The
charge was led by scientists from the Massachusetts Institute
of Technology. Yale University, and California Institute of
Technology. among others, where well-known expenmen-
talists, using the latest diagnostic equipment, faiied to dupli-
cate what Fleischmann and Pons had doae in a modest labo-
ratory at the University of Utah. These well-heeled scientists
reported failure to observe a significant amount of heat or
generation of neutrons at a level which could justufy calling
the process fusion.

There are ample rusonswhymcexpenmcmnolbc
easily duplicated, and as Prof. Robert Huggins at Stanford
Unmiversity in Califormia has explained. it’s actually a difficult
experiment. But the science establishment has been more
interested in trying to spread skepticism about whatever ex-
perimental results the different groups working on cold fu-
sion have already validated. rather than perfecting their own
expenments

It is not merely cold fusion which has generated excep-
tional heat: The discussion process about the experiments has
unleashed a series of iranonal statements from many prom-
inent scienusts. Some, like Dr- Moshe Gai of Yale Umiver-
sity. took recourse 10 suppressing facts to justify their abrupt
conclusions. Dr. Gai, whose expennment was published in
Nature (Vol. 340) July 6, 1989, said categoncally that “no
staustically significant deviation from the background was
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heerved in either gamma ray or neutron detectors © Yet, at
Fleas nne scientist who knew what was going on with Dr
B Oal"s experiment has reported. through private communica-
fogd> that Dr. Gai did observe peutron bursts, but chose to
Bk Srppress this in his report
hether. Dr, Moshe Gai was acting instinctively as an
i egtab lshntﬂtscmnt:st or was merely trying to publish his
jerer joormal which does not want to publish anvthing
itive about cold fusion experiments. 1s another question
2y however, is clear is that Narure, like Dr. Gai, has
v % "'51 d words to say about cold fusion John Maddox.
Jande's editor, in the same July 6 msue, cited vanous ex-
’ "’l‘ eriments, including Dr. Gai's, to muster his own conclusion
)  seems the time has come to dismiss cold fusion as an
joa. " The Yale group, Maddox stated, “has done 1ts best
lﬂlﬂe the conditions of the onginal expenments, but
bd 1o replicate their results. " The whole thing. Mad-
cigred, seems to have been “a brave leap of the imag-
he role of detractor is obviouslv a sympathetic one
ddox, who last year tned to destroy the reputation o1
hdo;yrescamhcr.lv;ques Benveniste, by similarhy
s __-_,- éssi g uncomfortable information
ity haa
, Dew facts
" ‘\ &ﬂmvcrsnv of Utah where the cuid fusion findings
Y& mna:d optrnism runs high In spite of the
seearch Advisory Board's draft intenm report. whicn
Beslder premature, stanng that the evidence of cold
Boon¥inéing and, therefore, “no special program.
reold fusion research centers or to support new
ind ¢old fusion are justfied at the present tme
fah has allocated seed money of $5 milkon 1o
itlon research center at the University of Utah
B o Qit9 The work of the center. as
Btouk 0 m replicate and validate the
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Ramianu Maitra (right), editor of
Fusion Asia magarnine, visits the
University of Utah Metallurgy
Laboratory. Dr.’ Sivaraman
Guruswamy (left) and Dr Milton

- Wadsworth (cerder) have confirmed
§ . the surplus heat ¢nergy generation

_from cold fusion as reported by Drs

" Fleischmann and Pons
G- Rl bridsh it
. ' 3 oAb ¥ '
Fleischmann-Pons experiment and to work on the theoretical
physics in order to explain the phenomenon. Dr. Rossi clearly
stated that these are the present objectives and after these are
a»hlﬂ ed. things will continue from there.

the Metallurprcal Laboratory at the Umvcrsﬂy of Utah,

Dr ann Wadsworth and Dr. Sivaraman Guruswamy, per-
plexed by the assertive negativism of the establishment sci-
entists, have noticed a significant amount of heat energy
generation from palladium cells bathed in deuterium hydrox-
ide. In certain cells they have witnessed energy bursts, in the
form of sharp spikes, gencrating at least 1 million joules of
energhy at therr peak.

One nteresting result from this work is their discovery
that the cnergy generation does not occur steadily. From the
point of view of developing a new mode of power generation,
this 1s obviously problematical, but scientifically it is of great
interest!

In some expenments, Utah found sharp pulses, but the
heat bursts were noticed only once over a seven- or eight-
week perniod in these cells. More intnguing, perhaps, is the
finding of the Wadsworth-Guruswamy team that 99.295%
pure palladium rods function as better heat generators than
the 99 5% pure palladium cathodes. This issue of materials,
which both Dr. Wadsworth and Dr. Guruswamy are looking

ato. thev have found to be excruciatingly puzzling. None-
theiess. there 15 no question that they have witnessed surplus
heat energy generation from the Fleischmann-Pons set-up.

Findings at Texas A&M

Al Texas A&M in College Station, Texas, the experi-
mental hndings are expected (o exert a lot of pressure on the
skeptics The earhier work in this university by the Center for
tlectrochemical Systems and Hydrogen Research and the
Department of Chemistry, presented at the Workshop on the
Cold Fusion Phenomenon at Santa Fe; New Mexico, just two
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neutron in the nucleus—and the deuterium released is ab-
sorbed by the palladium lattice.

So far, everything Fleischmann and Pons had said was
acceptable to all scientists. But when the two electrochemusts
reported that the deuterium atoms inside the palladium crystal
latrice underwent fusion, all hell broke loose within the “es-
tablished screntific commumnty.” As proof, Fleischmann and
Pons offered measurements of heat generated by the cell as
well ac the observation of 4 few neutrons, which are essential
by-products of the fusion process But these results came
under heavy cnticism from some of the “established scien-
usts” and the two professors were accused of sloppy work

Besides the threat to hegemonic— although 1n our opin-
1on scientifically bankrupt— physics theory, there is also the
nagging 1ssue of malthusianism. Dunng discussions with co-
author Maitra, Dr. Hugo Rossi, Dean of Science at the Uni-
versity of Utah. who was recently appointed director of s
Cold Fusion Research Center, pointed to the “sinister’ state-
ment of Jeremy Rifkin. Rifkin. a hard-core malthusian mas-
querading as an environmentalist, had earlier said that if cold
fusion becomes a reality then abundant energy will be avaul-
able. which will cause a population explosion on Mother
Earth. If Rifkin or ms friends in the scientific communty
have their way. it would be safe to presume that they would
try their best to shut down the development of such a poten-
tially prolific energy source.

Moreover, those scientists who have dedicated their en-
tire career to generating fusion energy in laboratones through
the high-temperature, high-density route—such as nuclear
physicist Harold Furth—are so obsessed with hanging onto
what they would like to believe, that they are making a
nuisance of themselves with their knee-jerk reactions. As-
sociated with this obsession is the fear. understandable if
urational, that in the wake of the cold fusion wave, the high-
energy fusion experiments will be further neglected by the
funding agencies

Clearly, as hundreds of millions of lives are threatened
by the collapse of industry and agnculture, the crash effon
to produce fusion energy—Dby all means—becomes a matter
of urgency. To propose to cut funding one avenue of research
for another would produce tragedy verging on cnmnality

Fiftv vears ago, the possibiliies of harnessing fission
energy and fusion power were siill in the future. Today, we
seem (o be on the verge of new expenmental discovenes
about the very essence of matter. Not only the work of
Fleischmann and Pons, and their associates, but the past
vears’ discovenes which have expanded our notion of elec-
tncal semiconductors as well, pose a whole new fronuer not
only of phvsics per se, but of biophysics as well

The human body operates on the bas:s of advanced cata-
ytic prnciples which must be analagous ta cold fusion and
room temperature superconductivity, since it can deploy huge
energy flux densities without raising body temperature

Perhaps the most upsetting feature of the Fletschmann-
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Pons expeniments 10 the science establishment, has been their
very simplicity. Today, physics and mathematics have fol-
lowed the same path, relinquishing the only fruitful road 1o
discovery through the methods of a constructive geometry ,
and replacing them by a dependence upon deductive logic.
with its sterile axiomatic foundations. From the standpoin:
of deductve method to which the science establishment ad-
heres, creative mental processes have no valid existence in
our universe. NOT are major scientific breathroughs predict-
able

If asinglc. crucial physical experiment shows any strong-
ly defended current theorem of a school of mathematical
physics to be wrong, then its physical evidence must chal
lenge both the whole deductive system and the axiematic
beliefs upon whuch it is based.

W e s " 1

Ramianu Mcitra ig editor-in-chief of Fusion Asia magazine
and an associate editor of 2 1st Century Science & Technol-
ogy magazine. In August he toured cold fusion laboratories
in Utah and Texas and held discussions with many cold fusion
researchers. A full report of his findings and interviews will
appear in the November-December 1989 issue of 215t Cen-
tury Science & Technology. Fuller reports on the Japanese
and Indian research appeared in the September-October is-
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made their startling
findings, indicated observation of extess hest geaeration.
The electrolyte, which was a D.O-1iOD soh:tion. later showed
the presence of trinum. The findings, which were significant
1o those working 1n this area, however, failed to make much
impact on those who refused to believe
um.-minmmww&'mmm
Cyclotron Institute at Texas A&M camied out an experiment
using palladium electrode bathed in’ D,O-LiOD (0.1 mol
liter). The objective was to generate tritium—the heaviest
known isotope of hydrogen, which contains two neutrons
and one proton in its nucleus—which does not exist in nature
and is formed when the lithium present in the LiOD captures
a free neutron released through nuclear reactions. The result
turned out to be a stunner. The tndum produced during the
expeniments in 11 electrolysis cells under observation was
100 to 100,000 times more than that expected from the nor-
mal isotropic enrichment of electrolysis. The Texas research-
ers have sent their samples to such noted and established
laboratonies as Bantelle, Argonne, Los Alamos, and General
Motors. These laboratones came up with a tritium count that
was no different 'rom what the Texas researchers had found

Looking at physics afresh at Brigham Young

At Bngham Young University in Provg, Utah, Dr. E
Paul Palmer. who worked with Dr. Stephen E. Jones on the
low-level generanon of neutrons with the Fletschmann-Pons
set-up, is convinced that “something is surely happening”
which physics must explain. Dr. Palmer, not a believer yet,
does not expect that water will be able 13 be heated for
commercial purposes through the cold fusion process in a
decade or so. but he 1s aware that careful experimentalists
have already reported findings which the present understand-
ing of physics cannot explain. But as Dr. Jones points out,
on the basis of the present conception of fusion, as developed
to date by nuclear physics, 1t would be inaccurate io call the
Fleischmann-Pons experniments “fusion.”

While Dr. Jones is not ready to close the door on cold
fusion. he, like Dr. Palmer. agrees that it is time to take a
fresh look at the phyvsics. He also points out that in order to
do that. however, we need to do some very careful expen-
ments and use the findings to set the basic parameters on
which the new understanding of physics has to be based.

What do all these findings mean? It 1s too early to predict,
because so little 1s known about a whole gamut of physics
associated with the expenment The tnitium work, under Dr
Kevin Wolfe, Nigel Packham, and their team at Texas A& M,
will be hard to ignore or dismiss as irrelevant. The work 1s
thorough, and preventive measures were undertaken (o pro-
tect the expenment from any contamination. Sull, 1t would
be naive to believe that finding o1 tnuum factones will change
the basic belief-structure ot the science establishment. There
are rumors that the allegation that the experiment was con-
taminated with mtium was leveled against the Texas A&M

EIR September 29, 1989

rescarchers as a ploy to discredit their findings. .

But the Texas A&M work will open up a ficodgate.
Aleady the word is out—currently, private communication
between scientists remains the most efficient way to pass
information—that Glen Schessoff at the University of Flor-
ida. in Gainesville, has done closed calorimetry and has lit a
glow lamp using the Fleischmann-Pons type of armange-
ments. At the Santa Fe Research Center in Columbia, Ten-
nessce, Joe Champion has observed 40-600% surplus heat
from a large single cell. At the University of Minnesota, Dr.
Richard Onani in the Chemical Engineering and Metallurg-
ical Group has also observed a sigmificant amount of surplus
heat generation Dr. Robert Huggins at Stanford University
has duplicated the Fleischmann-Pons expenment and wit-
nessed surplus heat. The list 1s growing longer every week

Why such acrimony?

Ln order to answer this question, one has to look histon-
cally at vanous examples of groundbreaking research over
the years. Establishment scientists. who made themselves
acceptable by weanng blinders and who look only at what 1s
considered as “accepted theones,” will obstinately and arro-
gantly refuse to look at new findings. According to Dr. A.
John Appleby and Dr. Supramaniam Srinivasan of Texas
A&M, the problem with gaining broad credibility is that the
cold fusion results emerged from the “Third World univer-
sities in the United States.” What they meant is that the
findings were not made at Princeton, Yale, MIT, or Cal-
tech—the wealthy universities and research centers where
the high priests of American science reside and from which
citadels they make their pronouncements.

There 1s no doubt that the Texas team is partially right
about the attitude toward non-Ivy League schools. But, there
is more to it. Most important 15 the fact that the findings
emerging from cold fusion experiments have begun seniously
to bning into question the validity of many existing nuclear
physics theories. The “well-established™ quantum mechan-
ics, which deals with the micro-universe, could very well
also become a casualty. Such an upheaval within the scien-
ufic establishment is nerve-wracking to most “established
scientists.” It means thev must get involved in new work,
shedding the old beliefs and denouncing the old theories,
whose mastery had won them fame and authonty. It is any-
one's guess at this point how many former Nobel Prize win-
ners’ work 1n these areas may tum out to be “also-rans” in
the search for physical laws.

The announcement by Dr. Marun Fleischmann and Dr.
B Stanley Pons at the University of Utah last March claiming
they had produced a fusion reaction 1n a simple electrochem-
ical cell, consisting of a palladium and platinum electrode
placed in a glass tube with heavy water, shocked the world.
According to these two electrochemists, a voltage applied
across the electrodes splits the water into oxygen and deuter-
ium—a heavy 1sotope of hydrogen with one proton and onc
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neutron in the nucleus—and the deutenium released is ab-
sorbed by the palladium lattice

So far, everythung Fleischmann and Pons had said was
acceptable to all scientists. But when the two electrochermsts
reported that the deuterium atoms inside the palladium crystal
lattice underwent fusion, all hell broke loose within the “es-
tablished sciennfic commumnty.” As proof, Fleischmann and
Pons offered measurements of heat generated by the cell as
well as the observation of a few neutrons, which are essential
by-products of the fusion process But these results came
under heavy cnticism from some of the “established scien-
tists” and the two professors were accused of sloppy work

Besides the threat to hegemonic —although 1n our opin-
ion scienufically bankrupt—physics theory, there 1s also the
nagging 1ssue of malthusianism. Dunng discussions with co-
author Maitra. Dr Hugo Rossi, Dean of Science at the Uni-
versity of Utah, who was recently appointed director of 1is
Cold Fusion Research Center, pointed to the “sinister” state-
ment of Jeremy Rifkin. Rifkin, a hard-core malthusian mas-
querading as an environmentalist, had earlier said that 1f cold
fusion becomes a rezlity then abundant energy will be avail-
able. which will cause a population explosion on Mother
Earth. If Rifkin or his friends in the scientific community
have their way, it would be safe to presume that they wouid
try their best to shut down the development of such a poten-
ually prolific energy source

Moreover. those scientists who have dedicated their en-
tire career to generating fusion energy in laboratones through
the high-temperature. high-density route—such as nuclear
physicist Harold Furth—are so obsessed with hanging onto
what they would like to believe, that they are making a
nuisance of themselves with their knee-jerk reactions. As-
sociated with this obsession 1s the fear. understandable if
irrational. that in the wake of the cold fusion wave, the high-
energy fusion expenments will be further neglected by the
funding agenctes.

Clearly, as hundreds of millions of lives are threatened
by the collapse of industry and agriculture, the crash effon
to produce fusion energy—Dby all means—becomes a matter
of urgency. To propose to cut funding one avenue of research
for another would produce tragedy verging on cnminality

Fiftv vears ago. the possibilities of hamessing fission
energy and fusion power were still in the future. Today., we
seem 10 be on the verge of new expenmental discovenes
about the very essence of matter. Not onlv the work of
Fleischmann and Pons, and their associates, but the past
years’ discovenes which have expanded our notion of elzc-
tncal semiconductors as well, pose 2 whole new frontier not
only of physics per se, but of biophysics as well

The human body operates on the basis of advanced cata-
Iytic pninciples which must be analagous to cold fusion and
room temperature superconductvity. since it can deploy huge
encrgy flux densiues without raising body temperature

Perhaps the most upsetting feature of the Fleischmann-
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Pons experiments (0 the science establishment, has been their
very simplicity. Today, physics and mathematics have fol-
lowed the same path, relinquishing the only fruitful road to
discovery through the methods of a construcuve geometry .
and replacing them by a dependence upon deductive logic.
with its sterile axiomatic foundations. From the standpoint
of deductive method to which the science establishment ad-
heres. creative mental processes have no valid existence 1n
our universe. nor are major scientific breathroughs predict-
able

If a single. crucial physical expenment shows any strong-
Iy defended current theorem of a school of mathemarical
physics to be wrong, then its physical evidence must chal-
lenge both the whole deductive system and the axiomatic
behefs upon which it is based.

Ramianu Maitra is eduor-in-chief of Fusion Asia maga:ine
and an associate editor of 21st Century Science & Technol-
ogy magazine. In August he toured cold fusion laboratories
in Utah and Texas and held discussions with many cold fusion
researchers. A full report of his findings and interviews will
appear in the November-December 1989 issue of 21st Cen-
tury Science & Technology. Fuller reports on the Japanese
and Indian research appeared in the September-October 13
Sue. g i
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The geometric secret of Stradivarius

By Professor Bruno Barosi. director of the acoustical physics laboratory,

Cremona Institute of Violin Building.

Professor Barosi delivered this speech to the conference
“Giuseppe Verdi and the Scientific Tuming-Fork ™ hosted by
the Cint Foundanon and Levi Foundation ana organized by
the Schiller Instizute and the halian Harpsichordists Assoct
anon. on June 20, 1989 in Venice, ltaly. An account of the
conference and some of the other key speeches appeared in
EIR Mo 13, Aug 18. 1989 The conference pivoted around
the theme of the need to return to Verdi's tuning fork o
A =432 which is the highest possible setmng for a Concert
A based on the “physicist's puch” of muddle C set ar 256
Her1z Already supported by a majoriry of the leading opera
singers. this iminanve, prompted by the scienufic work or
Lvndon LaRouche and the discovery that Verdi had backed
a decree to establish A =432 in [1aly in 1884, has won in-
creasing approbation from leading instrumental musicians
as well

As an expert on the old Cremona violins, the most irea-
sured n the world, phvsicist Bruno Barosi lent his author:-
tative voice 10 the drive to return 1o the lower tuning. siarting
with the Schiller Institute' s first conference on the subject. in
April 1988, and has since actively promoted ltalian legisia-
non in that direction

Our violin building schocl had already been concerned with
this problem of the tuning fork. when the Schiller Institute
raised 1t with us, because the problem of the preservation and
utilization of the instruments of the ancient Cremonese school
has alwavs been a live problem. both for the instruments
belonging to the City of Cremona, and for the instruments
belonging to the greatest concert arnsts

Parenthetically, what 1s most often heard or wrnitten about
the famous Cremona violins i1s-—puting 1t kindly —fables
*The secret of Stradivanus was in the vamish,™ or “the secret
of Stradivanus was that he went around at night knocking on
the trees to find out the fundamental note upon which to buiid
the vioiins.” Stradivanus was a person of great acumen and
outstanding sensibility, living 1n a tme. the |8th centur,
when 1n Cremona there was a flounshing school of physics
and mathematics of Beltram: and Cusanus (not Cusanus the
Cardinal). Gardanus, and other persons who gave nse to »
hotbed of 1deas which Stradivanus probably drew upor a
great deal. and to which he added his personal abilities and
sensibilines

The violin—as well as the viola. the violoncello—is an
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instrument which 1s extremely contradictory from a physical
standpuoint 1t 1s a machine which plays two opposite roles at
the same time The first 1s a static role. The hightweight
structure (it weighs 220-225 grams) must hold a tension, a
torce. in order for the stnings to sound. of about 21-22 kilo-
grams, which then presses on the bndge. and hence on the
curvature of the soundboard, which at the center. at its great-
est thickness, 15 3 millimeters of wood, at around 8 kilo-
grams. At the same time. it must be capable of moving.
oscillating around a position of equilibnum, and hence of
vibraling. maintaining a constant stanc equilibnum. Such
structures in physics are cxceptional. The exceptionality 1s
given by the fact that the violin. like most instruments, was
born as an imitation of the human voice (people say the violin
has a2 human sound. which 1s emotionally moving) and not
vice versa

So there 1s an adaptation, and the secrer is that this “box™
(which you have probably heard called a resonating box , but
this is incorrect). is a coupler between the strings (which are
the sound source) and the air of the environment surrounding
the instruments. which is the “charge” or utilizer. It’s a very
simple companson: From a cybemenc viewpoint. the violin
1s a “nonstable multivibrator™ and 1s comparable to an elec-
mcal transformer, which everyone 1s acquainted with. The
“pnmary” is the stnngs, the “secondary” is the surrounding
arr. and the coupler. the magnetic core, is the box itself.

The discovery of this optimal coefficient of coupling lies
in having correlated the internal volume to the external sur-
face When one talks of raising the frequency (all the instru-
ments of the old Cremonese school having been “tortured,”
insofar as not one of them sull has its onginal fingerboard),
the desire to make them play at a higher frequency involves
an adaptation of the system, which cannot help but intervene
on tundamental parts of the system

What happens when you raise the pitch

You cannot go and remake the height of the nbbing to
varv the volume, as the surface would remain the same: the
coefficient would vary. for which reason the sononty of the
instrument would diminish a great deal. So one has to n-
crease the tension of the stnngs. To streich the strings means
10 increase the tension by about 4 kilograms. To increase the
tension by 4 kilograms involves an increase in the forces
which are distnbuted on this structure, which can be com-
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FGURE 1
Parts of a violin

pared 10 an egg: If you grab an egg in the muddle of its points
you cannot break it. because the sum of forces is equal to
zero, so it is i perfect equilibrium. If you analyze well the
form of the violin. the sum of all the forces equals zero.

If 1 increase the tension. even though going from 21 to
25 kilos is not excepuonal . the overstress on the instrument
is not just the result of the amount. but above all of the
duration. A structure of this type, stressed for extremely long
peniods, will give way, because the discovery. the “novelty™
introduced by Stradivanus with respect to the previous school.
that of the Amati, was precisely that of slightly varying the
curvature, of not attaching the table by means of a joint, but
of gluing the table: and hence statically speaking, a table
which rests at its two extremes. has a greater nse than a slab
which is joined at its two extremes

This is the reason why the Stradivanus violins have more
sound. and the perfection of the form 1s the reason why they
sound better. It relates to having a loud sound and a pleasing
sound—the color of the sound. we call it imbre—the psy-
chological response which the human brain gives to a vibra-
tion between 16 and 16,000 Hertz, although now that we
have become deafer, and the norm goes from 20 to 20,000
Hz. The heanng threshold has increased in intensity, and the
psychological response 1s proportional to the loganthm of the
stimulus, 1.e.. it is not linear, it 1s a loganthmic spiral which
goes back to the theory of sound. of the harmony of the
universe developed by Jonathan Tennenbaum [see EIR Vol.
16, No. 33, page 30).
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FIOURE 1
interior of a violin

a Soundpost
b Bass ber
¢ Table (eily)
d Ribbing

@ Back

The soundpost {a) set under the right foot of the bridge, transmuts
vibrations 1o the back of the violin (e). The bass bar (b), glued io
the back of the table (c). stiffens the bodv and distribuses the
vibrutions.

To increase tension means to shornen the average life of
the instrument. When | said these things for the first ime,
Uto Ughi blew up. even though he 1s a friend. and said it was
not true. | told him that within five or six months his Strads-
vanus would have to be rebuilt. The Amaus in the collection
of the City of Cremona are not fit for concert use, exceptin a
hall half the size of this one, because since they are earlier
than the Stradivanus structure, they no longer hold the ten-
sion and they are instruments on their way down—museum
pieces.

The preservation of this patnmony 1s a preservabon whuch
forces us. as a moral obligation. to hand on to those who will
come after us the masterworks of human genius, of Man-
kind's creativity. They are unrepeatable instruments. Our
violin building school makes very fine instruments, but they
are not Stradivanus violins. which are unrepeatable, because
like ail the works of the human genius, just as Man is unre-
peatable, each of us 1s unrepeatable, and w0 the works of
human genius are unrepeatable

The increase 1n tension involves a significant shortening
of the average life of the instrument. The great concert aruists
who streich their stnngs 10 445450 will soon realize the
damage they are doing to their instruments—damage they
try to fix, as some have already tned to do, with a very bad

EIR September 29, 1989




The spectrographic profile of the ‘Omobono’ violin
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restoration, i.e. by replacing the bass bar, reinforcing the
table, above all under the soundpost. because increasing the
tension on the strings means increasing the rezcnon. which
tends 10 flatten the back and arch the table. This means a
distinct upward reacnion which compresses and flantens the
instrument, with the damages that are provoked. not so much
by the increase as by the length of time of this increase  This
is what really brings on the iliness of these instruments.

The crucial experiment

It was also necessary to demonstrate that by returming to
A =432, without changing anything of the interventions al-
ready camed out on the instruments, that not only was the
instrument better off from the static standpoint, but—whai
really counts—that the instrument was better from the sound
standpoint, both in terms of emission, that is. quanuty of
sound. and in quality of sound. So we took a great viohinist,
Norbert Brainin, and a great instrument, a Stradivanius. We
took the Stradivanus to be analyzed, monitored, we gave it a
“check-up.” The “check-up” gave these results: With the
Verdi A, not only does the instrument sound louder, but 1t
sounds better, it satsfies the listeners better, and it has an
exceptionally pleasing timbre. The resistances are signifi-
cant, above all from the modern stng instrument makers,
because the devil is always making pots, but not lids. So the
violin builders, even those of the same school, who had
started to waver, have had to become become aware.

Now [ will show you the graph of the Omobonus Strad)-
varius of Brainin, but also the Cremonese 1715 du Cremona
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(Figure 3). They have a typical Stradivanus profile like an
1.D. card. You can see right away if an instrument is a
Stradivanus or not from the spectogram. The greatest re-
sponse in breadth and hence in sononty, and as a result In
umbre, is given by the instrument at 256 Hz, that famous 256
Hz which is the C natural invoked again this moming. this C
that reflects the harmony of the umiverse and so forth. The
envelope of Figure 3 is charactenstic. This point which 1s
around 80 Hz is the resonance of the box. which is why the
construction of the instrument is such that according to Helm-
holtz’s rules it sounds only at integral multiples of 80 Hz 1|
will now show you the spectrographic analysis. that is the
charactenstic makeup of the sound. 1.¢. the formants which
define the timbre, of the Brainin Stradivanus tuned at A = 432
and A=440. You will see that in companson to the 440
tuning, with the 432 wning the Stradivanus violin has a much
ncher sound, a much more “pleasing™ timbre. This test was
not conducted on some crummy violin, with some poor fid-
dler. You will hear the difference berween the same Bach
prece executed with the tuming at 432 and at 440. The person
playing 1s Brainin. on a 1736 Stradivanus

In closing, 1 would say that we have to thank the Schiller
Insutute and above all the inventor and promoter who gave
the first spark to this iniiative, Lyndon LaRouche, with an
ingemous intuition, which has since been backed up by the
facts. | think that the scientific demonstrations reported are
obvious, and that they show that the retum to A =432 not
only will prolong the average life of these instruments, but
will also cause them to be more appreciated
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After junk bond
collapse, time to
change course

by Chris White

Friday. the | 5th of September, 1989 will be a day that goes down in history. That
was the day Canadian financial front-man Robert Campeau finally defaulted on
$450 mulhion of interest payments due the investment bouse First Boston, and
brought down the junk bond market.

Campeau is the nominal head of the Canadian Campeau Corporation, which
fronted for the leveraged buyouts of Allied Department Stores. for $3.3 billion in
1986. and Federated Department Stores, for $6.7 biilion in 1988. The default sets
into motion the deflationary collapse of some par of the approximately $20 trillion
worth of claims of debt and instruments of financial speculation accumulated
against the U.S. economy. in particular, duning the course of the so-calied Reagan
Recovery of the penod 1982-89. It also sets in motion a plunge into the depths of
the worst economic depression of the century.

Campeau’s default sealed the doom of the estimated $200 billion per year
market in below investment grade secunties, known thanks to the press mavens,
as "junk bonds.” On Wednesday, Sept. |3, the market in junk paper went through
a collapse. comparable—according to dealers like those at Lazard Fréres—to
what hit the world’'s stock markets in October of 1987. On Thursday, Sept. 14.
things were no different. Campeau’s formal default. on Friday afternoon. now
means that devalued junk paper will begin to bring down the face value of all
interest beaning paper to 1ts own level

In that sense. on Fnday, Sept. 15. we entered a deflationary spiral. According
to the jailed U S. economist and congressional candidate Lyndon H. LaRouche.
“Forget about the events leading up to. and including last Friday's crisis. The
question now 1s, what 1s the rate of the acceleration of the spiral, has it moderated,
has 1t slowed temporanly? Nevertheless. it is inexorably going to continue. It is
not going to reverse. It1s going to accelerate.” The question also is, what has to
be done to get out of it. and who is capable of doing 1t? W »

Alone among U S polincians, and also among the so-called economists,
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Robert Campeau's junk bond empire hits the skids. as the retail

their debi payments. were put on the black list of their suppliers
. . (background photo)
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LaRouche stands vindicated by what happened on Fnday,
Sept. 15. He has wamed. since early June of 1989, of the
potentials for another seismic market shock this fall. Since
carly September, he has been warning, from his jail in Roch-
ester, Minnesota, that the uming for such a fall collapse.
could be anticipated around Oct. 10, plus or minus the few

days necessary for the results of the quarterly settlements of

accounts now under way, to sink in. It was LaRouche too.
from June of 1987 onwards. who projected the timing of the
October 1987 stock market debacle, which became known
after Oct. 19 that year as “the market meltdown.”
. LaRouche’s record on such matters is to be compared
with the program of the present Bush administration. since
the President’s Jan. 20 Inaugural Address. The President,
and his top officials. like Nicholas Brady at the Treasun
Department, have insisted that everything is under control,
and can be kept under control, including such matters as the
~ insolvency of the savings and loans, and the collapse of
Ieadmg Third World debtors
=~ The default of Campeau. and the accompanying collapse
- of junk paper, ought to be taken as proof positive that they
and their crisis management co-thinkers have been absolute|y
e WTONE. When it comes to matters of the economy and hnan-
‘cn.l policy, they do not know what they are talking about
i Because that is the case, nothing they have to say about any
PUer matter, no matter how obsessively they believe i, will
C £ mnch)mpm either, because the world isn't organized
N\ Mn_kll!o be, and their nt{cmp‘tsiod_o :thl they

chains «
and found themselves shunned oy the Wall Street markets

wned by s Canadian Campeau Corporation defaulted on

intend. including the cnsis managers’ favonte occupation of
buving time. will consequently be more and more visibly
counterproductive

Publicly. Bradyv from the Treasury, and the faceless bu-
reaucrats at the Federal Reserve. continue 1o insist that ev-
ervthing 1s under control “No banks will faill because of
Leveraged Buyouts.” a widely reported. but wisely anony-
mous Federal Reserve official told the press Sept. 15. His
remark was part of a coordinated effort to squelch rumors
that as manv as three major New York money center banks,
and at least two investment houses, had gone, or were about
to go belly-up. The same day, Treasury Secretary Brady told
the Nanonal Association of Secunties Dealers meeting in
Washington D.C . that leveraged buyouts are okay, because
“there are literally assets behind 1t ™

Given the record. 1t 1s better to be more concerned about
what LaRouche has to sav now . and attnbute ciimical signif-
icance to the utterances of his opponents. In statement from
the Rochester. Minnesota federal pnson on Tuesday, Sept
19, LaRouche advised. “The only interesting distinction to
be made now 1s not a question of 1if there 1s a crash coming
The crash has happened Now. the question is, when the
shock effect of the crash is teit It 1s now a matter of the
acceleration o the deflauonary spiral, which will continue to
accelerate at either a slower or taster rate anvway . The ques-
tion 1s, will the rate of acceleration reach those velociues
which will cause a shock effect 7 The depression is now
on The biggest depression of the 2Uth century 1S now in

Feature ;. 23

*m"”lﬁ

= ri\,







m.f
.~

progress. It’s on. The only thing to be concered about. in
terms of that itself, as [ have indicated. is whether the finan-
cial shock effect happens now in October, or whether ut
delays itself into March.”

TR T R

Which stage of bankruptcy are we in?

LaRouche has previously warned, given present desper-
ate efforts to roll over—yet again—the quarterly maturing
portion of debt service and claims of approximately $20
trillion of combined debt and speculanve income claimiug
instruments, that 1t would be much better to take the crash
now, than delay, nll say March, for a far worse crash later

Choice of words, given the associations of everyday usage,
inevitably leads to some confusion in this respect. When
people think of the events associated with the word “crash,”
or “collapse.” 1 this context, they think of the kind of event
that happened on Oct. 19, 1987, oron Oct. 29, 1929, oreven
of the day when Franklin Delano Roosevelt shut down all the
banks, and declared a bank holiday. to avoid panic-stricken
runs against the banks.

What people think of in this connection—even if those
with direct. or even indirect, knowledge of what happened in
the 1920s and 1930s, are diminishing in number—is the third
and final level of bankrupicy. The deflatonary collapse spiral
which will follow from the shattering of the junk bond market
is the beginmng of the overdue phase of runs-against-the-
banks. Runs-against-the-banks are the third and last level of
bankruptcy. Financially, at the second level, the system has
been bankrupt since 1984-85. And, economically, at the first
level, the economy has been functioning below its breakeven
level since the period 1979-82

If the economy is below breakeven. not enough wealth is
created, through production, to cover the physical costs and
expenses of maintaining the society's existence. That is what
has happened with the United States, as is demonstrated by
the increasing poverty, unemployment, continued under-in-
vestment in maintenance of plant, equipment, and infrastruc-
ture, and incapacity to produce more than four-fifths of whai
1s consumed, that have been the hallmarks of the “prospenity”
that was called the Reagan Recovery. And. the world as a
whole 15 in much worse shape on this account, than is the
United States. in part because U.S. refusal to produce for its
own consumption, has been robbing the means from those
who would otherwise do so

Financial paper builds up

If on top of that. financial claims are permitted to increase
bevond the capacity to service those claims, financial bank-
ruptcy ensues, for the fiction that claims against wealth are
being honored 1s maintained by either pnnting money, or
creaung new atles to wealth. Then comes the tme. like
Friday the 15th, whea it becomes clear that paper as paper,
isn’t worth anything if it can't be converted into goods. And
then, in the third and final phase. the sccumulated, effectively
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unsecured paper, is deflated back to an approximition of the
level the shattered economy can support

Since CSPCL‘I&”}' !(’87, the s]'OMh Q['Junk fx)rn‘]-hnmcuj
leveraged buyouts has beer used 1o postpone the day of
reckoning for what was to come. In part. this had to do with
the clections in 1988—no financial inconvenience, in the
form of bank panic, could be permitted to interfere with the
smooth orchestration of the 1988 election results—and in
part with the dominant financial powers attempting to hold
on, at any cost. 10 their power. For the policies of before the
clection did continue after it. As part of this effort, for ex-
ample. interest pavments on some of the leveraged buyouts
of 1987 and 1988 were delayed, by 18 months to two vears,
and even lcnger, in the case of RJR Nabisco

Now, the day of reckoning has come. The coming crash
will not only sweep away those whose opposinon to what
LaRouche stands for led to his judicial frameup and jailing;
it will also sweep away the financial insututions on which
their power depends. And thcn what w1ll replace them and
their methods” . . "< 57

The above might describe th: form cof what has occurred
and is about to occur. But the point is somewhat different.
What is the difference on these questions between LaRouche,
who has successfully projected developments on the financial
and economic froet; and not just over the last few years, but
back into the 1950s, and those of his opponents, who have
obsessively msmdmnlfnmg For. if he has been
boroe out by lhcoocmofmu it 1s not he that 1s wrong,
butﬂ)oscofh:so;ponmuwhomsanclv insist that their way
of doing things-—despite the patent disasters that have en-
sued. and the far greater ones that will—is the only one
tolerable. This difference i3 a matter of method.

To change the course of events that have been unleashed
since the collapse of the junk bond market on Sept. 15,
methods must be changed. The only available alterna®ive w0
that which leads predictably, and repeatedly to disaster, de-
spite the insistence that everything is really under control, is
that developed by LaRouche. This question of method, be-
tween LaRouche, who has been right. and those of his op-
ponents who insist that they in any case have the power to do
what they want, despite the fact that they are repeatedly
wrong. 1s chief among the reasons why LaRouche is n jail.
Those who would not give up their power. knowing that the
way thev used it led, and leads to disaster, are about to sec
the basis of that power destroyed. -

The laws of physical economy T T
LaRouche calls the method he invented the method of the
ontological transfinite. The method 1s based on the discovery
and mastery of the knowable principles of physical lawful-
ness which have mlkmlnhlldnmque Ofl.llwm
tion ;‘4{‘4 A 3 ol 2

oF- ke

e e e
way Ourmﬂ“ b * o’

L '_“,_

her0 - 1089




the recorded history of the species, and its pre-history. and
the history of the universe as a whole. The one thing we do
know with certainty is that we will die. If all we crave are the
pleasures and so-called gratifications of the flesh, which last
but an instant, what 1s that bnef life worth. relative to the
eternity that is the history of the human species as a whole”
Such pleasures don't outlast the body which craved them
How then can we ensurc a purpose that this bnef life given
us has some durable meaning. that will endure afier we and
our generation are gone. and make our lives worth living 1n
the eyes of those who come atter us, as ennching the totality
of that which went before’

The answers come from human history as a whole, and it
is from human history as a whole . viewed from the standpoint
of the mortality of the individual, that the fundamentals in
LaRouche's method. including its application 1n economucs,
are posed. In human history the efficacy of the ontological
transhinite as the ordening principle of physical lawfulness in
the universe is reflected as an increase of man's potenual
relative populaton-density The anthropologists assume.
wrongly, for reasons which can be found in LaRouche 's book
So. You Wish to Learn All Abour Economics? and There Are
No Limuts to Growth that the earhest form of human society
is that which they call hunting and gathering. Given the land
area required to support an individual in that mode, the pop-
olation potential could never have exceeded more than a
couple of million such individuals. Yet over.the course of his
existence, man has increased his potemtial by three orders of
magnitude, to 5 billion today. with the potential for 50 bil-
hon, if the technologies available today were efficiently dif-
fused

Alone in creation. man has transformed the conditions of
hts own existence to so progress. The progress can be mea-
sured in the reduction of the number of improved, cultivated,
and inhabited hectares required to support the human individ-
ual, or nuclear family reproductive unit. Land is defined as
habitable or cultivable by the level of technology available to
make the improvements which produce the increasing den-
sity of population. The increase is relative to the potential
defined by the technology. The better, however, any such
society within the history of human development increases
its population-density, within a particular mode of techno-
logical organization of its labor. the more surely such a so
ciety 1s doomung itself, sooner or later, to extinction. For the
resources defined by any particular technological mode ot
organization of labor, are finite relanve to that mode of or
ganization. The more successfully such a society exploits
such resources, the more surely they will bc&pleted relative
to the possibility of such deplenon e

Each such mode of organization of labor corT:lntc‘ with
a charactensuc division of the population between urban and
rural, agricultural and non-agricultural, and with the life ex-
pectancy. effective working life. and the educational leve|
required to producx a next generation of workers.
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Progress can be measured in the reduction of the

number of tmproved. cultivated, and inhabued hectares
required ro support the human individual. or nuclear family
reproductive unit. How many people can be fed by a hectare
of land cultivated by the Indwan farmer’'s primutive means’
How many using the lowa farmer's powerful tracior and
automazed feeding equipment?
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The subject of economics. as human history as a whole,
is the mastery of the knowable pnnciples by which the trans-
formation of human society, through transforming the tech-
nological organization of labor, might be accomplished such
that human society endures. How to organize the work of this
generation such that one might be reasonably assured, at the
end of one's life, that the grandchildren might be able to
undertake the same task as it presents itself to them. Primary,
then, is the development of the creative powers of mind of
the individual at the service of the species as a whole

There is an unbridgeable gulf between this type of ap-
proach, and the methods of ¢nsis management that have
domnated over the last years The differences concern the
respective conceptions of man and the universe, such that the
cnsis manager, with his insistence on getting through the
next week, without the appearance of disruptive cnisis, em-
phasizing in his practice the fixity of the human identity,
must thereby side with the lower beasts against the human
species . And since the creative powers of mind, which alone
distinguish man from the beasts, are denied. such cnisis man-
agers, as the ones who have administered the affairs of state
in economic and financial policy for the past generation, must
axiomatically be incapable of dealing with areal cnisis. never
mund the kind of cnisis that was unleashed on Sept. 15

Desperation measures

So far, their effort has gone in the direction of antempting
w0 hold together the financial situation. Ultimately, whether
next month, or next March, this must prove to be as effective
as the efforts of the little Dutch boy once were to plug the
hole in the dike. The financial situation cannot be heid to-
gether because it is bankrupt. Yet they insist on coming up
with the same type of insamties which drove the economy
below breakeven. and bankrupted the financial system. The
Comptroller of the Currency, an official at the Treasury De-
partment named Robert Clarke. has a proposal to halve the
reserve requirements of the banks. This translates into per-
mitung the banks to double the volume of liabilities they may
hold against the same level of reserves. It makes their bank-
ruptcy worse. And it will make the crash worse when 1t
comes. Clarke claims the proposal has the suppor of officials
at the Federal Reserve, as well as the Treasury

The Federal Reserve has approved regulauon changes so
that the banks may market their loans as secunties. This way
assets, which are no longer performing at face value. no
longer need be kept on the banks' books; they can be sold.
for a commussion. which counts as income, and passed around
from bank to bank. like the proverbial hot potato. This doesn't
help either. It simply increases the velocity at which the
fundamentally bad paper 1s cycled through the system. there-
by presumably reducing the nisk to any particular part of the
system at any particular ime

These are the kind of desperanon measures being put
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forward, by those who do not know the proper function of
credit and finance. 1o get through the weeks ahead, by any
means The crash of Campeau and the junk bond market will
ultimately spell the end for that too. But the question is how
fast it will do that. Fogby such means a bad crisis now, will

become a real caustn%:y the lpnng,.

Basis of credit policy « ga -

Credit and monetary policy oughl not to be a mystery
Money surely does not grow on trees, but it does come out of
a prnting press. Whatever the orthodox say. money happens
to be created by political fiat. There s a level of wage and
salary income. combined with investment and maintenance
requurements. which permits the economy to function at the
raie of advance 0 productivity required to maintain an in-
creasing rate of increase m potential relative population- -den-
sity. Attoday s usury- and speculstion-bloated currency lev-
els, this would be the equivalent of about $5 trillion per year
in current dollars, ., ¥ -ﬂﬂg‘- .

Since we do not produce at those Icvr.ls nor do we have
sufficient workers with the surviving skills to produce at those
levels. 1t would be'insané tn;lnl&mvolumc of money and
put 1t into circulation. There js nothing to buy with it. But if

the lifetime of n‘Ww is ex-

tended relative to dg thre

ducuve 1mpmvem=uts
culable as sclf-financing e :
ofpmjucnurvmcrnmddad*mmﬂ:poweroﬂabor
Such credit can be mooetized 30 long as the moncy created
doesn’t exceed the cheapening effects of the productiviry
increases. andthcvoim:dgood:pumcmlmonm-
creases. This way umhmmm in a seli-
sustaining way, mdﬂnhhmwm(xﬂedloﬁmnonas
they should.  + - W . -

Campeau’ swwmwhnnmy
15 used tormeoppom:purpo-e'bnrmgienuhndsca-
pacity to cnsure his'own survival, through usurious debx.
Mghﬂwqmdmcmhuwmmtylwhﬂdtplu
ofcvcmswallpmoeednmbd the outline of the econom-
mandﬁnancu}comeqtmces Emofmumdwl-
nerabilities, is clear enough,-$0- substantiate LaRouche's
warning that it wm‘benutfdxmu-psebcnkmnou

The financial consequences are_one part.of the matter.
Campeau defauhted oa Friday, Scpt 15: the approximately
$200 bilhon per &  in below invest-
ment mdcjunkwco h!‘-ﬂﬂll’lg Scpt 13..This 1s
the markclwhae ﬁmboelﬂmsndbw

ction myolvmgbdawmvmncnlp:d:
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would rapidly go the way of Campeau.

The market 1s pnmarnly handied by the large investment
houses, among them Drexel Burnham, First Boston Corp.,
Mermill Lynch, Morgan Stanley, and Goldman Sachs. These
houses have been left holding both the devalued paper from
the panic which erupted Sept. 13-15, and at Jeast $7 billion,
and certainly in excess of $10 billion worth of new junk bonds
which were slated to be introduced to the market for the
refinancing of old deals. or to facilitate the financing of new
deals, such as the 1n-progress buyout of Time-Life

Eenly, the Wall Street Journal had begun to run, by Sept
21, the same kind of articles that were published atter the
stock market crash of October 1987. Exactly, how does one
compute the attnbuted value of this paper. is the question
now being asked? The answer is, at whatever the price the
so-called market will bear, and if no one will buy the stuff,
then it is no longer worth the paper it is printed on - So at first
sight, the investment houses which hold the collapsed and

it

g i e
the unsold paper are. 5o to speak. in very bad shape.

But it 1s worse. The takeover binge since 1987, based on
the continual upward motion of the Dow Jones Index, prom-
ising vast rewards if new, higher stock values could be cashed
in on by selling off companies with lower book values than
their stock or other assets, has contaminated all financial
values. With the collapse of the market in junk debt, already
all other paper outstanding has effectively been collapsed to
this discount already reached in the junk markets. It is only a
matter of ime before this becomes perceived as the shock
effect devaluanon of all paper instruments

Before the second week of September, the Secunties and
Exchange Commission was investigating the extent to which
mutual funds, and other institutional investors, were over-
valuing holdings of junk investments. Charges ranged from
as much as 30% over what the paper would command if sold.
to as low as 5-15% below. The collapse of Sept. 15 makes
those numbers conservative.

LaRouche’s proposals
for economic reform

Lyndon LaRouche s major initiatives in the ecoromic do-
main prior to 1985 were encapsulated in the 1985 book.
Program for America. 1ssued by The LaRouche Demo-
cratic Campaign. Other publications listed here have ap-
peared as books or articles. This list is exemplary, but by
no means comprehensive:

April 24, 1975 International Development Bank
proposed in Bonn. West Germany

Oct. 19, 1979 Warming that Volcker's high-interest
measures will lead to disaster.

Aug. 2, 1982 Publication of Operanon Judre:, a
book-length proposai for turning the [bero-Amenican debt
cnsis into a continental Common Market and a worldwide
economic boom

June 1983 There Are No Limits to Growth, 225-
page book published by the Club of Life

February 1984 So. You Wish 1o Learn All About
Economics? A Textbook on Elemenmtary Mathemancal
Economics, 191 pages

1984 Nationally televised presidential election cam-
paign broadcasts: Feb. 4 “Stopping the Worldwide Eco-
nomic Collapse.” March 17 “Great Projects vs. Kissinger

_Genocide.™ April 27 “The United States Under President

Reagan’s "Hoover' Recovery.” Jume 1 “Stopping the
Present Spiral of Worldwide Financial Collapse.™ Sept. 3
“The Emerging Food Crisis in the United States.”

April 1985 “The Global Financial Breakdown Cri-
sis,” introduction to the EIR Quanterly Economic Report.

Angust 1986 La Imtegracién Ibero-Americana, 340-
page manual on Ibero-American integration based on
LaRouche s Operation Jufrez, with introduction by Lyn-
don LaRouche. Senalized in EIR in 1986-87.

Jan. 30, 1988 LaRouche outlines “The Tasks of
Establishing an Equitable New International Monetary
Order.” at a conference on the collapse of the Bretton
Woods System. in Andover., Massachusetts. (Published
in Development Is the New Name for Peace. Schiller In-
stitute, 1988

March 3, 1988  [n “The Woman on Mars,” a nation-
ally televised presidential campaign broadcast, LaRouche
outlined the enormous profit to the civilian economy to be
expected from a 40-year program to colonize the Moon
and Mars

July 19, 1988 LaRouche at Democratic Convention
in Atlanta, Georgia wams delegations that U.S. food de-
liveries to U.S.S.R. could become tnigger for war. Organ-
1zing begins for Food for Peace movement, which is
founded in September in Chicago '

Oct. 12, 1988 At a press conference in Berlin,
LaRouche outlines a policy to bring about German reuni-
fication by “economic diplomacy,” establishing “food for
peace” agreements in which the U.S. and Western Europe
cooperate o rebuild the economy of Poland.

EIR September 29, 1989

)

-4 v 27 -
= * ol - - 3

A




2

O

The junk bond disease 1s hitnng at all levels of the
economy: from the big banks with more than 31 billion in
loans. such as the ive-times-over bankrupt Manufacturers
Hanover. 1o the chains that run food. department, and
conventence stores, such us 7-Eleven
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The largest holders of the junk paper issued by the in-
vestment houses are supposedly the mutual funds and the
insurance companies. This is according to a recent study by
the General Accounting Office. Those agencies are supposed
to hold in excess of 30% of all the junk bonds issued. Pension
funds. individuals. and savings and loan institutions each
hold between 7-10% of the rest. Among the pension funds
with significant LBO exposure are those of New York State,
which has backed the junk i1ssued by Kohlberg Kravis and
Roberts in support of takeovers since 1984, and the pension
funds of Massachusetts municipalities. The trust funds of
Harvard and Yale universities have also been put into junk

So these are among the insututions which will be affected
by the spreading losses.

How major banks are affected

The financing for the takeovers and deals represented by
the LBOs has been extended by the major banks. Generally,
for each such takeover, the ratio is in the range of one part
junk bond to four parts other debt; bank direct lending now
accounts for two of the four parts, and indirect lending,
through intermediaries such as specially formed limited pan-
nerships accounts for the rest.

For each dollar of junk debt which collapses then at least
four dollars’ worth of associated financing comes down 100.
This is minimally $1 tnllion, given the $200 billion second-
ary market in junk. This is about the same magnitude as the
amount of stock that was liquidated during the Oct. 19, 1987
panic

The loans 1ssued by the banks to finance the deals tum
sour as well. Paine-Webber estimates the exposure of banks
which have committed more than $1 billion to junk bond
financing at about $40 billion; othe- estimates, for example
that of Financial Times columnist Anatole Kaletsky. put the
exposure at approximately $150 billion. On the low estimate.
all banks with more than $1 billion of loans, with the excep-
tion of Citicorp, North Carolina National Bank, PNC Finan-
cial, and J.P. Morgan, face losses in excess of their paid-in
equity from the collapse of the junk bond market. and the
collapse of the non-junk paper associated with that paper. On
the higher tigure, all. with the possible exception of J.P
Morgan. face such losses. Among them are Manufacturers
Hanover (bankrupt five times over), Mellon Bank, Bankers’
Trust. Wells Fargo. Bank of Boston, Chase Manhattan, and
Bank of Amenca (bankrupt twice over), First Chicago,
Chemical Bank, and Security Pacific (bankrupt once).

The tinancial pundits sav. don’t worry. After all, LBO
exposure 1s only about [5% of the total new bank lending of
€1 tnilion since 1979, and only about 7% relative to all bank
lending Bankers' Trust reports that if it had to give up buyout
lending 1t would lose the source of 30% of its earnings over
the last years. Bankers' Trust does not report what would
happen if 1t had to wrnite off its LBO debt, or face the cost of
the devaluation of the paper. ... .. . ____ .. _ .

EIR September 29, 1989



On Sept. 8. 1989. EIR published a study warning that the
effort to service. or maintain, the income claims of the ac-
cumulated $20 trillion of combined debt and speculative pa-
per would lead to a rin-against-the-banks type of cnsis this
fall. The paper asscciated with leveraged buyouts was iden-
tified as one of the three most likely triggers for the overduc
eruption of such a cnsis. The other two were the market 1n
morigage-backed secuntics, and the offshore speculative
bubble epitomized by the banks’ so-called off-balance sheet
Liabihues.

The collapse of the junk bond market bnngs closer the
ultimate collapse of each of the other two tnggers. Much of
the junk paper. and associated lending, is ulumately secured
against the inflated asset values of the corporations bought
out. The inflated such asset values include prominently real
estate, to realize funds to pay down debt that cannot otherwise
be serviced, assets will have to be put on the block. The
assets, including the real estate, will not command the pnice
levels imputed them when the takeover transactions were
negotiated. The buyout management of RJR Nabisco has
already discovered this. It had planned to sell off RJR s Del
Monte unit. but was only offered half the estimated worth. If
that holds for the rest of RIR then the world's largest merger,
$25 billion, is now worth no more than $12 billion. and half
the paper associated with the takeover has gone. The deval-
uation of such assets, including real estate, will help bning
down the mortgage-backed securities market, and, by en-
couraging a pullout from the dollar, will mpc out the banks’
off-balance sheet liabilities too. .

Retail stores, supermarkets hit

The economic consequences are as drastic as the finan-
cial. Since the end of the summer vaction period an interna-
tional pattern has surfaced reflecting a cutback in consumer
discretionary spending caused by the overall drop in living
standards that follows from the imposition of austenty against
wage and salary incomes. The pattern has surfaced in Ger-
many with the bankruptcy of the Co-op retail chain. in Britain
with the financial problems associated with consumer goods
producers Magnet PLC, Ward White, and Gateway Stores.
and it is what has contnbuted to bringing the collapse of the
LBOs to the fore

Campeau. of course. is the nominal owner of Allied and
Federated Department Stores, bought out respectively in 1986
and 1988. The two run such retail stores as Bloomingdale's,
Abraham and Strauss. Jordan Marsh, Stems, Rich's, Bur-
dines and Ralph's Grocery of Southern California, among
others

Other retail outiits have gone over the edge already. and
still others are poised to go. Stores on the problem list account
for about 20% of the revenues from sales in the relevant
Commerce Department data. L.J. Hooker, the Australian
owner of the Bonwit Teller and B. Altman department stores,
has already filed for Chapter |1 bankruptcy protection from

.
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its creditors. as have the Dart Drug chain, Seaman's Furiture
of New York, the nation’s second largest furniture retailer,
and Cuisinart. makers of kitchen equipment. Others not so
far behind include Safeway food stores, the Southland chain
which runs 7-Eleven convenience store franchises nationally,
Circle K Corp., Kroger food stores, and Interco, a St. Louis-
based retail chain. And there are many more.

Behind the department stores and the supermarkets are
the food-processing companies like RJR Nabisco, Beatrice
Foods, General Foods, and Pillsbury, each of which was
bought out in the last years

Along with retailing and food processing. the collapse of
the buyvouts also threatens construction and real estate. finan-
cial services, transportation—especially the airlines, like
Eastern and Texas Air—and aiso the defense sector, through
such companies as Colt Industnes and Singer.

Again. the case of Campeau points to what can happen.
Federated and Allied were unable. by Wednesday Sept. 13,
to buy from their wholesale suppliers. Orders went out from
the factoring companies, like Heller Financial in Chicago.
waming suppliers of Campeau to stop. After the 13th, the
brokers said, you do so at your own nsk. The suppliers
include knitwear manufacturers, knitting mills, and home
furnishings manufacturers. And this is only the beginning.

The economic side will mean a new wave of unemploy-
ment. plant closings. the disruption of whole communities
and worse. It prefigures the plunge into a new depression, on
a scale infinitely deeper than that of the 1930s.

The combined economic and financial effects of the col-
lapse of the junk bond market mean that the policies which
have been dominant since recently— 1982, and the beginning
of the Reagan speculative bubble: and further back. since the
penod 1963-67, when the Establishment opted for the insan-
ity that became known as the post-industrial society, with its
violent hostility to the optimistic outlooks associated with
technological innovation and increasing capital and energy
intensivity—have also collapsed.

Those who have masterminded the |nc1'casmgly cala-
strophic policies of that penod of a generation are the ones
who insist, with the most vehemence, that they do not care
what LaRouche has to say, because they have their power to
do as they wish. Yet, LaRouche has been proven right, as
often as they. in their arrogance, have been proven wrong.

The collapse of the junk bond market brings the world to
a turming point. It can either go down an accelerating spiral
into the full horrors of depression collapse and financial chaos,
involving the wiping out of pensions, savings, health plans,
the loss of homes and jobs, starvation. or we can choose a
different course. The different course is not a matter of se-
lecung among a different set of administrative procedures or
recipes. it 1s a matter of method. Against all the others, who
have repeatedly failed. LaRouche is the one who knows not
only what to do, but how to do it. It is time the lessons were
learned from that before itis o late. .+ = © w44
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KGB strengthens its hand
in Soviet Politburo shakeup

by Konstantin George

Shortly before midnight, Sept. 20, the Soviet media reported
that a late evening session, devoted to “organizational ques-
tions,” which featured “frank and open discussion.™ had con-
cluded the two-day Communist Party Central Committee
Plenum, with startling resuits. Two leading factional oppo-
nents of Mikhail Gorbachov were removed from the Polit-
buro, while KGB chief Viadimir Kryuchkov was promoted
to full Politburo membership, strengthening the role of the
security service in the top Communist leadership body. Sev-
eral of his henchmen also received promotions

The shakeup boosted Gorbachov's power in the shon
term, although his rule will become increasingly in jeopardy
as the manifold crises that are wracking the Soviet Umon
continue to deepen. If the point 1s reached that Moscow's
collective leadership decides that the ulimate scapegoat is
needed. Gorbachov's head will cenainly roll—as indicated
by the dark warmings and coup rumors that are currently
circulating even in the public press (see article. page 32).

The official report of the shakeup read as follows: “The
Central Committee relieved Viktor Nikonov, Viktor Chebri-
kov and Viadimir Shcherbitsky from their posts as members
of the Politburo, Yun Solovvov and Nikolar Talyzin from
their posts as candidate members of the Politburo. as they
applied for their retirement. . . . The Central Committee
appointed Vladimir Kryuchkov. chairman of the KGB. to
fuil membership on the Politburo. promoted Yuri Maslyu-
kov, chairman of the State Planning Commutiee, from can-
didate to full membership on the Politburo . . . and promoted
Yevgen Primakov and Bons Pugo to candidate membership
on the Politburo.™

This announcement concluded an extremely tense and
acnmonious Centrai Commuittee Plenum Sept. 19-20, held
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against the backdrop of the economic crisis and nanonal
ethnic unrest sweeping the Soviet Union. The plenum, whose
main agenda item was the “nationality question,” had been
repeatedly postponed since June.

The ouster of three full Polithuro members and two can-
didate members was the climax to a series of quick preemp-
tive actions taken by Gorbachov, to forestall a rapidly grow-
ing coup or overthrow potential. He has succeeded, for now,
only through the decisive support given him by the KGB.

In the weeks preceding the CC Plenum, Gorbachov used
his powers as President to:

1) Take personal charge of the U.S.S.R.'s internal crisis
control system, wresting it out of the hands of ihe General
Saff;

2) Assume personal control of the Interior Ministry’s
300,000-plus Interior Troops. including the Interior Troops
component of the Moscow Gamson, ending the Defense
Ministry’s jurisdiction over the Interior Troops.

3) Take personal charge of the U.S.S.R. Railway Troops.
which had previously been under the control of the General
Staff.

While no firm predictions regarding personalities are pos-
sible regarding the wars in the Soviet leadership, the plen-
um’s outcome presages a brutal Stalimist resurgence. The
plenum'’s decision to move the date for the next Soviet Com-
munist Party Congress from March 1991 to October 1990,
defines an outer time imit when the final moves will be taken
to define the leadership for the early 1990s.

Gorbachov’s gamble

Gorbachov's power bid—and the promise of more purges
to come—were openly declared in his keynote speech to the
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plenum, the day before the lea shakeup was con-
firmed. He announced that the “Polithuro has proposed™ that
the October 1990 Party Congress undertake *“a complete re-
organization of the party and its ways of working. . . . We
must bnng in the most creative people and those who are
most in support of peresiroika.” He called for an “injection
of fresh blood™ into the party. making clear that. should he
get his way, many of the party’s present Jeaders. will not be
around come October 1990: “Several decisions made at the
27th Party Congress [March 1986] and at the 19th Party
Conference [June-July 1988]" have already become “obso-
lete. . . . A political and ideological struggle will be waged
on core questions of our development. . . . The Party Con-
gress must ensure a reorgamization of the party and ideolog-
ical unity on the basis o! perestroika.”™

He stressed that the purge process would begin well be-
fore the Party Congress. since “preparations” for the Party
Congress “must serve 10 renew the Party Commuttees at all
levels,” including the “Central Committee, which is growing
in importance.”

Gorbachov has won this round, but only, as so often in
the past, through the decisive intervention of the KGB. As in
his prior “victones.” this time 100, he has paid a high pnce
to his KGB benefactors. The institutional power of the secret
police unit, already immense. was further strengthened.

Through the KGB. Gorbachov was able to remove from
power Viktor Chebrikov, the extremely powerful Politburo
member who, since Sept. 30, 1988, had functioned as the
overall head of internal security. By ousting Chebrikov, Gor-
bachov scored a very imponant short-term gain, as Chebn-
kov was the key anchor man on the Politburo in any short-
term coup plot against Gorbachov. The other Politburo vic-
tims. Ukrainian Party chief Viadimir Shcherbitsky and
Viktor Nikonov, would also have joined a coup attempt.

Of the four promotions, three went to the KGB and 1ts
associates in the military-industrial complex, leading with
KGB chief Viadimir Krvuchkov, now a full member of the
Politburo. The second promotion to full Politburo member-
ship went to Yuri Maslyukov, a central figure in the military-
industnal complex. Gorbachov was unable to promote a sin-
gle loyalist party personage. such as Soviet Vice-President
Anatoli Lukyanov, who remains in the limbo of candidate.
or non-voting, status on the Politburo.

Kryuchkov's career in the past 12 months marks the most
meteoric nise of a secret police chief since Lavrenti Bena
dunng the Stalin regime. It was only last Sept. 30 that a CC
Plenum had named Krvuchkov. one of the closest protéges
of the late Yun Andropov, chairman of the KGB and later
General Secrctary and President. Before that, Kryuchkov had
served since 1974 as head of KGB foreign intelligence. Thus.
it took Kryuchkov barely a vear to make the jump from KGB
chairman to full Politburo membership. In companson. his
precedessor, Chebnkov, required two years and four months,
and Andropov required a full six years.

Buttressing Kryuchkov's promotion, two pedigree KGB
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figures, Yevgeni Prl.ov ard Boris Pugo, were clevated
to candidate membership in the Politburo. Primakov had
been, successively, the head of two KGB-linked think tanks.
the Orienta! Institute and the Institute of the World Economy
and Intemational Relauons (IMEMO). Pugo. the offspring
of a thoroughly Russified Latvian secret police family, dating
back to the post-1917 Cheka of Feliks Dzherzhinsky. is a
career KGB officer, who headed the KGB in Latvia till 1984,
when he was appointed Communist Party chief in that repub-
lic. As with Kryuchkov, Pugo was given a hefty promotion
at the Sept. 30, 1988 CC Plenum, when he was appointed
head of the Party Control Commission, a key vehicle tor
OVErseeIng pary purges

‘Resolute measures’ threatened

Thne record of the plenum proceedings, beginning with
Gorbachov's keynote speech. mapped a brutal future for
Soviet policy—with or without Gorbachov To wild ap-
plause. Gorbachov announced that a law would be passed to
ban “natonalist. chauvimst, and other extremist organiza-
nons.” adding that “the entire force of Soviet laws will be
apphied” to deal with national unrest. Similarly, stormy ap-
plause interrupted him when he denounced those “who shout
rubbish about independence,” or, as in the case of Lithuamia,
talk about “party federalism."” or “independence.™

Concerning the stormy situanon in the Baltic republics.
which were forcibly incorporated into the U.S.S.R. as a
result of the Hitler-Stalin Pact and World War 1l, and are
now demanding freedom and independence, Gorbachov did
not mince words: “There 1s no reason to call into question the
decision of the Baltic republics to join the Soviet Union, nor
the choice made by the people of these republics. Only ad-
ventunsts could propose to leave the Soviet Union.”

Gorbachov's wamnings to Armenia and Azerbaijan—
where a near-civil war situation is currently raging—were
no less blunt. He said that the crisis in these two republics
had reached a point where “unpredictable consequences™
could occur: “We face the need to adopt resolute measures.
We cannot permit anarchy and bloodshed.”

Speaker after speaker then rose to demand tough actions
against “nationalist extrernism.” Absamat Masaliev, pany
boss of the Central Asian republic of Kirgizia. said. “The
time has come . . . to bning to order those who openly speak
oul against our structure, our unity. sabotage perestroika.
and abuse democracy.”

Yun Yelchenko. a Ukraimian Party CC Secretary, de-
manded action against a “senes of independent formations
which have clear anti-socialist platforms, the basis of which
often lies in bourgeois nationalism.” He charged that such
groups are “especially active” in the Catholic Western
Ukraine, and then accused the newly formed Ukrainian na-
nonal Narodni Rukh (“Popular Movement™) of planning to
“seize power” from the Communist Party. Yelchenko de-
manded laws to ban “nationalistic or chauvinistic organiza-
tons and groups. ™
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Twenty-Five Years Since Khrushchov Overthrow

In Moscow, talk of coups, civil war

by Rachel Douglas

Coups are running a close second to queues as the number-
one topic of discussion in Moscow, as October arrives. The
coming month will see the 25th anniversary of the overthrow
of Nikita Khrushchov The discussions around that wa-
tershed are of more than histoncal interest

Back from a vacanon month away from Moscow. Com-
munist Party chief Mikhail Gorbachov took to natonal tele-
vision the mght of Sept. 9, to speak about “both conservative
and ultra-leftist artempts to discredit peresrrotka.™ as his “re-
structunng”™ policies are known. “From the midst of this
discordant choir,” Gorbachov intoned. “scare stones of im-
minent chaos and arguments about the danger of a coup or
even of civil war may be heard. It 15 a fact that some would
like to create an atmosphere of alarm. of there being no way
out. and of uncertainty in society.”

While Gorbachov was away, there was a wave of coup
scares. Some. coming from Russian Republic or KGB-linked
publications. were implied threats of a coup. Others came
from close advisers to Gorbachov and were couched as wamn-
ings that he might be overthrown if he did not receive greater
support. including from the West. But these stones are not
mere propaganda or scare tactics: underiying the talk of
“coups.” “civil war.” and “dual power™ are the economic
collapse. snkes. and ethnic clashes that have rocked the
Soviet Umon

On Aug. 16. the weekly Literaturnava Gazeta printed
the opinion of two professors. that the only force capable of
transtorming the “totalitanan™ Soviet system into “democ-
racy.” would be an “iron hand.” perhaps a Committee of
National Salvation. that enjoved total authonty to impose
reform. Gorbachov could be the dictator, thev proposed. or
¢else somebody else would be sure to take over. One of the
protessors. Igor Kivamkin, told the Chrisnian Science Mon
ior, "1 think |Gorbachov's] more likely to be an Allende.
someone who loses power because of his unwillingness to
use authoritanian methods. ™ Salvador Allende . the President
of Chile. was o