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MIDDLE EAST ® ISRAELI STATE

Israeli state terrorism

backfires

THE ZIONIST leaders have portrayed the murder of the
PLO’s number two leader, Khalil Al-Wazir (“Abu Jihad”), as a
reprisal for the Fateh commando operation at Dimona, the
Israeli nuclear center, at the beginning of March.

The latter operation was unquestionably inopportune,
coming in the midst of a continuing uprising by the people of
the West Bank and the Gaza Strip, whose moral strength has
lain in part in the fact that they are confronting Israeli forces
armed to the teeth with nothing but stones. But the murder of
Abu Jihad was as great, if not a greater error by the Zionist

leaders.

NABIL HAITHAM

Y KILLING Fateh's main military

leader and the chief of the PLO’s

department of the occupied terri-

tories, the Israeli state terrorists
thought that they were striking a major
blow to the Palestinians involved in strug-
gle. The result was the opposite. The mur-
der of Abu Jihad only provoked a new
upsurge of the Palestinians, helping to re-
vive the momentum of the uprising and to
further radicalize it.

The Zionist leaders’ notion that this up-
rising is “manipulated from the outside”
reflects a blindness that comes from their
failure to suppress it by forceful means.
You have to be blinded by a police con-
ception of history not to realize that the
power of the uprising lies mainly in the
forms of mass self-organization that it has
generated, the celebrated “people’s
committees,”

Uprising’s effects on PLO
leadership

The uprising is beginning to affect the
political behavior of the traditional PLO
leadership. Up until 1982, this was deter-
mined by an equilibrium between the pres-
sure of the organization’s money suppliers,
the reactionary Arab oil monarchies and
the pressure of the Palestinian masses. The
Israeli invasion of Lebanon in 1982, by
forcing the evacuation of the Palestinian
fighters from their autonomous power bas-
es in South Lebanon and Beirut, qualita-
tively shifted this balance to the advantage
of the reactionary states.

By creating a powerful mass movemeént,
which for the first time in the history of the
Palestinian struggle generated autonomous
rank-and-file organizations, the uprising

has naturally considerably reinforced the
radical nationalist weight in the political
balance the PLO leadership depends on.

Murder increased
radicalization

The murder of Abu Jihad both increased
this pressure and provided an opportunity
for making a shift. On the one hand, it in-
creased the radicalization of the Palestin-
ian people as a whole On the other, the
fact that Abu Jihad’s body was going to be
buried in Damascus was an opportunity
for renewing relations with the Syrian re-
gime, the sponsors of the radical national-
ist opposition to the PLO leadership. This
move was crowned by Arafat’s personal
visit on April 24,

It is too early to try to assess the per-
spectives of this new reconciliation and its
consequences. They will certainly be re-
flected on the ground in Lebanon, where
the uprising already put an end to the siege
of the Palestinian camp by the Lebanese
Shi’ite organization, Amal, which is allied
to Syria. We cannot predict what attitude
the PLO leadership will take over the long
term. It is probable, however, that as long
as the uprising lasts, the PLO leadership
will return to a course similar to the one
that it followed up until 1982.

This means that the intransigent Zionists
who reject a “negotiated settlement” will
find cause for satisfaction.

What conclusion should be drawn from
that? Certainly not that it is necessary to
return to a course of capitulation but, on
the contrary, that the illusory perspective
of achieving a settlement through the good
offices of Washington must be definitively
rejected. ¥

ONE OF ISRAEL’s more

recent international terrorist
operations before the
assassination of Abu Jihad
was the entrapment and
kidnapping of Mordechai
Vanunu, who had exposed
the Zionist state’s building up
of a nuclear arsenal. This
case focused attention on the
ruthlessness of Zionist rulers
both in Israel and
internationally. The following
article, written by a leader of
the anti-Zionist left, describes
the impact of the case and
what it revealed about Israeli
policies and politics.

MICHEL WARSCHAWSKI

SENTENCE of 18 years in pris-

on for treason and espionage was

handed down against Mordechai

Vanunu by the Jerusalem district
court. His lawyer, Avidgor Feldman, de-
clared that he was surprised by the severity
of the sentence. The surprising thing is
rather the naivete of one of the best lawyers
in the country. What did he expect?

Either you accept the point of view of the
state, supported in this case by a major part
of the left opposition, that Vanunu is really
a traitor. Or you recognize that he has done
a very great service to humanity by wamning
international public opinion about a danger,
and in that case the former technician at the
Dimona nuclear plant deserves the Nobel
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Peace Prize. From the outset, it was a sure
bet that the Israeli judges would not opt for
the second option.

The Vanunu case upset a lot of precon-
ceived notions and has gone beyond what
the great majority of Israeli society can ac-
ceplt, or even understand.

The son of very poor Moroccan immi-
grants, Mordechai Vanunu succeeded
where most in similar circumstances failed.
He managed to escape from his “fate” as a
Moroccan Jew condemned to remain in the
shadows of Israeli society. After working
eight years at the Dimona center, he was
able to begin studying at the University of
Beersheba. In the course of his studies, he
was able to meet progressive students. He
made contact in particular with Arab stu-
dents, with whom he had intense
discussions.

Little by little, Vanunu departed from the
national consensus. For a few weeks, he
belonged to the Israeli Communist Party.
He left it because of political differences.
After his arrest, the Communist Party did
its utmost to eradicate any trace of his short
stay in the party’s ranks, including destroy-
ing his card.

However, for Mordechai the answers of-
fered by the reformist left became increas-
ingly unsatisfactory and, as he wrote later
from his cell, he did not have the opportu-
nity to meet the anti-Zionist left. For him,
the state of Israel is not reformable, either
as regards the oppression and exploitation
of oriental Jews or in its relations with the
Palestinian people.

Vanunu decided to make
a complete break

A revolutionary change seemed far off to
him, if not impossible. So, he decided to
leave the country, and even converted to
Christianity. His decision shocked people,
even on the far left, for whom his conver-
sion seemed to indicate at least mental im-
balance. However, in a letter to Professor
Emmanuel Faraajun published in News
From Within, Vanunu explained himself.

His decision to convert was not motivat-
ed by mystical aspirations but rather by the
need to express a total break. “Leaving Ju-
daism is not only leaving a religion,” ex-
plained Yael Lotan, a representative of the
Committee to Defend Vanunu's Rights, “it
is leaving the tribe, abandoning your mem-
bership in the collectivity.” This was Vanu-
nu's real treason, which the Israeli state will
never forgive.

When Vanunu decided to make public
everything that he knew about Israeli nu-
clear power, he completed his break with
“national solidarity,” putting the interest of
the peoples, including the Israeli people,
above any national consideration. In Israel,
no one could imagine such a thing
happening.

The publication of the Dimona secrets by
the Sunday Times created a certain disarray
in Israeli society. [See IV 108, November

10, 1986.] For the great majority of Israe-
lis, this was a vulgar case of spying reward-
ed by juicy sums from a prestigious British
weekly — there was talk of hundreds of
thousands of pounds! This supposition,
carefully fostered by the Zionist press, was
also accepted by the left. A Moroccan!
Who could believe that he was motivated
by a progressive ideal? If he broke with na-
tional solidarity, it could only be for the
money!

No spying or
premeditation involved

Even a superficial analysis of the way
that Vanunu divulged what he knew about
Dimona makes it easy to see that there was
no spying or premeditation. It was with a
certain naivete that Vanunu revealed the
secrets that were in his possession, backed
up by pictures, in a study circle that he
joined in Australia. Hence the second sup-
position taken up by some Israeli progres-
sives, that Vanunu was an agent of Mossad,
the Israeli secret services.

The fact is that the Israeli secret services
were already following Vanunu. This was
categorically proved by the Sunday Times
even before the British weekly published
the Dimona secrets, and apparently nothing
was done to stop him. What is more, how
could he get pictures of Israel’s most secret
installations, except with the aid of the se-
cret services? The supposition that Vanunu
worked for Mossad depended on the notion
that the Israeli authorities wanted to wam
the Arab world by making public the real
state of the Zionist nuclear forces.

However, unless one were conditioned

by the idea that no Israeli, and still more no
oriental Jew, would betray their country ex-
cept for money, everything seems 1 indi-
cate that Vanunu is what he claims to be —
a fighter for peace ready to do anything to
warn people against the danger represented
by Israeli nuclear weapons.

And this is a very great danger. It was
warned against more than 25 years ago by
almost all the members of the atomic ener-
gy commission that was set up by the gov-
ernment itself when it decided to develop
Israeli nuclear power energy with French
aid. The members of this commission,
moreover, with one exception, resigned 1o
protest against what they considered an ad-
venturist project. Since then, this whole
area has been kept under a curtain of secre-
cy that permits every sort of abuse.

No one knows, for example, who is re-
sponsible for the decisions on developing,
or even using, Israeli nuclear power. The
parliament has never discussed these prob-
lems, because the bomb is not supposed to
exist, and former ministers asked about this
matter say that they have never considered
the question! So, there is no monitoring, no
committee overseeing things even as con-
cerns security for the population and the
environment.

Refusal to sign
non-proliferation treaty

What is more, Israel has refused to sign
the nuclear non-proliferation treaty, and has
always rejected any international inspec-
tion of its nuclear power plants, even by
such a powerful and generous friend as the
United States.

»
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“Those are the territories
we have to occupy first!”
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A leaflet distributed by the Vananu de-
fence committee said: *“The Israeli govern-
ment has shown many times that it shrinks
from nothing. Nuclear weapons in such
hands are a real danger for the entire
world.”

The only way to tie the hands of people
capable of destroying the Iraqi nuclear
power plant, of killing more than 150 peo-
ple in less than four months because they
threw stones and burned tires, of invading
Lebanon to turn it over the the Phalange
and let them massacre thousands of men,
women and children in Sabra and Shatila is
to reveal its secrets in order to alert local
and international public opinion. That was
Mordechai Vanunu's choice.

The Vanunu affair has not set off a wave
of chauvinist and McCarthyite hysteria of
the sort we saw for example at the time of
the arrests of the so-called spy network led
by Daud Turki and Udi Adiv in 1972. Sur-
prise rapidly gave way to general indiffer-
ence. This reflects the profound changes
that Israeli society has undergone and a
clear weakening of the propaganda about
security and its effects on society.

Obviously, it is a different story as re-
gards the politicians and the media, who
have made a common front against “trea-
son,” with the Zionist left taking the fore-
front once again in the defence of the
nuclear industry and the secrecy surround-
ing it.

However, if Mordechai Vanunu wanted
to wake up Israeli society, or at least a part
of it, about the dangers represented by Is-
racli nuclear weapons, he failed in his en-
deavor. If he has received the prestigious
Alternative Nobel Peace Price, he owes that
to international solidarity and not to any
non-existent anti-nuclear movement.

Hundreds mobilized in
Vanunu’s defence

Of course, for the first time in Israel, hun-
dreds of people, including some renowned
intellectuals, mobilized in defence of Vanu-
nu, whose kidnapping in Rome and draco-
nian detention were real scandals. The
campaign waged by the Committee to De-
fend Vanunu's Rights, for a public trial and
for normal conditions of imprisonment —
an end to the total isolation in which he was
kept, an end to mistreatment, the right to
see his fiancée — made a certain impact in
the media. It make it possible to hear the
point of view of the victim, after the author-
ities had held a monopoly on all informa-
tion about the case, in disregard for the
most elementary rights of a defendant.

However, the cause for which Mordechai
Vanunu was ready to take enormous risks
and which has cost him 18 years in prison
today, the exposure of the Israeli nuclear
danger for those who will be its first vic-
lims, is yet to be won.

The future of the Israeli nation is at stake,
but this weighs little in the choices of the
Zionist leaders. ¥

Philippines Communist
Party leaders in danger

INTELLIGENCE units of the Philippine ammy managed to arrest a
number of cadres of the Communist Party of the Philippines (CPP) on
March 29 in San Juan, a neighborhood in the Metro Manila urban
complex. Among the seven activists captured were national leaders of
the party.

PAUL PETITJEAN

ACCORDING to the army general staff, the following people were arrested:

« Rafael Baylosis, alias Manching or Kumander [Commander] Dong, 39 years
old, general secretary of the CPP.

« Romeo “Rolly” Kintanar, the main leader of the New People’'s Army (NPA),
in particular of its elite corps.

« Benjamin de Vera, alias Kumander Benjie, a member of the Political Bureau
heading the commission responsible for following developments in the impor-
tant southern island of Mindanao.

* Napoleon Manuel, logistics commander of the NPA, and his wife Inez.

* Marco Palo, a member of the CPP liaison committee.

The present president of the CPP, Benito Tiamson, was also supposed to
have been in Manila and to have just escaped being arrested.

A year and a half ago, on September 29, 1986, the former president of the
party, Rodolfo Salas, was arrested in the capital as he came out of hospital
while the government, the National Democratic Front (NDF) and the CPP were
negotiating a ceasefire. The lawyer José Dickno, former senator and head of
the President's Committee on Human Rights, wrote to Cory Aquino shortly be-
fore his death to protest against the conditions of Salas’ imprisonment.

Known also under the names “Rudy” and "Kumander Bilog,” Salas was im-
prisoned for the first time in June 1973 but he rapidly escaped. Over the years,
he has become one of the CPP cadres most sought by the repressive forces.

In November 1987, the army announced that it had captured a former cadre
of the CPP Central Committee, Juanito Rivera; and in February 1988 it an-
nounced that it had arrested the “Committee for the Western Visayas” (the
statement did not make it clear whether the army was claiming to have arrested
all or only part of the committee; the Visayas are a group of islands in the center
of the archipelago).

This is the not first time that the CPP has suffered such blows. In the mid-
1970s, the best known leaders of the CPP (including its president at the time,
José Maria Sison, alias Amado Guerrero) and the NPA (Bernabe Buscayno, al-
ias Kumander Dante) were arrested. At the beginning of the 1980s, the best
known leaders respectively of the NDF (Horacio “Boy” Morales) and Christians
tor National Liberation (Edicio “Ed” de la Torre) also fell.

Those arrests did not prevent the Communist Party, the guerrillas and the Na-
tional Democratic Movement from continuing to grow. The jailed leaders were
released in 1986, after the fall of the Marcos dictatorship.

The army’s successful swoop in March 1988 came at a time when the CPP is
going through a difficult political period for the left, and at a time when there is
every reason to be apprehensive about the fate in store for those arrested.

Amnesty International has just published a report (extensive excerpts will be
published in the next issue of International Viewpoint) in which it expresses
alarm about a deteriorating situation as regards human rights. It is to be feared,
in particular, that those imprisoned will be subjected to torture, which is tending
again to become a general practice.

State terrorism, both in an official form (murders perpetrated by the army) and
a parallel-police form (the activity of the Philippine "death squads” and vigilante
groups), is assuming graver and graver proportions. The factional struggle in
the army is far from ended, as shown by the escape on April 2 of Gregorio
“Gringo” Honasan, the mastermind of the August 1987 putsch, and other muti-
nous officers.

In these conditions, it is important to mobilize international solidarity as quick-
ly as possible on behalf of the CPP cadres who have fallen into the hands of the
repressive forces. %
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Women’s conference
a historic step for the
union movement

“DID YOU KNOW that every waitress had 60 customers to
look after at the evening meal yesterday? What did you think
about the kind of lighting we have on the job?” The serving
staff at the Folkets Hus in Borldnge were the only women who
doing their usual jobs at the women'’s conference of the
National Labour Confederation (LO) on March 6-8. They
introduced the concluding session.

When they got up on the podium in Borldnge on March 8,
they highlighted the situation of women in the union
movement. At the same time, this offered a sort of
condensation of the whole LO women’s conference.

EVA NIKELL

VEN IN THE labor movement’s

own premises not very much

thought is given to the conditions

of staff workers. At the conclusion
of the women’s conference, this was raised
and the assembled delegates learned some-
thing new. Practical solidarity is not just
something for other people. We ourselves
have to be able to look at the daily condi-
tions each of us face.

LO’s women'’s conference was a historic
event. It was the first time in recent history
that the largest contingent of the trade-
union movement has met just to discuss
“women’s questions.”

There has not often been such free criti-
cism in the trade-union movement. Discus-
sion has seldom been so down to earth and
personal as it was when the women service
personnel took up their problems.

A relatively large number of young
women trade-union activists came to
Borlinge. The conference offered good op-
portunities for contacts with other people
in the same trade union. The metalworkers’
union’s idea of distributing identical
scarves to its delegates facilitated making
contacts.

The women's conference was an impor-
tant starting point, a new step in the growth
of the women’s movement in our time. Of
course, there were shortcomings. It is im-
portant to look at them in order to do better
next time.

The debate was to a large extent one
among “‘experts.” There was little room for
the conference delegates to play a real part.
Many of the opening speakers stressed that
the real “experts” are the women who have

spent years cleaning, washing, looking af-
ter people or on assembly lines.

It was significant that in the report from
the retail clerks’ seminar on the future of
the service professions, the reporter
stressed that since everyone on the panel
had come from the workplace they had al-
most immediately started a discussion, and
“the audience liked that.”

Too many male speakers
at conference

There was a lot of muttering in the corri-
dors, both among the older and the younger
people about “old men,” and too many pan-
els. One experience of the women's move-
ment since the start of the 1960s has been
the importance of organizing discussion in
small groups, giving all participants the
maximum opportunity to get involved.

Experience has also taught that women
need other women as models. It would
have been possible to get more women to
participate in the panels, even if these
women did not necessarily come from LO.
Important information has been forthcom-
ing from independent women researchers
who should have participated in the
conference.

In Dagens Nyheter [Sweden’s quality
daily] in recent weeks there has been a de-
bate on menopausal problems. Women
doctors have argued that menopausal prob-
lems may be a well-founded protest by
middle-aged women against poor social
and economic conditions, prolonged fa-
tigue and worry about old age that is draw-

ing nearer. It is accepted for menopausal
women to be sour and cross.

If doctors take this seriously, that should
be another argument against low wages and
bad working conditions, instead of for med-
ication for hot and cold flushes. It would
have been important to have an LO seminar
on women and health under the heading of
“Health — a class question.”

“The union doesn”t take
our problems seriously”

In the seminar on “Women in the union,”
people talked about the need for analyzing
the obstacles to women becoming involved
in the unions. Along with well-known
problems, such as the lack of time and ener-
gy, meetings held after working hours
when children have to be picked up from
day-care centers and so on, a very interest-
ing study was done among women munici-
pal workers in Goteborg. Two women
researchers interviewed many women in
various departments at the big municipal
hospital.

These women are all union members —
they consider that to be a self-evident act of
solidarity. They do not take part in union
meetings, but discuss their work situation
often with fellow workers in the depart-
ment. Many of them have views about
working conditions, relations with fellow
workers, the content of the work and so on,
and they raise demands concerning their
circumstances.

When they were asked why they did not
go to union meetings and take up their
questions there, they all said: “No, but the
union doesn’t pay any attention to these
problems.” This study, and a serious dis-
cussion about it could have been conducted
in the seminar on women'’s role in the
unions.

Reformism has worked, Ingela Thalén
said, when she presented the government’s
equality proposal. She continued: “this is
an effective model for the future.”

Reformism has worked so far for some
groups and in some situations. But by no
means for all. The gap became apparent in
the seminar about the future of the cleaning
profession.

An experiment has been carried out in
Malms, with work groups of cleaners
aimed at giving greater self-confidence and
greater opportunities for the workers’ to
control their own work situation. The idea
came from a woman who had worked as a
cleaner for 18 years. It was clear that the
project had proved successful, and that was
encouraging.

At the same time, we were in a town
where a group of cleaners time after time
have been forced to strike to defend their
basic conditions. The last time, they lost.
Now all of them have been fired.

If Inez Amesson [leader of the Borlinge
cleaners] and her fellow workers had been
invited to the conference, it could have
been made into a powerful demonstration
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of women’s solidarity in a situation where
an open struggle has to be waged to defend
workers’ rights.

The conference was clearly reformist in
the sense that what was discussed were pro-
Jects and endeavors that all require the
agreement of the bosses: new wage sys-
tems, new work organization, a new job
evaluation system. Discussion of “systems”
is interesting, but it is not sufficient. That is
probably going to become all the more ap-
parent in the period of more difficult eco-
nomic conditions facing us.

Finally, the women's conference became
an open social-democratic election rally.
Most women in country, and especially LO
women, intransigently defend the public
sector and social welfare. They oppose the
bourgeois parties’ schemes for privatiza-
tion, cutbacks and for partial payment for
day care.

The social democracy is the biggest party
in the LO. But the social-democratic local
organization in Séderhamn is considering
not doing election work this year because
the social-democratic leadership in the pro-
vincial parliament is closing the hospital.

Not everyone thinks that the social demo-
crats’ practices are the best way to combat
the bourgeois parties. A lot of women ac-
tive in the unions consider themselves po-
litically independent, or belong to another
section of the workers’ movement. Focus-
ing a union congress on the need for a so-
cial-democratic electoral victory amounted
to contempt for their views.

Campaign against
pornography

There were many new, interesting and
important elements in the conference, for
example, the retail clerks’ campaign
against pornography. It is their members
who are forced to sell trash every day; it is
from them that effective boycott action has
to come.

Personally, I met a lot of old friends that I
had not come across for many years. A
journalist on the Géteborgstidning, who
was covering the conference, was involved
in the Women’s Tribunal in Géteborg in
1981. [This was the largest national wom-
en”s meeting held in Sweden and marked
the culmination of the movement of the
1970s.] We made some comparisons.

In 1981, we brought 700 people from the
entire country, depending entirely on vol-
unteer forces. We set up work groups for
various areas half a year in advance. We let
women talk about what they had never
talked about in public before, we let experi-
ences and knowledge come forward that
previously had barely seen the light of day.
The Women’s Tribunal was an overwhelm-
ing experience. It brought together the best
that a long effort in women’s work had pro-
duced. The LO conference had no creche
— a thing that would have been unthinka-
ble at the tribunal. Many single mothers
came to it. Three young men looked after

the children for three days.

That was 1981. It was the last big united
activity of the women's movement orga-
nized at the time. We thought that it would
be easy to organize a follow-up.

A powerful force against
the existing order

Now it is 1988. Consciousness of wom-
en’s problems has deepened in society. The
LO conference was an expression of that.
There is still energy in the wornen’s move-
ment, even if it is no easy thing today to
bring people together in a hall. And the real
women’s movement does not have much to
do with the “Women Can” exhibitions or-

ganized by bank managers. [These are ex-
hibitions by women who have made it in
traditionally male jobs to show that women
can succeed in these occupations. They
have increasingly become affairs for fe-
male executives and the like.]

Together women active in the unions, in-
dependent women researchers, women in
immigrant associations and women in the
political parties of the workers’ movement
can become a powerful force challenging
the existing order.

We must see to it that LO's women’s
conference in Borldnge is a beginning and
not a conclusion. ¢

[From Intemationalen, March 17, 1988,
newspaper of the Socialist Party, Swedish
section of the Fourth International.]

The struggle of the

independent social

clubs

AN INSIGHT into the political struggle developing in the
Soviet Union is provided by the following article. It was written
by the best known leader of the independent social clubs, the
first legal political organizations not controlled by the state to
be permitted since the establishment of the bureaucratic

dictatorship.

It was published in the February 6 issue of Rinascita, the
ltalian Communist Party weekly. Obviously, the conflict in the
Soviet Union concerns all the Communist parties, and the
ltalian CP — which has good contacts in Moscow — has its

own bones to pick.

BORIS KAGARLITSKI

HEN THE conference of the
independent left groups con-
cluded on August 28, 1987,
with the formation of the
Federation of Socialist Clubs (FSOK: Fed-
eratsiya Sotsialtichestkikh Klubov), it
seemed to many of the participants in the
assembly that it would be nearly impossi-
ble to carry out its decisions. [See [V 129.]
A few weeks before the meeting was
held, members of the organizing committee
for the conference, which was formed in
the Social Initiatives Club (KSI), greeted
each other with the comment: “Who could
have imagined that things would have de-
veloped so rapidly.” Perestroika was gath-
ering its forces, and events had
unexpectedly accelerated. However, in the
following months it emerged clearly that
such a speed-up was not always to every-
one’s liking.

Even before the removal of Boris Yeltsin
from the post of first secretary of the Mos-
cow City Committee of the CPSU, there
had been events indicating that the conser-
vative forces were becoming active. At the
time of the All-Union meeting of revolu-
tionary solidarity clubs in Moscow (Octo-
ber 10-12), FSOK activists were accused
by the spokesperson for the Komsomol [CP
youth organization] Central Committee, A.
Filatov, of carrying out “anti-Soviet propa-
ganda.” Besides this, in the meeting which
discussed problems related to the social de-
velopments, some delegates who represent-
ed clubs belonging to FSOK were not
allowed to enter the hall, although they
showed their credentials.

About a month later, on November 9, a
group of activists of the Federation were
stopped at the 1905 Avenue subway stop,
because they were collecting signatures on
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learnt that on the day in

which the assembly was
to take place, Gallamov
was “invited” to a meet-
ing with representatives
of the party leadership at
the university and, in his
own words, he was “in
fact kidnapped.”

Every indication was

that the university ad-

a petition demanding full clarity on the
Yeltsin affair. After Yeltsin was booted out
of his post, the situation got a lot worse.
The premises used by the socialist clubs
were closed under a wide variety of
pretexts.

Radical anti-bureaucratic
measures

Official personalities who sympathized
with the movement began to predict that
the new conference of the clubs scheduled
for January 28, 1988 “would be postponed,
if it can ever be held.” Not a single club had
lost its legal status, but while only a short
time ago the clubs’ activity had been con-
sidered ‘“‘useful rank-and-file initiative,”
we now felt that we were regarded as *“po-
litically immature people” or even “harm-
ful individuals.”

In substance, the situation that was dev-
eloping was characterized by the con-
solidation and growing strength of the
conservative groups in the apparatus. The
socialist clubs from the outset were regard-
ed by these groups as something definitely
hostile. In its statement, the FSOK called
for the implementation of radical anti-
bureaucratic measures, extension of the po-
litical rights of the workers and the consis-
tent application of an economic reform that
would guarantee the workers’ social gains.

Particularly irritating for the bureaucrats
was the point in our statement that talked
about the right of the clubs to run their own
candidates in elections to the Soviets.
Nonetheless, it was more than evident that
this hostility to the clubs did not depend so
much on this or that paragraph in our state-
ment, which in any case was only a scrap of
paper. They were more worried about the
fact that the clubs were carrying on con-
crete activity aimed at mobilizing, as far as
was possible, the broadest strata of the pop-
ulation, and thereby giving life to a real
anti-bureaucratic movement from below.
So, it is not surprising that FSOK activists
coming onto the streets to collect signa-
tures and explain their positions aroused an
unhealthy reaction from the bureaucrats.

The events that occurred in November-
December 1987 at Moscow University
demonstrated once again how effective and
real bureaucratic opposition to perestroika
can be when the apparatchiki feel they are
facing real threats.

It all started on November 16, when a
party member, Anatolii Gallamov, who did

not belong to any of our clubs, made a pro-
posal to the students for calling an assem-
bly to support a revolutionary perestroika.
The following day, n front of the main lec-
ture room in the humanities faculty of the
university, a few hundred students started
to protest energetically against the sacking
of Yeltsin. Finally, a petition was approved
calling on the Central Committee of the
CPSU to publish all the materials on the
Yeltsin case. The students formed an initia-
tive group to take charge of continuing to
collect signatures on the petition.

Toward the end of the assembly, Aleksei
Vassilevskii — a member of the Obshchina
[“Community’’] club, which belongs to the
Federation — arrived and announced that
the FSOK had already been collecting sig-
natures on a similar petition for a week.
This was enough to provide a pretext for
the administration accusing everyone
present of being “instigators from Obshchi-
na” and “having nothing in common with
the university.”

Yeltsin meeting called off
by college administration

The students, however, had no intention
of getting involved in a confrontation. The
initiative group quickly began a dialogue
with the university administration and de-
clared itself ready to make a compromise.
On the basis of the agreement reached, the
students suspended the collection of signa-
tures, and the administration promised to
put the conference hall at the disposal of
the students on November 20 to hold a new
assembly. A Central Committee member
had supposedly been invited to participate
who could answer all the questions raised
on the “Yeltsin case.”

Thus, the affair proceeded quite peace-
fully up to the scheduled date of November
20, when hundreds of students anxious to
take part in the assembly were disagreeably
surprised to find the conference hall closed.
And what was still more peculiar was that
Gallamov had disappeared, no one knew
where.

The formal pretext for cancelling the as-
sembly was that sometime before it was to
be held, some representatives of the Mos-
cow City Committee of the party came to
the university and met with “some local so-
cial representatives.” But they did not meet
with the bulk of the students, and move-
ment activists had no opportunity to ask
them any important questions. It was also

pLonTan
ministration considered
the cancelling of the assembly to be a great
victory. The second secretary of the Kom-
somol organization at Moscow University
solemnly told me that “at Moscow Univer-
sity, assemblies of this sort will no longer
be held.” As often happens in cases of this
sort, such a solemn promise soon proved to
be empty. A new assembly was held before
a month went by.

The reason for the new actions by the stu-
dents were the actions of the university ad-
ministration itself, which intended to use its
November “victory” to make a clean sweep
of the “trouble-makers.” Gallamov and an-
other party member, Vladimir Grabarnik,
were accused of violating party discipline,
while non-party activists were informed
that the imminent winter examination ses-
sion would be their last, unless they made a
public statement repenting their “errors”.
But there were no mass repentances, and on
December 15 a new assembly was held at
the university.

But this time, although the student initia-
tive had not been authorized, as it was be-
fore, the administration was forced to give
those who turned up a hall in the auditori-
um. But, as a “preventative measure,” it
sent in about a hundred “loyalist” students,
whose task was to challenge the “trouble-
makers.” At any rate, on this occasion, the
administration did not feel so secure as it
had the previous time.

After the second assembly, in fact, nei-
ther Grabarnik nor Gallamov were expelled
from the party. What is more, Grabarnik
had no problem in defending his thesis on

‘Nikolai Bukharin in the Faculty of Eco-

nomics, although he had been prevented
from doing this for a long time.

Stalinists dream of rapid
“normalization”

The situation that developed at the uni-
versity, as can be seen, was not just impor-
tant for its own sake. It brought out into the
open the tension and contradiction-ridden
circumstances in which the left clubs found
themselves. Almost every day, news ar-
rives in Moscow about similar clashes in
the provinces.

The attitude taken toward the left clubs
has become one of the essential criteria for
assessing how the local bureaucrats relate
to the changes. While the clubs seek con-
stantly to avoid confrontations and avoid
destabilizing the situation, the other camp
is constantly looking for clashes. Naturally,
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all this is not surprising. In the present situ-
ation, a very tense pattern of relations can
only benefit the Stalinist wing of the appa-
ratus, which dreams of carrying out a rapid
“normalization.” The less stable and re-
laxed the situation is, the greater will be the
conflicts and the louder the “murmuring”
in bureaucratic circles about the need to
“re-establish order” and put an end to “the
laxity of democracy.” Such words are also
heard on occasions in demonstrations at
Moscow University.

It has to be stressed that despite the
strong-arm methods and pressures, the
clubs have been demonstrating an astonish-
ing discipline and coolness. This is particu-
larly important if you keep in mind that
these are very diverse groups, that the link
between them is very loose and that they
lack a single coordinating center. It should
also be noted that the aver-

detedel' [“Witness”], which changed its
name to Levii Povorot [“Left Tum™]. Ac-
cording to the data proved by the editorial
board, in addition to Moscow and Lenin-
grad, this bulletin is published in abridged
form in a further dozen cities.

An exchange of information and material
between Levii Povorot and Merkur in Lenin-
grad has started. These are presently the
most widely circulated samizdat publica-
tions in the country. In this way the crisis
has opened the way for a further streng-
thening of the left’s positions to a certain
extent.

As regards the longer-term prospects, the
movement will not be able to develop un-
less it can collaborate with the reform
groups operating within the official struc-
ture of the party. This point is openly dis-
cussed in the statement that the FSOK drew

wing has shown its capacity to influence
the decisions adopted and to modify them.
To a certain extent, conservatives and Stal-
inists managed to take the initiative into
their hands. Thus, any error by the reform-
ists, any slip in the perestroika process, will

be seized on ruthlessly by these forces.
The Stalinists see the left clubs as their
most determined foes, and they will use
every means at their disposal against them.
The glasnost policy does not offer them op-
portunities for resorting to repressive pro-
cedures, but they are doing everything
possible to push the clubs onto a collision
course, in order to make them into a sort of
“second version of the dissidents.” If the
socialist groups are pushed to the sidelines
of political life, it will be very difficult for
them to extend their influence or to recruit
new members. But at the same time the of-
ficial reformers themselves

age age of the members of
some of the clubs is barely
25, and that their experi-
ence is very limited.

It can be said that good
sense or a very special sort
of “political instinct” is sol-
idly rooted in the ranks of
the left radicals. It is true
that sometimes you can
hear statements about the
need for *“giving blow for
blow” or “going under-
ground.” But such calls turn
out to be very unpopular,
like the attitude of people
determined to demonstrate

will be more isolated
politically.

In this specific situation,
the conservatives have cho-
sen the most effective of
possible strategies. It is dif-
ficult to say if this is a con-
scious choice or simply a
“political instinct” of the
mass of functionaries de-
fending their own interests.
But, in any case, the fact
cannot be denied that the
enemies of the reform are
not limiting themselves to
passive resistance and bu-
reaucratic sabotage.

s

the inevitability of “politi-
cal surrender.” Different or-
ientations have prevailed. The clubs have
shown themselves ready to negotiate, and
in cases where their rights have been
restricted they have appealed to the auth-
orities, but have never abandoned their
positions.

Therefore, it is easy to understand why in
these circumstances the Stalinist appa-
ratchiki turned their fire first against the
party members that have joined the clubs.
It is, moreover, only the presence of such
people in the ranks of the left movement
that reduces the possibilities for clashes
and demonstrates the constitutional nature
of the clubs’ activity.

The bureaucratic measures against left
activists have seriously complicated the
lives of a lot of activists, but they have not
broken their spirit. In November and De-
cember 1987, for example, there was a
marked upturn in the movement. New
groups joined the Federation of Socialist
Social Clubs, thereby improving the under-
standing and collaboration among clubs
that were already in the Federation.

The organizers of the November as-
sembly at Moscow University knew very
little about the KSI [Social Initiative Club]
and the FSOK before the “Yeltsin case”
broke. Over December, many of them
joined the KSI. There was a big increase in
the press run of the FSOKs bulletin, Svi-

up during the August conference. Every-
thing that we said at that time and subse-
quently about the significance of the
January plenum of the CPSU for the demo-
cratization of society was not said for the
sake of respecting a political ritual.

It is quite evident that the decisions made
at the official level are decisive today for
the fate of perestroika, and that the official
reform movement now has sufficient politi-
cal strength to guarantee the advance of the
reforms. In the conditions in which local
conflicts are constantly arising, cooperation
between the official reform groups and the
radical left has become extremely difficult
and marked by reservations on both sides.
In the last analysis, all this benefits the
Stalinists.

Moreover, a radicalization of the unoffi-
cial left groups themselves arising from
constant conflict with the bureaucracy
could frighten the official reformist circles
and push them into “more moderate” posi-
tions, that is, in practice, positions more to
the liking of the conservatives.

The November crisis brought out clearly
enough the positions of all the actors in the
political struggle. Now it is clear that the re-
formist groups in the leadership of the
country do not want to, and cannot, apply
their own line without taking account of the
conservative wing in the apparatus. This

They are trying to coun-
ter-attack, and they have
had some success.

For its part, the left is striving to assess
the new situation and to find new and effec-
tive methods of work. The movement is
still very young, and is barely beginning to
transform itself into a real political force.
This does not mean, however, that even in
taking its first steps the movement does not
recognize the seriousness of the strategic
problems facing the left.

The socialist clubs continually point up
their own role as the expression of the inter-
ests of a civil society in formation. In a cer-
tain sense, the capacity of the FSOK and
other progressive associations to influence
the course of events can be considered an
index of the maturity of Soviet society and
of its readiness for democracy. Without a
rank-and-file movement, no success is pos-
sible for the reform, and that, in our opin-
ion, is especially true now when people are
united by the hope of seeing Stalinist nor-
mealization swept away. The future will tell
to what extent the movement will be able to
play a vital and effective role. However,
here and now it it should be clear that the
left cannot be ignored or cancelled out by
anybody.

The socialist clubs have become an inse-
parable part of the Soviet political land-
scape. And, as Lenin said, this is “serious
and long lasting.” %
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AROUND THE WORLD

USA

SWP announce 1988 ticket

THE SOCIALIST Workers Party (SWP)
announced its candidates for the 1988 US
presidential elections at a new conference
in New York on March 9. James Mac War-
ren, a longtime activist in the labor and
Black rights movement, is the SWP candi-
date for president. Kathleen Mickells, a
West Virginia coal miner, is the vice-
presidential candidate.

“The stock market crash last October sig-
naled that a devastating world crisis is
looming,” Warren told reporters. “US
working people need to unite with fellow
workers and farmers around the world, es-
pecially in those countries oppressed and
exploited by the United States and other
imperialist powers, to protect ourselves.
The semi-colonial countries are already
suffering hunger, soaning infant mortality
and massive unemployment under the
weight of their mammoth debt burden.

“In the US, the crisis has brought devas-
tation to the most impoverished sections of
the working class — especially the Black
community, immigrant workers, Chicanos
and Puerto Ricans....”

Warren said that the generalized social
crisis that is coming will engulf working
people as a whole, not only in the US but in
Canada, Western Europe, Japan, Australi-
an and New Zealand. It will hit the colonial
world even harder, which is already suffer-
ing its worst crisis since the 1930s.

He outlined a number of key proposals
that the socialist candidates are raising,
including a shorter working week; af-
firmative action; a fight against farm fore-
closures and for cheap government-
financed credit for farmers; international
solidarity to demand cancellation of the
foreign debt, an end to protectionism and a
halt to the dumping of low-priced goods on
the world market.

Kathleen Mickells said that the campaign
“opposes the increased use of US military
force around the world, from the Persian
Gulf to Central America to southern
Africa.”

Campaign director Doug Jenness an-
nounced that the SWP will seek ballot stat-
us in 20 states. Because it is a working-
class party, it is denied automatic access to
the ballot and is forced to collect massive
numbers of signatures, pay high fees and
meet other undemocratic requircments.

gress, US Senate and governor. %
[Abridged from The Militant, March 18,
1988.]

FRANCE

Funeral soured by
sectarianism

THE RESPONSE to the assassination of
the ANC’s representative in Paris on
March 29 (see IV 139) was again the occa-
sion for a deplorable division. Following
the murder, the Anti-Apartheid Movement
called for a picket in front of the South Af-
rican embassy, while the Communist Party
(CP), the Young Communists and the CP-
led trade union, the CGT, held their dem-
onstration in front of the ANC office. This
division in the anti-apartheid struggle has
become systematic in France. But the least
that could have been done would have been
to avoid it on this tragic occasion. Nothing
was done and nobody would give way.

During the day, when ex-CP member and
left presidential candidate Pierre Juquin
went to the ANC office, the CP members
present jeered and insulted him. That even-
ing, the CP held a demonstration largely
marked by attacks on Mitterrand, while the
Socialist Party and the leadership of the
anti-racist movement SOS-racisme would
not budge an inch and held their “own”
demonstration!

The CP has declared for a long time that
solidarity with Black South Africans was
its property. The Socialist Party is content
to rest on the sidelines and wax indignant.
Both of these parties have used South Afri-
ca for their own sectarian ends. Even the
death of Dulcie September did not change

their practices.

The funeral on Saturday, April 9, only
confirmed this sad state of affairs. The CP
took it upon itself to be at the centre of the
ceremony. The only French personality al-
lowed to speak was CP general secretary
Georges Marchais. When the leaders of
SOS-racisme tried to present a wreath, they
were pushed out of the way in a militaristic
manner by CP militants.

Obviously, the ANC gains nothing from
the CP’s sectarianism. Some newspapers
commented on the alleged discomfort in
the ranks of the ANC delegation about the
CP’s omnipresence. If this was the case,
this means that the leadership of the Com-
munist Party has some means of pressuriz-
ing ANC leaders. In the middle of the
election campaign, the CP wanted to estab-
lish an image as the only force opposing
apartheid. At a time when united and mas-
sive solidarity has never been so urgent to
thwart the repressive machinations of the
Pretoria regime, it is a pity that the ANC
gave its blessing to such a manoeuvre. %

A LAST reminder for the celebration
of 50 years of the Fourth
International on May 14 organized by
the Danish and Swedish sections.

Betty Heathfield from the Women
Against Pit Closures movement will
be speaking, along with Ernest
Mandel, Hugo Blanco, Tariq Ali and
speakers from Nicaragua and South

Africa.
Details and greetings: SAP, Narre
Alle 11A, 2200 Kebenhavn N,
Denmark® 01-39 79 48
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1 o Jenness added that the SWP will also be
fielding several dozen candidates for Con-
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The world economy

New fundamental contradictions
in the age of “late capitalism”

HE INTERNATIONAL capital-
ist economy went through a mini-
recession in the first half of
1986.! Of all the main imperialist
countries, only Britain avoided this reces-
sion, although its manufacturing industry
no more than levelled off. However, this
mini-recession did not deepen. The year
1986 ended with an upturn in production
that continued throughout 1987, albeit
slowly and hesitantly and with many inter-
ruptions. This emerges from the figures in
Table 1 on 1987 industrial production.

Table 1

1987 industrial production
compared to 1986
Canada +8.8% (Nov-Nov)
France +4.0% (Nov-Nov)
FRG +2.0% (Dec-Dec)
ltaly +3.6% (Oct-Oct)
Japan +8.6% (Dec-Dec)

Spanish

state +8.9% (Nov-Nov)
UK +4.9% (Dec-Dec)
USA +5.1% {Dec-Dec)

Source: Economist, February 6 & 20, 1988

concrete reality underlying these figures is
highly diversified. Getting out of the mini-
recession was not easy, and this was not ac-
complished in a uniform way. It persisted
in Japan throughout 1986 and the begin-
ning of 1987 (hence the high percentage of
increase in production over the period
December 1986-87).

Likewise, industrial production declined
during three out of five quarters in 1986-87
in France and Canada (International Eco-
nomic Conditions, October 1987, Federal
Bank of St. Louis). In West Germany, the
mini-recession showed up again in the third
quarter of 1986. In January 1987, industrial
production was down 3% from the January
1986 level. At the same time, the United
States experienced a 1% fall in production.

It was the continuation of the Reagan ad-
ministration’s ultra-Keynesian policy, that
is the enormous US budget deficit, that
halted the 1986 mini-recession. This kept
sucking into the US domestic market grow-
ing volumes of commodities from Japan,
West Germany, South Korea, Taiwan, Bra-
zil and, to a lesser degree, from other impe-
rialist countries in Europe. Hence the high
US trade deficit, far from being wiped out,

THE ANNOUNCEMENT that
the US trade deficit had risen
to $13.8 billion sparked off a
new 101 point nose-dive on
Wall Street on Thursday,
April 14. Since last October’'s
stock market crash, even
minor hiccoughs in the
financial markets are enough
to spark off a new round of
comparisons with 1929-30.

But while the dollar
plummets, banks fail, debts
reach astronomical
proportions, overproduction
and unemployment are rife
and the speculators move in
to make quick killings,
bourgeois commentators
insist that everything is fine in
the “real” world of
international commerce. So
what is the real story? Are we
simply witnessing a “crisis on
paper” that bears no relation
to actual industrial production
and growth?

The following article
describes the depth of
capitalism’s current crisis and
argues that, far from being
irrelevant, all the current
economic indicators point to
a generalized international
recession in the near future.

ERNEST MANDEL

persisted or even worsened throughout
1987. Hence the accelerating fall of the
dollar over the same year and the “flight
from the dollar” by major holders of finan-
cial capital. Hence the frantic speculation

at the same time in the stock markets, in
real estate and works of art.2

The stock market crash of October 19,
1987, marked the turning point in this
trend. It foreshadowed a general recession,
which will be worse the longer it is delayed.
The immediate cause of the stock market
crash lay in the very extent of the specula-
tion throughout 1987, or — what amounts
to the same thing — in the glut of money
capital not invested in actual production.

This enormous money supply created a
demand out of all proportion for “real non-
monetary assets.” The latter were limited
by a relative glut of raw materials, for
which prices stayed very low, largely elimi-
nating them as objects of sustained specula-
tion..* This led to a persistent imbalance
between supply of, and demand for, the
“hedge investments” favored by specula-
tors. Hence their prices soared.

Massive speculation
causes stock boom

On the New York stock exchange, the
Dow-Jones industrial index rose from 800
at the beginning of 1984 to 2,400 at the end
of March 1987. In London, the Financial
Times industrial index jumped from 400 at
the end of 1982 to 600 at the end of 1984, to
more than 800 at the beginning of 1986,
more than 1,000 at the end of 1986 and over
1,500 at the end of March 1987. In Tokyo,
the rise brought average stock prices to a
level of 800 at the beginning of 1984, to
1,000 at the beginning of 1986, to 1,400 at
the end of 1986 and 1,900 in March 1987
(Sunday Times, April 5, 1987). Despite a
warning and a fall at the beginning of April
1987, the price rises resumed with a ven-
geance in the following months. The Dow-
Jones index topped the level of 2,700 in
August 1987!

International demand for US stocks and,
to a lesser degree, for Japanese and English
ones, played a not insignificant role in this
buoyancy. Over the first two quarters of
1987, foreign purchases of US stocks ex-
ceeded $18,000 million. Japan accounted
for $7,500 million of this, Britain for

1. See the figures in IV 106, October 13, 1986.

2. The West Gemmany weekly Die Zeit summed up the
situation in this regard with the lapidary formula “art is
capital.”

3. Including gold and platinum, whose prices remained
depressed during the second half of 1987 as a result of
an excess of supply over demand.
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$4,000 million, France for $1,800 million
and Latin America for nearly $1,000 mil-
lion. (Financial Times, October 21, 1987.)

On the London stock exchange, Margaret
Thatcher’s deregulation measures (the cel-
ebrated “big bang) brought a tripling of
the volume of transactions in domestic
stocks and bonds. (Le Monde, October 20,
1987.) The issuing of new stocks and
bonds could not keep up. Prices soared,
leading to pathetically low yields — less
than 1.5% and 2.5% on the Tokyo and New
York stock exchanges respectively. In fact,
the New York rate was lower than the Tok-
yo one in real terms, given the higher level
of inflation in the US. Once again, in such
conditions, a day of reckoning was
inevitable.

Frantic real estate
speculation

The frantic real-estate speculation evi-
dent in Paris, London, New York and Los
Angeles is glaring in Tokyo. On the eve of
the stock market crash, Le Monde pointed
out that in the space of two years in the
prime neighborhoods of Shinjuku in Tok-
yo, the price per square meter rose from the
equivalent of about $31,000 to $77,000 and
fluctuated between $110,000 and $227,000
in Ginza. More than two hundred thousand
dollars per square meter!

Apartments of 120 square meters rented
for around $6,000 dollars a month; 10% of
bank loans were invested in the real estate
market. (Le Monde, October 9, 1987; Japan
Economic Journal, October 10, 1987.) On
October 8, 1987, the Belgian paper Le Soir
pointed out that in the Japanese country-
side the price of rice fields per square meter
was 20 times higher than in California.

Two structural factors inherent in bank-
ing capital (including financial intermedi-

aries) have greatly contributed to this out-
break of fever.

First of all, the extraordinary increase in
the volume of financial transactions* has
led to a relative “de-professionalization” of
many financial managers, a factor that I
have often pointed out. At the same time,
these managers have responsibility for so
much capital, especially the traders on the
exchange markets, that their paths are
paved with gold.

Christopher Heath, an expert on Japanese
stocks in London, has become the best paid
person in Britain. He earned the equivalent
of $4,500,000 in 1986 as an executive of
the Baring firm. Peter Stormonth Darling,
of the Warburg bank, earned about
$2,000,000 in the same year. In the same
year, Michel David Weill at Lazard Fréres
in New York collected a mere $82,000,000
in pay. Michael Milken, from the Drexel
Burnham firm, made himself about
$45,000,000.

It is evident that such imbalances in jobs
and pay multiply the risks of errors of
judgement, gross professional faults and
grave incompetence.

Moreover, the ideological and moral (or
rather “amoral” and “immoral”) climate of
“get rich quick at any cost and by any
means” that the neo-liberal conservative
offensive has engendered in the capitalist
countries has promoted fraud on a grand
scale. Insider dealing, of which the Boesky
case was the most significant, is a perfect
illustration of this.

Fraud stimulates speculation, which in
turn feeds still more use of fraudulent, if
not downright criminal, methods.® While
the frantic stock market and real-estate
speculation of 1987 was primarily the out-
come of excess liquidity in the capitalist
world, this glut itself sprang from a deeper
structural cause — the persistent over-
accumulation of capital that characterizes

the “long wave of depression” that began in
1974, if not at the end of the 1960s and the
beginning of the 1970s.

Enormous excess
productive capacity

This over-accumulation means that the
new capital formed steadily by the profits
realized every year no longer finds invest-
ment opportunities sufficient to secure av-
erage profit, which itself remains depressed
in comparison to its level during the pre-
ceding “long wave of expansion.” The fact
that this capital is no longer being prod-
uctively invested feeds the economic
depression (especially the decline in em-
ployment), which in turn feeds the over-
accumulation of capital, the growing “li-
quidity” of this capital (its being retained in
the sphere of financial capital or semi-
liquid capital) and, therefore, speculation.

The fundamental cause of speculation is
the overproduction of commodities (which
comes down to the same thing), the enor-
mous excess productive capacity burdening
most industries, which likewise blocks a
real revival of productive investment. The

4. The daily volume of transactions on the exchange
markets of the four main centers — New York, Tokyo,
London and Zurich — reached the fantastic sum of
$300,000 million, or, taking account of days off and
vacations, $60,000,000 to $65,000,000 million a year.
The annual volume of world trade is only $2,000,000
million. (Neue Ziircher Zeitung, 7-8, November 1987).
More than 90% of these exchange operations, there-
fore, are based on movements of mainly “floating capi-
tal” — that is, they are essentially speculative.

5. After getting off with a very high fine, which still
left him in possession of several hundreds of millions
of dollars of “illegitimate” gains, Boesky was finally
sentenced to serve time in prison. For the same crime,
Dennis Levine of Drexel-Bumham-Lambent was sen-
tenced to two years in prison.

6. In Tokyo, gangsters are employed to intimidate
small land- and house-owners when they hesitate to
sell their property to real-estate speculators.

International Viewpoint #140 @ May 2, 1988



ECONOMY

figures for the US given in Table 2 are elo-
quent and spectacular in this respect.

In order to interpret these figures correct-
ly, you have to remember that 1982 was a
recession year and that 1979 was the peak
of the preceding “industrial cycle.” There-
fore, the 1979 percentages should be com-
pared with those for 1984-85. Looking at
the statistics cited here, it emerges that
from one cycle to the other excess produc-
tive capacity rose overall from 25% to 33%
for US manufacturing industry. According
to a separate study by the US Trade Depart-
ment, this was from 30% to 35%.

Japanese industry and
Zaitech

This explains why the massive placing of
capital-money in “paper” has by no means
been limited to professional “speculators.”
The big industrial monopoly trusts have
also widely resorted to this. The most typi-
cal case is that of Japan. This new practice
has a new name — zaifech. Stock market
transactions by Japanese industrial enter-
prises went from buying and selling opera-
tions of ¥3,300 million in 1983 to nearly
¥17,000 million in 1987 (I am averaging
buying and selling operations here, and not
adding the two).

It is small- and medium-sized enterprises
that have most accentuated the speculative
character of zaitech practices and which are
now running considerable risks. But even
the main Japanese multinationals are now
realizing a considerable part of their profits
outside of production, in financial opera-
tions. In 1986, this share rose to 53.4% in
the case of Fujisawa, 45% for Hitachi and
60.5% for Matsushita Electric Industrial ®

Some people concluded that there was a
“de-industrialization” of the imperialist

countries.? They were rather hasty, and in
particular they lost sight of the very nature
of imperialism and finance capital. It
would be more correct to point up the tem-
porary character of this disengagement and
the attempts undertaken by US and British
capital to re-orient toward exporting com-
modities, and therefore toward moderniz-
ing their industry (how successfully
depends on capitalist competition; I will
come back to that).

In the light of this judgement, the stock
market crash emerges objectively as the
beginning of a realignment within the
bourgeoisie at the expense of the banking
and “purely financial” sectors and to the
advantage of the classic sectors of indus-
try-oriented finance capital .

The capitalist chain broke first at its
weakest link — the stock market. This
break is almost automatically leading to
others. What is most threatened now are
brokerage houses and other financial inter-
mediaries; the weaker banks (and not the
smallest of them); the solvency of states,
and not only of the relatively more indebt-
ed third-world ones; the solvency of the so-
cial security system in a number of
countries; and some badly shaken
multinationals.

Growing risk of a
complete breakdown

In a chain-reaction effect, as a result of
the cumulative consequences of all these
crises that have been unfolding under our
eyes since October 1987, there is a growing
risk that the entire international credit sys-
tem and the whole international monetary
system (or rather non-system) may break
down.

The dollar crisis has created a system of

connecting channels between the crisis of
the private sector and that of the public
mechanisms on the scale of the capitalist
economy as a whole. As I wrote at the end
of May 1987, the mountain of debts has be-
gun to move. How can the avalanche be
stopped?'® There is nothing surprising
about the fact that the most threatened in
the aftermath of the stock market crash are
the fauna of the financial intermediaries
and the big operators in the field of corpo-
rate takeovers.

Massive layoffs after
October crash

In this way, there have already been re-
trenchment measures and massive layoffs
at some of the main stock placement firms
on Wall Street — Salomon Brothers,
Shearson Lehman, Drexel Burnham Lam-
bert, Goldman Sachs and others. According
to the Sunday Times of November 29,
1987, Shearson Lehman lost $70 million in
Qctober 1987; LF Rothschild, $44 million;
and EF Hutton, $90 million (for all of
1987). In Great Britain, the stock market
losses of one of the main brokerage houses,
the Warburg firm, are estimated at more
than $40 million, those of Zoete Weld Bar-
clay’s at more than $80 million.

This is only the tip of the iceberg. In fact,
the financial intermediaries, as much as the
big banks but with equities far inferior to
those of the banks, involved themselves ex-
tensively (and imprudently) in financing
takeover bids by the main raiders — Icahn,
T. Boone Pickens, Sir James Goldsmith
and the like. These credits were covered by
junk bonds issued by low-profitability
companies. After October 19, 1987, the
prices of these bonds collapsed. Drexel lost
$1,000 million of the $10,000 million value
of the bonds it held. Salomon and Goldman
Sachs found buyers for only $600 million

worth of “‘junk bonds”

Many banks have been hard hit by the
crash and the successive vicissitudes of the
long depression (the agricultural crisis;
falling oil prices; third world “bad debts”

Table 2
Degree of capacity utilization of US industrial sectors
(4th quarter of each year)

1983 1084 1383 1982 1979 and so on). In the United States, 200 banks
FOI’ a" industry 67% 660/0 660/0 59°/D 750/0 failed in 1987. Savmgs banks overall are in
Durable goods 64% 65% 61% 53% 72% the red, especially since the failure of 39
Non-durable goods 72% 72% 73% 69% 78% savings and loan banks in Texas. In 1987,
Food 71% 70% 69% 69% 73% this deficit was estimated at $4,500 million.
Clothes & textiles 73% 73% 75% 1% 80% (Neue Zircher Zeitung, December 9,
Furniture 68%  70% 70% 58%  75% 19&?&1 e stock markel crach i
Cremials  6we &% 6%k G0k Tow Onbeeestiesckmou i
o,
:;‘:2:: nsetz_EI 63% 60% 63% 42% 78% the biggest bank failure that has threatened
Mnol!].l:elec‘rllcct ic 58% 62% 57% 50% 70% 7. This data was provided by comrade W.I. Mohareb
achnines: electr from Boston, USA.
and electronic 65% 68% 65% 60% 73% 8. Frédéric Burgiére, Japon in extenso 6, December
Ca rs 763/0 79,.,/° 71% 500/0 71 % igg’;, reprinted in Problémes Economiques, February 3,
Aeronautics 63% 55% 48% 51% 71% 9. '.I'he Htesi_s that the big _im;icrialisl powers are under-
Scientific instruments66% 68% 68% 67% 76% going “de-industrialization” has been defended by

many authors. I would note, above all, Kees van der

Pijl's The making of an Atlantic ruling class, London,

1984.

10. See my article, “The snowballing financial crisis,” 1 3
in /V 123, June 29, 1987.

Source: Current Industrial Reports, US Trade Dept. 7 (Business Week March 7,
1988, estimates excess capacity in the car industry at 36%.)
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the country since the bailing out of Conti-
nental Illinois in 1984. The bank in ques-
tion was the First City Corporation in
Houston, Texas. The salvage operation
cost the Federal Deposit Insurance Com-
mission $1,000 million. (Die Zeit, Septem-
ber 18, 1987.) For 1987, for the first time in
its history, this institution will undoubtedly
show a deficit. (Le Monde, January 19,
1988.)

Biggest bank failure in
US since 1974

In 1986, the failure of the First National
Bank and Trust Company of Oklahoma
(holding an equity of $1,600 million) was
not averted. This was the biggest bank fail-
ure in the United States since that of the
Franklin National Bank in 1974.

Graver still than the cases of these mid-
dle-sized banks was that of one of the main
American banking institutions, the Bank of
America, which for a long time was the
world’s largest in terms of the volume of its
deposits. It was in serious difficulties, and
was saved only by the massive participa-
tion of Japanese capital in an operation to
increase its capital. In a more general way,
the main US banks are now insufficiently
profitable, and Wall Street no longer con-
siders them as prime placements.

The position and the difficulties of the
banking system in the US are better known
than in the other imperialist countries,
which keep up a curtain of discretion, if not
secrecy, over such matters. Nonetheless,
information on the state of affairs in some
countries has filtered out.

Considering the third-world debts it
holds as largely unrecoverable, the Bank of
Nova Scotia reported losses of $240 mil-
lion for the accounting year running from
October 1986 to October 1987. In Canada,
five of the six main banks have closed,
their balance sheets at the time being in the
red.!! In Sweden, three major banks have
lost altogether more than $100 million as a
result of the stock market crush. In Nor-
way, the main bank is said to have lost al-
most $200 million in the crash and
following exchange operations that came
out badly.

In Australia, one of the main brokerage
houses, Western Continental Corp, has
shut up shop. In Britain, the country’s rich-
est bank, National Westminster, has re-
vealed that a company that it controls lost
$130 million as a result of the stock market
crash. Another one of the “big four” British
banks, Midland, was rescued from serious
difficulties by a massive placement of capi-
tal from Hong Kong. The Hong Kong and
Shanghai Bank bought 14.9% of its capital.
The Midland Bank'’s losses for 1987 are es-
timated by the bank itself at £505 million,
or $900 million and those of Lloyds Bank
at £248 million, or $432 million.

Australia is the country where the stock
market crash seems to have had the most
repercussions outside of financial compa-

nies properly speaking. Three of the coun-
try’s main trusts — Broken Hill, the Bond
Corporation and the Adelaide Steamship
Company — have suffered cumulative
losses of more than $500 million. (Sunday
Times, February 20, 1988.) It is true that
these are said to be “paper” losses (al-
though included in their balance sheets),
because they are the result of the fall in the
price of unsold stock held by these compa-
nies. This, however, is a partial view of
things. In fact, once the holdings of these
companies decline in accounting value

(and this loss of value is very real), the
credits that they can get shrink proportion-
ately, as do their possibilities for invest-
ment and other sorts of activities.

This has been revealed in a spectacular
way in the case of the “operator” Robert
Holmes in Court, who was one of the rich-
est men in Australia.!? The value of his
three main companies (Bell, Bell Resourc-
es and J.N. Taylor) plunged in a few days
from $5,700 million to $1,200 million. He
was forced to divest himself of his stock in
Broken Hill, Australia’s main heavy indus-
try trust, which he had sought to control.
This sale brought him a loss of $270 mil-
lion. (Neue Ziircher Zeitung, January 23-
24, 1988.)

Threat of third world debt
non-repayment

Over this whole melancholy scene hangs
the threat of the non-repayable debts of
third world countries. The paper on these
debts is already being sold on the market at
a 50% discount. Officially, the Morgan
Bank has exchanged its Mexican debt cer-
tificates with the government of that coun-
try at a discount of 35% to 50%. If this
percentage were to rise to 50%, Citicorp,
for example, would lose half of its equity.
Manufacturers’ Hanover and the Chemical
Bank would lose all of their equity.

According to the weekly business maga-
zine The Economist (February 27, 1988),
the American banks are also threatened by
their imprudent involvement in takeover
bids based on junk bonds, and what is
called “leveraged buyouts” (that is, buying
out companies by using the lever of trans-
forming the stock of the bought out compa-
nies into debts). On the eve of recession,
many certificates of bought out companies
may lose their value. The “lever” does not
work any more.

Moreover, these high-risk credits exceed
the entire equity of the Wells Fargo Bank
and amount to 72% of the equity of the
First Chicago, 71% of that of the Bank of
America, 64% of that of Manufacturers’
Hanover Bank, 57% of the Bankers’ Trust,
45% of the Chemical Bank, 21% of Citi-
corp and 20% of Chase Manhattan. In ab-
solute volume, they are especially high for
Wells Fargo, Citicorp and the Bank of
America.

From a purely technical point of view,
the stock market crash was precipitated by

the rise in interest rates in the United States
that resulted from the famous “Louvre
Agreement” concluded between seven big
imperialist powers with the aim of braking
the fall of the dollar. This ill-conceived ma-
neuver, which was quite comparable to the
Central Banks’ decision before the 1929
crash to maintain at any cost the exchange
rate of pound sterling (linked to gold), al-
most automatically brought on a fall in
stock prices. In fact, the “objective” basis
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of these prices — leaving aside the oscilla-
tions produced by the law of supply and de-
mand — is the capitalization of dividends
discounted at the average rate of interest.
When the latter rises, stock prices fall.
However, the extent of the fall in stock
prices was out of all proportion to the in-
crease in interest rates in the United States.
On Wall Street by November 3, the decline
reached -28% in comparison with the
record 1987 level; in London, it was -33%;

in Frankfurt, -35%; in Zurich, -28%; in
Paris, -32.5% (later it reached -40%); in
Milan, -41.6%; in Australia, -41%; in Sin-
gapore, 41%; and in Hong Kong, -45%.
(The Economist, November 7, 1987.)

We now know that the stock market and
government officials panicked. At the time,
that was carefully hidden from public view.
The monetary authorities intervened mas-
sively in Wall Street and in Tokyo, inject-
ing credits (that is, increasing the money
supply). They aimed above all at keeping
the brokers and other financial houses from
being forced to sell stock at any price be-
cause of a lack of liquidity in the United
States, and also at bringing down the inter-
est rate again. On this, I need only quote
the Wall Street Journal of November 23,
1987:

“On Tuesday...October 20, the US stock
market, and by extension all the financial
markets in the world, experienced one of
their gravest crises. The full details about
what happened during this fateful week are

only beginning to come to light....

* Trading in stocks, options and futures
was almost totally halted for a crucial mo-
ment on Tuesday. Many of the most impor-
tant stocks, such as IBM and Merck could
not be exchanged. Investors, large and
small, could not sell their stocks; there
were no buyers. Those who run the market
on the New York stock exchange, the spe-
cialists, were submerged by unexecuted
sale orders, and their holdings were swept
away.

The true story of
Wall Street

“Many barks, frightened by the collapse
of stock prices serving as guarantee for
loans to brokers refused to extend more
credit to some of them, who were already
in disarray. They also demanded repay-
ment of some major loans, endangering
some brokerage houses. Some big financial
investors, threatened with catastrophic
losses if the panic continued on the stock
market, demanded that the New York
Stock Exchange close on the spot.

“Only the intervention of the Federal Re-
serve Bank, the joint announcement of pro-
grams for repurchasing stocks by
companies and mysterious movements and
possible manipulation of futures contracts
on the basis of a little-used stock exchange
index [nonsense! — E.M.] managed to
save the markets from total breakdown.

“The history of this Tuesday reveals big
weaknesses in the financial system of the
United States and raises the spectre of the
possibility that such a crisis might strike
again. ‘Tuesday was the most dangerous
day in the last 50 years,’ said Felix Roha-
tyn, who 1s linked to Lazard Fréres. ‘I think
that we were an hour from the breakdown
of the stock market,” he said.” [Retranslat-
ed from the French.]

However, in seeking to save a conjunctu-
rally dangerous situation, the American

central bank — in fact, the government of
the United States — aggravated the structu-
ral financial crisis confronting it.

The United States’ large trade deficit can-
not, in fact, be covered without a massive
and regular influx of foreign capital, pri-
marily Japanese, into the country. And, giv-
en the decline of the exchange rate of the
dollar, foreign capitalists are not inclined to
lend capital-money to the United States, if
the interest rate is lower than in Tokyo,
Frankfurt and Zurich, where it has been os-
cillating between 4% and 5% for certifi-
cates, and this is after adding on the rate of
inflation, which exceeds 3% in the United
States.

US annual trade deficit
of $150 million

This means that a fall of nominal long-
term interest in the United States below 8%
to 9% could stop the inflow of foreign capi-
tal necessary to save the United States from
a Mexican- or Brazilian-type situation —
that is, suspension of payments on their for-
eign debt. (In case of the US, these are
short-term commercial debts, that is bills
for a part of the goods and services current-
ly imported.) In fact, the United States no
longer has exchange reserves covering a
good part of the annual trade deficit of $150
million.

So, we are watching a gigantic poker
game (in fact, blackmail), which reveals a
double dilemma on both sides.

By playing (or threatening to continue to
play) to the hilt the card of a drop in the dol-
lar, the United States is regaining trade ad-
vantages. That is, it is stimulating its
exports and limiting its imports, which
could precipitate a recession in Japan, West
Germany, South Korea, Brazil, Taiwan and
elsewhere. But these gains would be more
than neutralized by the situation that would
result from a total collapse of the dollar —
a very grave financial and economic crisis
in the capitalist economy, a resumption of
inflation and consequently a new fall in US
exports. In that way, a serious recession
would also hit the US economy.

If the United States sought to stabilize the

11. The Canadian banks imprudently engaged in the
operation of privatizing British Petroleum, which Mar-
garet Thatcher launched on the eve of the stock market
crash. They risked very big losses, since the BP stocks
that they had subscribed at 330 pence were worth no
more than 250-260 pence on the market. They then ex-
erted enormous pressure on Thatcher to get the Bank of
England to guarantee them against these losses, which
was done. "It all depends on whether you are rich or
poor.” Small investors should reflect on this wise ob-
servation by the great Marxist La Fontaine [the seven-
teenth century French fable writer]. They would profit
morally if not financially from this. Free-enterpriser

“anti-state” fanaticism runs up against an insurmounta-
ble limit in the private interests of the all powerful.

12. In the United States, the notorious Hunt family of

“cowboys” (new rich Texas oilmen), formerly one of
the richest in the world and celebrated for its attempt to
comer the world (!) market in metal-money, was re-
duced after the stock market crash to having to sell its
race horses 10 clear a part of its debts, which have been
estimated at more than $1,000 million.

15
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dollar by raising interest rates, it would
precipitate an immediate domestic reces-
sion, or, more precisely, it would reinforce
all the tendencies toward recession that are
now manifesting themselves.

On the other hand, if West Germany, and
above all Japan, pursue the line of “defend-
ing the exchange rate of the dollar — more
precisely of defending the stability of
their own currencies — they can do so
only by increasingly massive dollar
purchases!?, which leads to accumulat-
ing holdings of dollars that are depre-
ciating more and more — that is, to
gigantic losses of capital. (If Japan
holds dollar assets estimated at
$200,000 million, they are worth 50%
less in yen than they were a year ago.)

However, if these countries let the
dollar fall freely, this will almost auto-
matically make their products less
competitive relative to those of the
United States, and will accelerate ex-
tensive declines in exports, produc-
tion, revenues, and therefore
recession. Moreover, the devaluation
of their dollar assets would be still
greater, although on a smaller volume
of dollars.

Behind these dilemmas, we find the
reality of a capitalist market that con-
stantly generates a two-fold move-
ment, a movement of commodities and
of capital (of realized and capitalized
surplus value after the sale of com-
modities). Any long-term phase of de-
pression, such as the one that we are
now going through, is characterized by
a growing contradiction between these
two movements, which can be ex-
plained by the sharpening of competition
on a stagnant market, What the capitalists
gain in the first area, they risk losing in the
second, and vice-versa.

The chain reaction of crises that can be
seen since October 19, 1987 — a stock
market crisis, a crisis of financial interme-
diaries, wobbly banks, a crisis of the dollar,
dysfunctioning of the international mone-
tary system, the threat of a second stock
market crash — is multiplying the tenden-
cies toward a generalized recession of the
capitalist economy in 1988. In fact, a cer-
tain number of economists are saying that
this recession has already begun in the
United States, because for seven consecu-
tive months the composite “cyclical indica-
tor” has been pointing toward a decline in
that country. Automobile sales already fell
by 15% in 1987.

Housing starts are declining. If industrial
production has not yet fallen, a large part is
going into inventories, which are rising to a
disturbing level in retail outlets, whose
sales are slipping (Business Week, January
1, 1988.)

Many sources could be cited that confirm
this diagnosis. I will mention only two.
Former economic advisor for Citicorp's in-
ternational operations, Harold Van Buren
of Cleveland, points up the perverse effect
of the policy of “cheap money” and low in-

terest rates in the United States, According
to him, this will bring an uninterrupted ser-
ies of crises on currency and financial mar-
kets, which will lead finally to raising
interest rates to a level that will precipitate
arecession. ([nternational Herald Tribune,
January 2-3, 1988). Three weeks later on
January 25, the same paper published an

article under the eloquent headline “Wall
Street waits for the recession. For many
economists, the question is not if, but
when.” The piece began with the following
paragraph:

“Waiting for the recession is the name of
the game in Wall Street these days. Wall
Street economists and analysts see this re-
cession as inevitable. The whole question
is knowing when it will arrive. Some ob-
servers think that it will be 1989 rather than
1988.”

Proposal for concerted
action to avert crisis

On December 17, 1987, 33 of the most
prestigious economists in the capitalist
world, including several neo-Keynesians,
issued a statement proposing concerted ac-
tion by the rulers of the main capitalist
countries to avert a grave economic crisis.
The appeal was addressed first of all to the
United States. For that country, the econo-
mists prescribed a pronounced austerity
policy reducing domestic spending relative
to the volume of current production in or-
der to eliminate the deficit in the trade bal-
ance as well as to wipe out the budget
deficit between now and 1992.

They did not seem, however, to envisage

that such a policy — which would consid-
erably increase unemployment in the Unit-
ed States — would automatically bring on a
recession in the short run in the United
States. The assumption that such a reces-
sion would not extend to the rest of the cap-
italist world is risky, to say the least. (For
the statement of these economists, see in
particular Neue Ziircher Zeitung of
December 17, 1987.)

In fact, the only hope cherished by
the “optimistic” economists is that the
US economy will succeed in one way
or another in muddling through. The
pessimists, even the conservatives,
foresee a grave recession. The funda-
mental cause is obviously not the stock
market crash or the monetary mess. It
lies in the disequilibrium between the
growth of productive capacity, marked
by a gradual substitution of machinery
for living labor, on the one hand; and
the relative stagnation of the market
(the buying power of the “final consu-
mers”), on the other. This engenders a
fall in the average rate of profit and an
over-accumulation of capital. But the
frenzied plunge into debt and specula-
tion, of which the stock market crash
was at once the expression and the re-
sult, is aggravating these contradic-
tions and increasing the momentum
toward a downturn.

From this standpoint, it is significant
that, despite all the bad experiences on
the stock market, corporate takeovers
are rolling merrily on, especially in the
United States and Great Britain. In
fact, the stock market crash even
seems to have encouraged them, be-
cause it costs a lot less today to buy up
stocks on the market than it did before Oc-
tober 19, 1987. What has to be stressed is
that banks are continuing to grant extensive
credits for such operations, despite their
bad experience with junk bonds.

The banks’ hunger for profits is being
sharpened by their own reduced profitabili-
ty, but they are playing without regard for
elementary caution. A second stock market
crash already looms. Will it start in Tokyo?
No few indications point to that. The Japa-
nese stock market is very vulnerable, since
prices of stocks with a minimum average
yield remain irrationally high. A more
modest fall, only of the order of 10%, did
not correct prices to the same degree as in
the United States and Europe. Moreover,
the volume of Japanese exports is already
shrinking, as a combined result of the very

13. There is an alternative solution for defending Japa-
nese and West German exports against the falling dol-
lar. It is to let the mark and the yen fall along with it.
The Hong Kong bourgeoisie has been following this
recipe with some success. This is why Japanese and
European monetary policies can be summed up better
by the formula “defence of their currencies” than by
the formula “defence of the dollar.”” This brings us
back to the relationship of forces between the “bank-
ing” and “industrial” sectors within these respective
bourgeoisies. Any pronounced decline in exports
would undoubtedly lead to a “painful reassessment” of
these priorities. This will be something to watch...
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high rate of the yen, the fall of the dollar
and growing competition from industry in
South Korea, Taiwan and Hong Kong.!4

The Japanese bourgeoisie is trying to
compensate for this decline both by step-
ping up capital exports (even medium-sized
subcontracting firms are moving to South
Korea and Taiwan!) and by expanding the
domestic market, especially for housing.
(Japanese workers are the worst housed in
the imperialist countries and among the
worst paid. It is estimated that the average
monthly wage in the engineering industry
is 30% lower than in West Germany and
Great Britain and even lower than in Spain,
while the productivity of labor in Japan is
much higher.)

Outsize swelling of the
public debt

However, in order to avoid cutting too
deeply into the profits of businesses, this
expansion of the domestic market has been
effected above all by increasing public
spending, that is by a more and more out-
size swelling of the public debt. Contrary to
a widespread false impression, public debt
in Japan is larger relatively than in the Unit-
ed States. Between 1973 and 1986, it rose
from 30.9% to 90.9% of Gross National
Product, while in the same period it rose in
the United States from 39.9% to 52.4% of
GNP.

The US budget deficit reached 3.4% of
GNP in 1986. In Japan, it amounted to
4.2% of GNP. (Banque des réglements in-
ternationaux, Basle, June 1986.) This is a
supplementary factor increasing the vul-
nerability of the Japanese economy in the
present period.

This problem is compounded by a stagna-
tion, or perhaps already a clear erosion, of
the advantages that Japanese industry had
acquired in a whole series of key sectors of
the world market. In the automobile indus-
iry, the Japanese share of world exports has
levelled off since 1980, if not slightly de-
clined. Even if you correct these figures by
including the manufacturing that Japanese,
American and European trusts do abroad,
the picture does not change substantially.

In color television sets, Japanese exports
have reached a plateau since 1984. Their
compact disks exports levelled off after
1984 and showed a pronounced decline
since 1985. Between now and 1990, the
shipbuilding and coal-mining industries,
routed by foreign competition, are going to
eliminate 90,000 jobs. (All this data comes
from the “Spécial Japon ” feature published
by the weekly Le vif-l’"Express of
November 27, 1987).

Japanese deliveries of complete factories
built abroad on contract dropped from
¥2,500,000 million in 1982 to ¥600,000
million in 1986. Nearly a quarter of these
contracts were in Eastern countries, hence
Japan's growing resistance to the US em-
bargo on a part of these projects. (The Ja-
pan Economic Journal, August 8, 1987.)

An inevitable corollary, but a very wor-
rying one for Japanese capitalism, is that
the center of gravity of current activity is
shifting dramatically toward the “paper
economy” in Japan also. In 1987, Japan be-
came the world’s number one capital ex-
porter. But more than 50% of these exports
were concentrated in the financial sector
and in real estate. According to The Japan
Economic Journal of January 16, 1988, the
main sectors sustaining the economic up-
turn underway in Japan are chemicals,
housing construction, advertising and the
“leisure industry”.

The decline of the dollar has accelerated
the decline of US financial supremacy.
Among the ten biggest banks in the world,
only two are American. The main ones are
now Japanese. The United States has be-
come a debtor power internationally,
whose foreign debt is growing with terrify-
ing speed. Today, it has reached $500,000
million, and it increases by $100,000 to
$150,000 million every year. At this rate,
in a few years it will exceed the debt of the
entire third world. Japan has become the
number one creditor power internationally.

Behind this decline of American mone-
tary and financial dominance, obviously
looms a pronounced decline of US indus-
trial and technological dominance. The
United States’ share of world exports fell
from 20% in 1981 to 13.8% in 1986. At the
same time, the share of imports in the US
domestic market has skyrocketed.

Table 3
% US domestic imports
1979 1986
Steel 103 15.9
Aluminium 7.8 22.7
Zinc 376 56.7
Electronic
components 1441 18.1
Information
technology 46 18.7
Machine tools 193 40.0
Textile machines 32.9 48.8
Cars 137 4.0
Shoes 35.2 62.5
TV & radio 416 63.8

Source: Le Monde, January 19, 1988.

There is obviously no question of US im-
perialism accepting “‘de-industrialization,”
specifically because it is an imperialist
bourgeoisie. Dependence on imports of
footwear is tolerable. Dependence on im-
ports of key nuclear missile or electronic
components — which amounts to the same
thing — made in Japan or South Korea is
intolerable for US imperialism.!* This is
why the American government vetoed the
absorption of the Fairchild semiconductors
trust by the Japanese firm Fujitsu. Finally,
it is the US firm National Semi-Conductor
that is going to refloat Fairchild.

What is more, after trying to form a cartel
with the Japanese firms to divide up the
world market — primarily the US market

— in March 1987, American microchip
manufacturers formed a consortium, enjoy-
ing large governmental subsidies, with a
view to advancing their own technology for
making semi-conductors. But their starting
position has been badly undermined, as can
be seen from the worldwide sales of micro-

chips shown in Table 4.
Table 4
The six main world producers
of semi-conductors
NEC (Japan) $260,000m
Hitachi (Japan) $230,000m
Toshiba (Japan) $228,000m
Motorola (US/Japan) $202,000m
Texas Instruments
(US) $180,000m

Philips (N’lands)

$140,000m

What underlies US imperialism'’s attempt
to “re-industrialize,” especially the aid for
the export offensive heralded by the fall of
the dollar, is the crying inadequacy of pro-
ductive investment. In 1982, industrial in-
vestment per job was three times higher in
Japan than in the United States (Futuribles,
July-August, 1987.) The productivity gap is
widening, despite an unquestionable effort
by American industry in recent years.

Table 5
Average increase in labour
productivity 1980-1986

Japan 5.6%
UK 4.7%"®
France 4.0%
USA 3.4%
FRG 3.3%
ltaly 3.2%

14. Japanese textiles exports to the United States fell
from 700 to 450 million square yard equivalents be-
tween 1985 and 1987 (January-August, for 1987),
while those of the People’s Republic of China, Taiwan
and South Korea are clearly on the rise. (Far Eastern
Economic Review, February 25, 1988.)

15. Cautious but real tendencies toward Japanese rear-
mament are firming up more and more According to
the Japan Economic Journal of February 27, Japan and
the United States have just concluded an agreement for
joint manufacture of the most sophisticated types of
conventional weapons, of which the FSX fighter plane
is the best example. But it took strong US pressures to
keep Japanese imperialism from undentaking this on its
own. Henry Kissinger has written that in his view it is
inevitable that Japan will (again) become “a major mil-
itary power.” He has said that in fact Japan is already
spending 2% of its GNP on arms, despite the 1% limit
set by the country’s constitution.

16. This leap forward in British productivity, in mone-
tary terms, is the result of a reduction of British wages
relative to those of the other imperialist powers. Ac-
cording to Die Zeit of January 1988, toward the middle
of 1987 hourly labor costs (including indirect wages) in
the UK represented 53 points on a index relative to 100
in West Germany and Switzerland (this was equal to
those in Spain!), while they were 76 in the United
States, 75 in Japan, 72 in Italy and 68 in France. At the
same time, the value of the product of an hour’s labor
was 100 in West Germany, 55 in Spain, 54 in Great
Britain, as against 90 in the United States, 83 in Japan,
75 in France and 70 in Italy.

17
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The least than can be said is that it will
not be easy for the United States to regain
lost ground, whether or not the fall of the
dollar continues.

Four “high tech” industries illustrate per-
fectly the changes in the inter-imperialist
relationship of forces. The ten main firms
in the telecommunications industry, which
may be the one most likely to undergo con-
tinuous expansion in the coming years, in-
clude only two American ones.

Table 6

Annual sales (in £m) 1986
AT&T (US) 7,590
Alcatel (Fr/US) 5,435
Siemens (FRG) 2,530
Northern Telecom

(Canada) 2,460
Ericsson (Sweden) 2,380
NEC (Japan) 2,010
GTE (US) 1,710
Philips (N'lands) 893
GEC (UK) 7467
Fujitsu (Japan) 744

In the race to exploit superconductivity,
the scientific discovery of 1987, the US
government has pushed US firms by sub-
sidies (and by holding on to “secrets”) to
become the world leaders. But Japanese
and European efforts seem to be equal. In
high-definition television (screens with
1,125 lines instead of 625), the Japanese
and Europeans are neck-and-neck. The
United States seems to have been left be-

hind, although its market is the main target.

In the aeronautics industry, all the Rea-
gan administration’s pressures and threats
have not kept Airbus from staying well in
the race with Boeing. In the capitalist
world, there are practically only two large-
scale producers, one US firm and one inter-
European one.

Does this mean that with the “definitive’
creation of a united common market in
Western Europe in 1992 we will see a pro-
nounced resumption of fusions among Eu-
ropean firms in order to reconsolidate the
place of the European imperialisms on the
world market? The depression climate is
hardly propitious for that. We should rather
expect a multiplication of raiding opera-
tions, and the creation of several European
multinational groups, whose potential dy-
namic is well illustrated by the recent take-
over bid aimed at Belgium’s Société
Générale.

As in every one of the “long waves of de-
pression” until now, the situation of the in-
ternational capitalist economy is
characterized by the fact that the decline of
the previously dominant power has not
been “compensated for” by the appearance
of a new dominant imperialist power able
to replace it. This is why the place of the
dollar has not been occupied either by the
yen, or by the Ecu [European currency
unit], to say nothing of the mark, the Swiss
frane, or the guilder.!® This is why all the

appeals for worldwide concerted action by
the governments and states, which are al-
ready replacing the fanatical declarations
of faith in the capacity of the markets for
“self-correction,” have little chance of get-
ting anywhere.

Fiscal problems for the
European community

Helmut Schmidt and Giscard d’Estaing’s
project of creating a European central bank
has just been officially proposed by the
West German government. Carrying it out
depends on an agreement with France,
which in turn depends on the establishment
of a stable parity between the mark and the
French franc, at least for an entire period.
This problem points to the danger of a mas-
sive capital flight from France to its neigh-
boring countries, if the unification of the
Common Market in 1992 is not accompa-
nied by a complete harmonization of fiscal
systems, as well as of exchange rates, be-
tween West Germany and France. We are
still a long way from that. The French bour-
geoisie is envisaging, notably, a new “ad-
justment” in the parity between the franc
and the mark, that is a new devaluation of
the franc, before taking any risks in this
regard.

In order to understand the effects of the
American “readjustment” on the econo-
mies of the so-called third world countries,
we have to separate out roughly three cate-
gories of countries, without giving this
classification any absolute value or scien-
tific significance. (India, for example, re-
mains a case apart, given the continuing
pronounced isolation of its domestic
economy):

@ The trade-surplus countries of OPEC,
essentially Saudi Arabia, the Gulf emirates
and Kuwait. These countries were suffer-
ing the combined effect of an erosion of oil
prices, which the coming recession will ac-
centuate, and the fall of the dollar, which is
producing a notable depreciation of their
assets and reserves. This is such a sore
point that even Saudi Arabia is cautiously
murmuring that it might be ready to cut
loose from the dollar. If such disengage-
ment were massive, it would create a catas-
trophe for Washington. For political
reasons, such a financially reasonable
course of action will not be adopted.!® But
there is (as yet) no question of a fall in mass
consumption or in industrial production.

@ The semi-industrialized countries, es-
sentially South Korea, Brazil, Taiwan,
Mexico, Singapore and Hong Kong. In
1987, they experienced an industrial up-
turn, thanks above all to a continual expan-
sion of their exports to the United States.
The combined effect of the fall of the dollar
and an American recession would limit
their exports to the US and provoke a re-
cession in them also by a ricochet effect.
The Japanese market is not big enough to
offer an alternative outlet at once for South
Korea, Taiwan, Brazil and Mexico.

@® Other “third world” countries. They
have suffered especially from the effects of
the so-called adjustment policy imposed by
the IMF in order to facilitate management
of their debts. This policy has had catas-
trophic effects of de-industrialization and
impoverishment. The effect on the capital-
ist economy has been particularly perverse
— amassive transfer of resources from the
poor countries to the rich ones; a no less
massive shrinking of the outlets for imperi-
alist industries in the third world.

In 1965, the OECD countries exported
three times more manufactured goods to
the six semi-industrialized countries than
they imported from them. In 1985, on the
contrary, they had an overall trade-deficit
of $18,000 million with these countries, a
deficit that rose to $40,000 million for the
United States in 1986 (Japan continues to
have a trade surplus with these countries,
although this is being wiped out.)

De-industrialization and
impoverishment

The effects of de-industrialization and
impoverishment are particuiarly pro-
nounced in Latin America. Pierre Salama
has provided the figures for Table 7.2

According to CEPAL, the per capita
product fell between 1980 and 1986 by
6.4% in Chile, by 12% in Mexico, 14.2% in
Argentina, 19% in Venezuela and 27% in
Bolivia. These figures do not make allow-
ances for social differences and have to be
revised upward as regards the drop in the
(consumer) buying power of the workers,
poor peasants and marginalized strata (the
unemployed and semi-proletariat). The
buying power of wages in Mexico was cut
in half between 1980 and 1987; in Brazil
this reduction fluctuated between 37% and
55%.

It is true that the fall of the dollar has had
the effect of reducing the value of the debt
and the service on it (as a result also of the
fall in interest rates), to the extent that a part
of the resources of third-world countries
come from exports to Europe, Japan, the
Far East or that their own currencies are

17. GEC has since fused with the British firm Plessey.
Their tamover is £1,420 million, and this still only puts
them in eighth position among worldwide leaders.

18. According to the 57th Annual Report of the Banque
des Reéglements Intemationaux (Basle, June 15, 1987),
gold valued at the “market price” represented 42% of
the capitalist countries’ overall exchange reserves in
1986; the Ecu, 3%; special issuing rights, 1.5%; the
special reserves of the IMF, 2%; the mark, 0.5%; other
European currencies,0.5%; and the yen 1%. The rest,
about 50%, was accounted for by dollars.

19. The accumulated assets of these countries are eval-
uated at $200,000 million, of which they are supposed
1o have lost 25% to 30%, expressed in the average ex-
change rates of the “strong” currencies. Hence the
threats to detach the [Saudi Arabian] rial and the cur-
rencies of the Emirates and Kuwait from the dollar.
The current petro-dollar income of Saudi Arabia has
dropped, falling from nearly $100,000 in 1980 to
$28,000 million forecast for 1988, which is still not an
insignificant amount.

20. Pierre Salama. L'impasse des politiques
d ajustement, le cas des économies latino-américaines
(GREITD document, Paris, 1987).
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“detached” from the dollar, which at the
moment is true only of Taiwan. But these
momentary advantages have been neu-
tralized, or more than compensated for, by
the growing “dollarization” of their
economies.

The international capitalist economy is in
fact currently experiencing a two-level
compartmentalization. On the one hand,
there is what can be called an inter-
imperialist level (although Taiwan is also
involved), where the dollar is depreciating
sharply with respect to other currencies. On
the other hand, there is a third-world level,
where the “national” currencies, hit harder
and harder by inflation, are depreciating
against the dollar.

Added to this is the effect of the continu-
ous deterioration in the terms of trade to the
detriment of the third world. This has cost
it far more resources than it gained from
the fall in interest rates or the depreciation
of the dollar. (Between 1984 and 1986, the
prices of raw materials fell by a quarter.)
This is compounded also by the continuous
flight of capital placed by the owning class-
es in dollars or strong currencies, which are
a considerable counterpoint to the foreign
debt in Latin America.

Unceasing growth of third
world debt

The overall result is that the extent of the
third-world debt has grown ceaselessly, de-
spite the terrible sacrifices imposed on the
popular masses of the third world, despite
the de-industrialization that it has suffered.
The semi-industrialized countries are the
exception, although this is only partial, be-
cause there has also been a slowing down
of industrialization in Brazil and especially
in Mexico (see Table 8).

The effect of the policy of servicing the
debt and a partial repayment/reconversion
of it imposed by the IMF is just as perverse
for the economies of the semi-
industrialized countries as it is for the im-
perialist ones. Since the export offensive is
based above all on reducing wage costs,
especially under the whip of inflation, the
internal market shrinks as exports increase.
As a result, in these countries also substan-
tial excess productive capacity is appearing
and persisting.

For example, in the Brazilian “capital
goods” sector, the rate of utilization of in-
stalled productive capacity fell from 64.1%
in 1982 to 54.9% in 1984; and climbed
back only to 62.9% in 1987.

New orders at the end of the year fell
from 127,000 million stable cruzeiros in
1982 to 103,000 million in 1987. It should
be noted at the same time that there has
been a spectacular fall in imports of pro-
ducers’ goods, from $1,637 million in 1981
to $912 million in 1982 and to $548 million
in 1987. In 1985 and 1987, for the first time
in history, Brazil had an even balance of
trade in producers’ goods. (Jornal do Bra-
sil, March 6, 1988.)

Table 7

Effects of de-industrialization on Latin America
(percentage of GNP)*
1980 1983 1984 1985 1986
Net transfer of
resources +2.2% -51% -4.1% -4.7% -3.0%
Investment rate 23.3% 17.4% 17.5% 16.9% 17.4%

* From 1980-86, in absolute figures, $145,000 million has been transferred from
Latin America to the imperialist countries.

Table 8
Total third world debt ($ million)
1984 1985 1986 1987 1988
Long term 714 784 871 930 980
Short term 163 166 150 155 155

The new general recession on the horizon
will first of all bring about a new spurt of
unemployment. In the imperialist countries
alone, about 40 million people are unem-
ployed.?! This figure may reach 45 million
or even more in the trough of the coming
crisis.

Threat to social security
systems

With the erosion of buying power and the
threats hanging over social security sys-
tems, the fear of unemployment is today
the main motivation in the strategy of the
unions in many imperialist countries. But
while resistance to attacks on direct and in-
direct wages is clearly stiffening and lead-
ing to struggles, some of which are
beginning to win victories (undoubtedly,
also under the influence of the temporary
upturn), there is a sharp counterposition be-
tween two strategies for combating the
elimination of jobs or threats of job losses.

Some are concentrating on a fight for a
drastic reduction in the working week??
Others are succumbing to the lure of pro-
tectionism. This latter course is only a vari-
ant, and hardly a new one, of class
collaboration taking the place of interna-
tional class solidarity. Instead of trying to
unite the workers of all countries in the
fight for a 35 or 32 hour working week,
these people are uniting with their own
bosses against the jobs of workers in other
countries and therefore against these
workers.

This is the policy of “exporting unem-
ployment,” whose disastrous effects the in-
ternational working class has already been
able to appreciate over the decade 1929-
1939. Above all, the trade-union bureau-
cracies in the United States have yielded to
a large extent to this temptation.

Source: World Bank report, summarized in Neue Ziircher Zeitung, January 19, 1988

The objective basis for this reaction —
and for the chord that it has struck for the
time being among some layers of the work-
ing class — lies in the enormous differenc-
es between the wages of the workers in the
imperialist countries and in the semi-
industrialized ones. This is a relationship of
1 to 10 at present exchange rates (the differ-
ence in buying power is less pronounced,
but still large). So people believe that the
capitalists are “betraying national industry”
by shifting centers of production to low-
wage countries (a shift that is much more
limited than people think), and that import-
ers especially are sinning against the “na-
tional interest.”

The capitalist response 1s a direct one: Let
us unite our efforts to lower wages in our
own countries and to limit imports of for-
eign products (that is, increase the prices of
consumer products, which amounts to low-
ering real wages still more).

By accepting this reason, the unions are
letting themselves be drawn into an infernal
spiral: the gradual reduction of wages (in
the United States the weekly wage fell in
real terms from $201 in 1973 to $167 in
1987); a “two-tier society” (in France, one
wage-eamer out of five does not have a
“real” job), along with a proliferation of in-
termediary statuses depriving workers of
all or part of social protection; and a contin-
ual erosion of employment.

This downward spiral can only end in the
lowest wages in the semi-industrialized

21. The real number of the unemployed is greatly un-
derestimated both in Japan in the United States, espe-
cially by means of statistical subterfuges of all sorts.
According to the American weekly magazine The Na-
tion, the real unemployment rate is around 10% in the
United States.

22. In my opinion, in view of the current extent of un-
employment, the demand for going over immediately
to a 32-hour working week (four eight-hour days) is
more realistic than one for 35 hours, if the objective is
really to boost employment decisively.
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world. This means hardly more than a dol-
lar an hour in Mexico and Brazil (in Brazil,
they even refer to an average hourly wage
of 75 cents). In South Korea, the average
hourly wage is estimated at $2.5; in the In-
dian textile industry, it is $1. But in the
non-unionized branches of Indian industry,
we find even wages of 40 cents an hour.

In every country, it is always possible to
point to a “competitor” country where
wages are lower, in order to press for low-
ering wages and concomitantly to increase
pressure for protection. This is particularly
aberrant from the standpoint of the work-
ers, inasmuch as this policy destroys jobs.
In fact, while it maintains or boosts profits,
at the same time it restricts outlets, since re-
ducing wages means reducing sales. But
there cannot be any sustained capitalist
growth unless there is a parallel rise in
profits and expansion of outlets, which is
not the case with a protectionist policy. The
proof of the pudding is that in every coun-
try where trade-unionists have accepted a
policy of cutting wages in order to “defend
jobs,” employment has continued to de-
cline in industry.

Protectionism must be
rejected

Therefore, the lure of protectionism must
be resolutely rejected, along with illusion
of “necessary sacrifices to defend jobs.” It
has to be countered with a call for joint ac-
tion by workers in all countries to win a
radical reduction of the working week with
no cut in pay, as well as for joint action by
the unions to raise the starvation wages in
the semi-industrialized countries. The ar-
gument of the nationalist bourgeoisies in
those countries that this will stop industri-
alization is just as unacceptable as the pro-
tectionist argument in the imperialist
countries. Far from putting a brake on in-
dustrialization, higher wages in the semi-
industrialized countries will stimulate it by
leading to an expansion of the internal mar-
ket and more advanced models of econom-
ic development.

What has been revealed by the flagrant
imbalances that led to the stock market
crash, and which will lead to the third gen-
eral recession, since the start of the 1970s
are new fundamental contradictions of the
capitalist system as it is operating in the
age of “late capitalism,” especially in a
“long wave of depression.” These contra-
dictions, moreover, had already manifested
in the preceding phase of expansion, and to
a certain extent they gave impetus to it.

The enormous indebtedness — the debt
payable in dollars alone now undoubtedly
amounts to $800,000,000 to $850,000,000
million — a sum that is hard to conceive of
— is structurally linked to the survival of
the system. Without the constant genera-
tion of an enormous debt, neither outlets
for commodities nor expansion of busi-
nesses nor financing of public spending
can be assured.

Of course, excess liquidity now exists.
The accumulated debt is out of all propor-
tion to the needs of “normal” capital accu-
mulation. There will therefore be a
destruction of “fictitious” capital, of a part
of the “paper economy,” a writing off of a
part of the debts (through bankruptcies and
open or tacit agreements). But a considera-
ble share of it will remain, even at the end
of the coming recession.

No new phase of
capitalist expansion

It follows from this that the “normaliza-
tion” of productive accumulation will be
extremely difficult, if not impossible. The
rearmament economy will more than ever
play the role of a substitute outlet for a sick
capitalist economy, and this remains true
despite all the East-West disarmament ac-
cords. The new rise of the profit rate,
weighed down by the burden of indebted-
ness, will remain slow and inadequate.

There will be no new phase of expansion
of the international capitalist economy
comparable to the one of 1948-1968/73, at
least as long as there is not a spectacular
rise in the rate of surplus value resulting
from a catastrophic defeat of the working
class and the anti-imperialist movement in
a series of key countries. And that is not on
the horizon in the foreseeable future.

The debt mountain is in large part a
mountain of private debt. It reflects a gen-
eralized phenomenon of privatization of
the money creation and of the “central”
control over capital in the capitalist coun-
tries. A consequence of this process is that
the relationship between capital in private
hands and official exchange reserves has
been suddenly turned upside down. Around
1958, the central banks of the ten main im-
perialist countries held five times more ex-
change reserves than private capitalists. In
1986, private capitalists held ten times
more liquid or semi-liquid capital
(32,400,000 million!) than the exchange
reserves of these ten central banks, not
counting gold.*

A new deadly curse
hanging over the planet

The weakening, or even paralysis of na-
tional states — even of the United States —
reflects this situation, as well as the rise of
multinational trusts that are beyond the
control of any national state. The decline of
the “interventionist” ideology was only a
reflection of this new reality. But it leads to
a flagrant illusion — that the market will
re-establish the necessary balances (for
capital and in the interest of capital) and
that prosperity will therefore automatically
return, although somewhat belatedly.

After October 19, 1987, there is no long-
er so much faith in the market. Once again
“effective” government action is being
called for. Internationally, a neo-Keynesian

wind is blowing. But unfortunately for the
ideologues, no effective concerted action is
possible among nation states that are inex-
tricably locked in competition with each
other, and besides which are weaker and
weaker in relation to private capital. There
can be neither a world state nor a “world
lender of last resort” under the capitalist
system. This is undoubtedly a new deadly
curse hanging over the planet, alongside all
those discovered by Karl Marx. %

23. In the United States, consumer debt amounts to
20% of the disposable income of households. In Great
Britain, already in 1985 one out of every three pounds
spent by consumers was borrowed. This percentage in-
creased considerably in 1986 and 1987. In West Ger-
many one household out of two is in debt, to the tune,
on the average, of 10,000 marks. Four million house-
holds are behind in their payments on, or unable to pay
back, debts amounting to 20,000 million marks.
(Sources: Neue Ziircher Zeitung, November 23-24,
1987; Sunday Times, January 12, 1986).

Between 1975 and 1986, the gross debt of enterpris-

es rose from 37% of GNP to 45% in the United States;
from 94% to 102% of GNP in Japan; from 63% of
GNP to 71% in West Germany. During the same peri-
od, gross houschold debt rose from 50% of GNP to
65% in the United States, from 33% to 47% of GNP in
Japan, and from 42% of GNP to 55% in West Germa-
ny. (Banque des Réglements Internationaux, Basle,
June 1987.)
24. Banque des Réglements Internationaux, cited by Le
Monde, January 6, 1986, Hence a growing pressure for
“re-monetarization of gold,” or even a return to the
gold standard, that the American government has sud-
denly started to support.
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Raw materials’ crisis hits
the third world

E ARE NOT witnessing one

of those traditional drops in

prices simply due to cyclical

developments in supply and
demand, or to the conjunctural hazards of
speculation. Something is happening on a
much larger scale that combines various
structural developments in the world
economy.

At first sight, as we will see, this price fall
is related to the so-called “North-South”
divide, since a good half of third world
countries are dependent on two or three raw
materials for at least two-thirds of their ex-
port income. But it is also linked to a major
redistribution of cards between the big in-
dustrial sectors and trusts, and between
capitalists in the various industrial nations.
Substitutional goods, the new role of inter-
national trade, the new financial instru-
ments that have become the futures markets
for raw materials — all these have turned
upside down a market that was still par-
ticularly under the influence of colonial
traditions, captive trade and traditional re-
lationships. The new situation on the com-
modities’ market in its own way illustrates
the evolution of the international division
of labour and the exacerbation of uneven
development in the last 25 years.

The place of raw materials in world trade
has gradually changed. In value it only
amounts to 50% of the trade of manufac-
tured goods (energy products included),
and it was the same in 1963.

As against some very simplistic ideas go-
ing around on the question, it should be re-
membered that the biggest exporters of raw
materials are the industrialized countries
themselves (69% in 1980). On the other
hand, it is the structure of their foreign trade
itself that marks out the third world coun-
tries — in other words, the extreme special-
ization of their exports. In 1977, primary
products represented around 80% of their
exports, as against 23% for the OECD
countries.

Double dependence on
raw materials’ prices

So it is useful to note that the third world
countries are doubly dependent on world
raw materials’ prices: dependent on the
prices fetched by the goods they export and
dependent on the prices they pay for goods
imported from the industrialized countries
— especially food — in the framework of a
division of labour dominated by the imperi-
alist economies.

This structural dependence, as well as the

ACCORDING to the World
Bank, the prices of raw
materials — excluding oil
— have fallen to their lowest
level for 50 years!! During
1986, their prices fell overall
by 10% in relation to export
prices for manufactured
goods (see Table 1).

This trend in the raw
materials market is an
important element in the
world economic crisis. An
OECD? report, called
“Financing and the foreign
debt of the developing
countries, 1986 study”,
stressed that if one looked at
the problem in a wider
framework, raw materials’
prices could be regarded as
having influenced the whole
trend of the debt problem for
nearly two decades.

CLAUDE GABRIEL

evolution of world trade, have gone hand in
hand with the economic decline in the third
world over the past 15 years. In fact, not all
the elements of this crisis date from the
1980s and from the more recent fall in pric-
es. Often, one can read that “from 1970 to
1980, the dollar price of primary products
climbed sharply” 2, while the general curve
has been downward since 1980. This peri-
odization, established on the basis of broad
tendencies, is not relevant. It is based strict-
ly on the average trend of prices, while in
reality the market for most products during
this “good” period has been particularly
chaotic.

“In an OECD country, when the exports
of one category of goods fluctuates from
10% to 15%, it is a talking point in the me-
dia. But 93% of Uganda’s exports are de-
pendent on one variety of coffee, whose
price has varied on average by 55% each
year between 1973 and 1979.” 4

According to the International Monetary

Fund (IMF), during the 1970s there was an
annual average growth in dollar prices of
12%. But this general trend does not take
into account the chronic instability of pric-
es during this whole period, which put a
number of third world economies in a very
precarious situation. This instability has
been even greater than during the previous
period of 1965 to 1970.

“There was a price fall in 1971, a revival
in 1972, a spurt in 1973-74 followed by a
drop in 1975, a steady but weak upturn
from 1976 to 1978; and a new spurt in
1979.”3

Major industrialization
projects

All this has no relation to the usual fluctu-
ations caused either by climatic or political
hazards that regularly influence the availa-
bility of this or that product. The fall in ca-
cao prices in the spring of 1979 was caused
by American demand stagnating. The same
goes for copper and nickel, whose prices
went up and down all through the 1970s.
The world recession in 1974-75, followed
by that of 1977-78, profoundly affected de-
mand. There were substantial contractions
of trade and the upturns, depending on the
product, have not always compensated for
previous falls.

On the basis of conjunctural price rises,
some governments were able to embark on
irresponsible investments. Some, as in Af-
rica, promised their populations miracles,
and used the first financial windfalls from
higher export prices as springboards for
plunging into major industrialization pro-
jects, which often left nothing behind after
a few years but uncompleted building pro-
jects or oversize factories out of all propor-
tion to real needs.

In this context, the downward spiral of
prices began in 1980-81 (despite a slight
upturn in 1983) that has led to the present
situation.

For the players themselves in this market,

1. Developing Country Debt, World Bank, Washington,
1987.

2. OECD — Organization for Economic Cooperation
and Development. Member countries include Australia,
Austria, Belgium, Canada, Denmark, FRG, Finland,
France, Greece, [celand, Ireland, Italy, Japan, Luxem-
bourg, the Netherlands, New Zealand, Norway, Portu-
gal, Spanish state, Sweden, Switzerland, Turkey, UK
and USA.

3. Marchés tropicaux et méditerrannéens, May 1, 1987,
Paris.

4. Philippe Delmas and Christophe Guillemin, Le
Monde, July 7, 1987.

5. “Le commerce mondial des produits de base”, Ma-
rie-Claude Jacmart, La Documentation frangaise, 1980.
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belief in traditional mechanisms has been
shattered. Classically, price rises should
bring new investments in their wake, and
subsequently a growth of cultivation or
mining. These rises resulted in a growth in
supplies, causing a fall in market prices and
therefore reduced production, which final-
ly could kick off a new cycle of rising pric-
es and so on. This process is explained by
the inevitable adjustment of supply and de-
mand over a long period.

“The anomaly has become clearly visible
over the last three or four years: a time
when, after a more or less general fall, in-
ternational prices for ferrous and non-
ferrous metals were established over a long
period at unprofitable levels for a growing
number of traditional large producers. A
well-known mechanism always means that
a lasting depression of sales progressively
leads to the closure of those mines most in
deficit. A contraction of supply follows,
which at some point re-establishes a statis-
tical equilibrium leading to an upturn in
prices. But this mechanism, thought to be
eternal, no longer functions.”

An irreversible structural
shift

In reality we are witnessing a totally dif-
ferent sort of shift, undoubtedly an irrever-
sible one within the structure of certain
sectors of production: upstream of the mar-
ket these changes are turning the dependant
economies upside down; downstream, they
are modifying some of the industrial struc-
tures of the imperialist countries:

® New technological discoveries in pros-
pecting have made possible the discovery
of new, very profitable, reserves for some
products. This has a number of implica-
tions. A notable one is that the poorest pits,
supposed to be closed temporarily for rea-
sons of profitability, will never be reop-
ened. This will benefit new forms of low-
price large-scale production, profitable in
spite of the price depression. Another de-
velopment to come is the working of deep-
sea metalliferous nodules, which could rep-
resent very large deposits of nickel, copper,
cobalt and manganese in particular.

® Progress in the treatment of ores mak-
ing it possible, aside from the main prod-
ucts, to obtain secondary — sometimes
very profitable — ones, such as gold, silver
or cobalt that are found in aggregate ores.”
Hydro-metallurgy makes it possible to re-
fine such low-grade ores and to obtain
products whose prices do not necessarily
evolve in a parallel manner to the principal
metal extracted. The rise in gold prices can
thus stimulate the production of copper, co-
balt, Caledonian nickel, silver or lead. Con-
sequently, all this can generate over-
production and some price falls.

@® Recycled metals now occupy a sub-
stantial place. Because of increased energy
prices up till the beginning of the 1980s
and the ups and downs of the market, in-
dustry turned partially towards recycling.

Table 1: Raw materials
prices 1890-1986
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The index used is the index for raw materials for further processing published by the US
Trade Department. It includes oil prices. This index is deflated in relation to US retail prices.
It shows the comparative trend of raw material producer’s revenues in relation to the reve-
nues of other economic indicators.The steep rises correspond to wars and economic con-
flicts (the 1973 and 1979 oil crises). Over time, the fluctuations have lost their intensity. The
present crisis, on the other hand, is comparable to the depression of the 1930s.

Source: Le Monde, May 6, 1986 .

Ecological concerns have also boosted this
activity. Around 45% of the production of
lead and steel, 35% of copper and 30% of
zinc are obtained via recycling. Ten years
ago, these proportions were less than half
that,

The more world industry develops, the
more obsolescence makes a greater volume
of metals available for recycling, making it
possible to economize on the use of natural
resources. This is, for example, how the car
industry has become at the same time a
customer for, and a supplier of, second-
hand aluminium.

Explosion of new
technologies

At the other end of the chain, the recy-
cling of the aluminium in some fizzy drink
and beer cans in the USA has sent thou-
sands of poor people patrolling the streets
to collect these tins and re-sell them at deri-
sory prices to the state or to industry. Al-
though only just born, this new branch of
capitalist industry has already found a way
to breed its own barbarism.

® The explosion of new technologies in
the fields of electronics, optics and infor-
mation has rapidly raised the demand for
materials until now considered as unimpor-
tant. These famous “new metals™ are creep-
ing into industry, posing new problems for
supplies and production. Their production
will have to multiply ten, 100 or 1,000
times — depending on each case — before
the end of the century.®

® The development of synthetic substi-
tutes is rapidly changing demand. For ex-

ample, cocoa butter — used widely in the
pharmaceutical industry — is being chal-
lenged by a product extracted from mango
seeds; and synthetic rubber is being pro-
duced as an alternative to natural rubber.
Already some synthetic flavours are used
more widely than the real thing, which is
going to ruin some small countries’
economies.’

In other areas plastic or carbon fibre ma-
terials have been developed to replace
metal parts, especially in cars. Plastics are
replacing lead for pipes in building; the use
of jute and cotton has been reduced con-
siderably by the development of synthetic
fibres; copper cables used in telecom-
munications are increasingly being re-
placed by optic fibres — the list could go
on.

The chemical industry is central to these
changes. Rapid innovations in this branch,
and its capacity for producing synthetic
products, often puts it in a position of
strength in relation to traditional industries,
accelerating the obsolescence of certain
techniques.

All these factors have begun to have a

6. Usine nouvelle, March 17, 1983, Paris.

7. In 1983, Rio Tinto Zinc, the second largest Australi-
an mining company, announced that it thought it could
make up $50m of its 1982 deficit, thanks to rising gold
and silver prices.

8. These metals are increasingly utilized for finished
military products. Among the most used at the moment
are titanium, lithium and gallium. But beryllium, ger-
manium, nobelium, tantalum, platinum and zirconium
are also used, as well as constituents and new materials
like ceramics. Usine nouvelles, January 30, 1986, Paris;
Raw Material Report, Vol.3, No.2, Stockholm, 1985.
9. For example, researchers at Edinburgh University in
Scotland have produced cayenne pepper and saffron
flavours from cell cultures in the laboratory.
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considerable impact on the evolution of the
markets, and consequently on prices.

One of the most threatened traditional
sectors is sugar. Again, new sweeteners
have appeared such as aspartin or isoglu-
cose — sweeter products that don’t rot your
teeth! The development of dietary foods,
pushed by the chemical trusts concerned,
has led to less use of the traditional swee-
tener, sucrose. The appearance of compo-
site sweeteners in fizzy drinks is already
having a big impact on the natural sugar
market. Advertising campaigns in the name
of consumers “health” generally hide the
restructuring taking place, according to cri-
teria of production costs and profit, in the
agri-food and chemical industries.

World production of sugar
cane threatened

Bio-technology is developing sweeteners
at a pace that could threaten the whole
world production of sugar cane. As early as
1980, Coca Cola had decided to replace
more than half the sugar in its drinks by iso-
glucose. In 1985, for the first time in the
USA, the quantity of new sweeteners con-
sumed overtook sucrose (beet or cane),
which will undoubtedly weigh heavily on
subsequent world prices.

Economies based on the production of

sugar cane have now entered a traumatic
period. There are some tens of millions of
people who are threatened today by this up-
heaval in the world sugar products’ market.
Negros Island in the Philippines, Haiti,
Brazil, Mauritius, the “French” Antilles,
Réunion Island and so on are all going to
pay a very high price for these changes. It
is significant that the sugar multinationals,
such as Tate and Lyle, while commercial-
izing and refining the sugar of certain client
countries (like Mauritius), have also
carefully researched substitute products
that are going to finish off their current
suppliers.

Capitalist anarchy, cynicism and vio-
lence are expressed perfectly in the world
sugar market. In addition to the competi-
tion of European beet growers, third world
cane producers now face competition from
American and Canadian producers of iso-
glucose, which uses maize and wheat as a
basis. The changes taking place, pushed
through but in no way prepared, will lead
to the ruin of tens of thousands of small-
and medium-size planters.

Another aspect of the upheavals under-
way is the development of the futures mar-
kets. These markets do not deal with
physical goods, but with contracts — that
is, abstract products. Their primary goal is
not to deliver commodities; they are purely
financial operations. But futures markets,

to be profitable, far exceed the “volume” of
the physical market. For example, in 1974
in Paris only 1% of the 11 million tonnes of
sugar traded was actually destined to be
delivered!

Not all products have a futures market.!?
A large part of some markets is negotiated
bilaterally, others involve agreements be-
tween producers and consumers,!! while a
smaller part goes through the stock ex-
changes, that is, the “free market”,

Changes are taking place here as well.
Nickel, for example, has traditionally been
negotiated bilaterally, but since 1979 a free
market has operated in London. The oil
market takes in all these forms: barter, mu-
tual agreements and the futures market.

According to the professionals, these ab-
stract markets are necessary for regulating
prices and avoiding risks — as much for the
buyers as for the producers. By considera-
bly augmenting the volume of transactions,
the speculators assume the latent financial
risks of the market.

In reality, the thing is rather more compli-
cated. The produce exchange markets have
expanded and become increasingly com-
plex. Everybody is not equal in the face of
growing speculation. A number of producer
states only have very partial access to the
control of new techniques. Take the case of
the African countries, where small produc-
ers are invited to play the markets in order
to reduce their risks but often find them-
selves in a position of weakness when it
comes to learning the real state of the
market.

Boom in speculative
markets

“At the beginning of 1984, the world
price of cacao (4,500,000 tonnes traded) on
the futures market was determined day by
day by variations in the anticipated even-
tual deficit which, estimated at between
20,000 and 200,000 tonnes, will be in any
case a marginal factor in relation to all the
fluctuations™.!? Or again in relation to sug-
ar: “It is no longer some 500 shipments that
have mostly found buyers and sellers that
count, but rather too many or too few ship-
ments which, while marginal, are critical in
determining the effective physical prices at
a given time....The penalty, in differential
terms, can therefore be very costly for
latecomers™.1?

Because the conitrol of information on the
market is very unequal, it is clear that the
“positive” and “regulatory” effects of the
futures market cannot benefit all the pro-
ducer states! If they want to optimize their
sales they must gamble on the price, on
how much to sell and on the timing. They

10. For example, rice and tea.

11. This is the case for manganese, most nickel, phos-
phates and uranium.

12. Matiéres premiéres et échanges internationaux, Vol.
V, Claude Mouton & Philippe Chalmin, Economica,
Paris, 1985.

13. Ibid.

23
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must know how to anticipate the markets,
while for their part the specialists do not
hesitate to manipulate them.

However, the development of the ex-
changes does not explain in and of itself the
instability of prices. On the contrary, this
“boom” in futures markets has only been
an empirical response of capitalism to the
chronic instability of markets and prices
over the previous period.

This evolution has combined with a
growth of the strictly financial market, the
famous “speculative bubble”. It is a sign of
the times that a significant part of profits
are no longer realized by exchanging com-
modities but by exchanging bits of paper
simulating a real exchange of goods. Raw
materials have not been spared. In the cen-
tre of this, the London Metal Exchange
(LME) and the London Commodity Ex-
change (LCE) play a big role. The LME
covers the markets for copper, zinc, lead,
silver, aluminium and nickel. The LCE
deals mainly in cacao, coffee and cane
sugar.*

Aside from the activity of broker’s firms
and speculators, the commercial exchanges
too are involved in the expansion of finan-
cial services. There are around a thousand
trading houses operating in London. The
Reuter agency has tens of thousands of vid-
eo terminals installed in nearly 80 coun-
tries, and something like 100,000 people
work in this little world. In 1974-75, re-
ceipts for this sector reached £179 million.
In the receipts of the British financial sys-
tem, raw materials represented 12% in
1972, 16.5% in 1975, 7% in 1979 and 4.9%
in 1982.

Raw materials market
increasingly volatile

The near-monopoly of the London mar-
kets in the trade of certain products is not
properly exactly a “democratizing” factor
in the market! In 1982, the City as a whole,
which includes trading in primary prod-
ucts, brought in $7,000 million for the
British economy — 50% of the net contri-
bution of the financial services to the bal-
ance of payments — and employed
400,000 people.’® It is a good bet that the
primary products market will tend to be-
come increasingly deregulated, like the rest
of the financial market. On the other hand,
the growth of speculative markets in this
area will depend on eventual innovations in
financial instruments. The development of
risks markets and the electronics explosion
could thus make the raw materials market
increasingly volatile, by increasingly de-
taching it from real production.1¢

The risks of the raw materials’ market are
more numerous than those elaborated
above. There are also those that operate in
the monetary field. The chaos that ap-
peared from the end of the 1960s, at the
same time as American capitalism began to
fall back in relation to its competitors, was
to play a decisive role in the ups and downs

of raw materials’ prices in the years that
followed. The abandonment of the gold
standard in 1970, and then of the Bretton
Woods’ accord, was going to spark off an
era of monetary instability. To this was
added a very strong inflationary pressure.

It was in these circumstances that the
curves of basic products’ prices took on the
appearance of a big dipper; that the oil cri-
sis broke out, with OPEC’s decision to in-
crease the price of crude five-fold; and that
a period of intense negotiations/pressures
opened up on the price of some products.

The monetary chaos produced a certain
inevitable unevenness on the markets,
making long-term management of exploit-
ed resources even more precarious. Thus,
the price in local currency of a raw material
produced and sold outside of the dollar or
sterling zones by a non-US or non-British
firm depreciated when American or British
currency fell. Exchange risks therefore led
to losses or gains for producers, as well as
for merchants, since in general prices were
not linked to changes in exchange rates.

In the longer term, another disequilibri-
um was able to develop when the exchange
rate of one currency in relation to others di-
verged too much over a long period from
its real buying power. This disequilibrium
gave an advantage in the late 1970s to min-
ing operations in the dollar zone for exam-
ple, when the American currency was
under-valued in relation to its domestic
buying power.!”

The disequilibrium between national and
international price levels can destabilize
the whole of a domestic market. When in-
flation differentials grow between one
country and its commercial partners, the
domestic costs of primary products rise
more quickly than the international prices.
This was why the US preferred to import
certain products rather than support domes-
tic production. These effects are particular-
ly spectacular in the dominated countries
— such as Mexico for example, which has
a common frontier with an industrialized
country, the United States. The same phe-
nomenon appears in Africa, and elsewhere,
for countries with non-convertible curren-
cies whose neighbours are in the franc
zone. In these cases, smuggling on a mas-
sive scale becomes the market regulator to
the detriment of domestic products, which
are often subject to astronomical rates of
inflation.

The devastating effects of the instability
of markets and prices on third world econo-
mies have already been stressed. On this
subject, two French economic experts have
said: “Out of this chaos emerges an inexor-
able decline in the buying power of pri-
mary products compared to manufactured
goods. From 1960 to 1986, this decline
reached an average of 30% for basic agri-
cultural products, 27% for foodstuffs and
14% for other products....Should we be
surprised that there were problems in man-
aging the debt in these conditions?” 18

According to the French National In-
stitute of Statistics and Economic Studies

(INSEE), the deterioration in terms of trade
for African and Indian Ocean states reached
15.4% between 1985 and 1986, the prices
of their raw materials fell by 23% and the
prices of imported goods only by 9%.1% In
these conditions, as long as interest rates re-
main very high, the indebtedness of these
producer countries can only worsen.

The stock market crash of October 19 last
year did not spare the primary products
market. But it did not have such a spectacu-
lar effect on the shares market. It was the
monetary disorder induced by the crash that
first of all affected the primary products
market. Afterwards, it was affected by the
prospect of probable recession, and a no
less probable lowering of world demand for
these products.

An ongoing serial of
chronic instability

For the time being, some primary prod-
ucts’ markets have shown a slight upward
trend, for rather conjunctural reasons. This
conjuncture is explained by mere technical
operations, such as the reduction of produc-
ers’ stocks, or the reconstitution of stocks
in consumer countries or industries. For
wheat, for example, what was involved was
the prospect of a probable decline in world
production in 1987-88; for nickel, it was
sudden opportunities in the industrial mar-
ket. By the same token, copper prices leapt
dramatically at the end of last year because
of the simple fact of a reduction of reserves
on the London Metal Exchange, combined
with a copper miners’ strike in Peru. But all
this comes within the scope of an ongoing
serial of chronic instability, and is in no
way an indication of any medium-term
trend. On the other hand, these temporary
readjustments bring both joy and grief to
the most impoverished producer countries.
Zambia, for example — where the red met-
al represents 90% of exports — has had a
breathing space in regard to its debt burden,
but it cannot count on prolonged high pric-
es that could free it from the “dictatorship
of copper” and enable its economy to diver-
sify. On the contrary, higher prices have

14. Most of the refined sugar market is concentrated in
Paris. Since 1974, on the other hand, the main gold fu-
tures market has been organized in the USA and in
Zurich.

15. “"Work in progress: a survey of the City of Lon-
don”, The Economist, July 14, 1984. London has nota-
bly played a central role in recycling petro-dollars from
the Middle East. For a good point of view on the ex-
change boom in the 1980s (before the crash!) see: La
géofinance — pour comprendre la mutation financiére,
Charles Goldfinger, Seuil, Paris, 1986.

16, Each day on the financial market 40 or 50 times
more capital is exchanged on average than physical
merchandise,

17. The intemnational nickel price in December 1979
was $2.60 a pound, or 10.55 francs at the official ex-
change rate, while it should have been 21.35 francs a
pound according to exchange rate parities. This can
have important consequences, notably for products like
uranium, whose deliveries may span 20 years.

18. Philippe Delmas and Christophe Guillemin, Le
Monde, July 7, 1987,

19. Marchés tropicaux et méditerrannéens, November
13, 1987, Paris.
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hardly been registered and now a fall is
looming in the second half of 1988!

Gold itself has shown the rise expected in
the wake of the stock market crash. Shares
in gold mines have even suffered some im-
portant falls since then. If the dollar’s de-
cline continues, gold could increase its role
as a hedge and grow again in value (its
price has already reached $450 per 0z.) on
condition that no other financial instrument
comes along to offer a better “refuge”.

In the current chaos US Treasury Secre-
tary James Backer has proposed a shopping
basket of raw materials — including gold
— as a base of reference. This attempt to
reintroduce gold as a monetary standard
fizzled out and has not been taken
seriously.?

No mechanism of this sort can ar-
tificially get the capitalist economy
out of its present crisis. The US
government has advocated primi-
tive free-enterprise policies for the
primary commodities market for
seven years. According to it, “real
prices” could only play a positive
role in the medium term in reorga-
nizing third world economies. So it
is hardly in a good position today to
advocate any regulatory mecha-
nism. Even if it wanted to, it would
have a hard time finding a solution.
Le Monde of November 3, 1987,
forcefully described the current at-
mosphere: “Futures markets only
react on a daily basis, without look-
ing to the near future....the stain-
less steel industry’s order books are
full until the first half of 1988. This
sole certainty is supporting nickel
prices, even if tomorrow it has to be
abandoned or revised for the fol-
lowing months. Such short-
sightedness makes it impossible
henceforward to consider raw ma-
terials’ prices as relevant indicators
of real economic activity”.

Primary commodities that are be-
ing more and more replaced by sub-
stitute products increasingly pose problems
for judging the reactions of the industrial
market. Their overproduction remains ma-
jor trend. Thus, in 1984 and 1985 their
prices continued to fall even while the in-
ternational economy was picking up. The
Le Monde journalist concluded: “Deaf and
blind, these products are for the moment
mute”,

In such conditions, unorthodox sales
methods must be expected. Bartering or
buy back arrangements are growing rapidly
as a consequence of the markets’ instabili-
ty, but also due to the importance of politi-
cal questions as regards certain exchanges.
The most diverse figures are put forward:
between 10% and 20% of world trade ac-
cording to different sources. In this way
frozen mutton is exchanged for petrol, mil-
itary material for cacao and so on. This
commercial practice, condemned by inter-
national institutions, introduces important
political or diplomatic factors. The East

European countries were the first to devel-
op this sort of exchange with the West. But
it has now been extended owing to the in-
solvency of some third world countries. Qil
is the commodity most often involved in
such transactions. It is being exchanged for
textiles and foodstuffs, Boeing 747s and
military planes, but it has also been ex-
changed against part of a debt (France/Iraq
in 1984) or for the construction of a hydro-
electric power station (Brazil/China/Iraq in
1985)!

Moreover, barter makes it possible to
hide the undercutting of crude prices fixed
by OPEC. It also enables some third world
oil-importing countries — like Brazil, Tur-
key, India, Malaysia or Pakistan — to ex-
port industrial products and protect

themselves, at least temporarily, against
competition from industrialized countries.
States and international institutions have
been looking for technical solutions to
solve all these problems. The general phi-
losophy of these various measures is either
to intervene downstream of “natural” mar-
ket mechanisms or directly upstream by at-
tempting to plan the quantities to be
produced. But none of this can sort out the
destructive anarchy of the capitalist market
because, in reality, the private sectors are
allowed to make as much profit as possible
and afterwards it is left to public bodies to
financially clean up the worst damage.
The market functions without pity and
can break the most fragile economies or de-
stabilize states. In the long term, this re-
bounds against imperialist stability. The
European Community, for example, essen-
tially carries the responsibility for political
stability in the Black African states. Conse-
quently, it has to compensate, at least par-

tially, for the destructive effects of these
countries’ relations with the world market.
Black Africa, whose place in the interna-
tional division of labour is still deeply
marked by its colonial past, needs a perma-
nent crutch to prevent it sinking into politi-
cal chaos. This is why the EEC’s Lomé
Convention set up a system of financial
compensation benefitting its junior parmers
— in theory to compensate for shortfalls of
export receipts after price drops or setbacks
in production. For some agricultural prod-
ucts this is known as the Stabex system,

and for some mining products, Sysmine.2!
In March 1986 the International Mone-
tary Fund set up a structural adjustment fa-
cility to help certain countries with low
incomes, since all the previous compensa-
tory mechanisms could no longer

e —e—— $2VC them from bankruptcy.

But all these have only been in-
sufficient stop-gap measures, for
the good reason that they do not ra-
tionalize the market and are not
preventative medicine. As the crisis
- deepens, the less resources there
will be for compensation: “The
losses of primary commodities’
producers (outside of oil) rose to
$20,000 million in the two years
1981 and 1982. With respect to
these losses, the sums paid over un-
der the facility for compensatory fi-
nancing amounted to $2,400
million, and under Stabex to $320
million — a compensation hardly
more than 14%".2 '

A common fund to stabilize basic
commodities was proposed in
1976. But the US champions of the
free market have until now opposed
this and kept it from being put into
operation. A high-level State De-
partment official was to declare
openly: “We prefer to follow an ap-
proach to development based more
on market laws, which have proved
themselves in the developed and
developing countries”.?

At the end of the 1970s and beginning of
the 1980s there were various attempts to re-
vive the regulation of certain markets by
means of agreements intervening directly
into supply and demand. Five major inter-
national accords were signed or renegotiat-
ed between producers and consumers for

20. J. Backer has in fact taken an old argument of P.
Mendes France in the 1950s, which proposed to guar-
antee part of world money to secure a stock of raw ma-
terials — around 25% — to stabilize these products’
prices. This proposal never saw the light of day be-
cause of its inherent contradictions: how could a price
be fixed for the products in the shopping basket? How
could the contents and mix be decided? And how
would this be judged in terms of the relations of forces
between the producer countries and/or the consumers?
21. The Lomé Convention brought together most of the
countries of Black Africa, the Caribbean and the South
Pacific (ACP) associated with the EEC. See IV 51,
April 23, 1984.

22. Philippe Delmas and Christophe Guillemin, Le
Monde, July 5, 1987.

23. Marchés tropicaux et méditerrannéens, July 24,
1987, Paris.
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sugar, rubber, cacao, tin and coffee.

In spite of these attempts the results were
very meagre. The technique employed uses
the system of reserve regulators or export
quotas, with a maximum and minimum
price fixed by conventions. The reserve
regulators therefore become additional op-
erators on the market, buying and selling in
order to affect prices and maintain them
within established upper and lower limits.
But the effect of these instruments has been
recognized to be insufficient since 1984.
These accords were established or renego-
tiated at the end of the 1970s when prices,
although very unstable, were generally
buoyant. Some years later the trend has re-
versed, and the accords in question have
been less and less successful in promoting
stability.

A number of external factors were also at
work: the fact that some producer states did
not participate in the accord; political
events; monetary evolution; technological
progress or development of substitutes and
S0 on.

Accords providing for production quotas,
as with oil today, can lead to dog-fights be-
tween the better off who want to preserve
their interests, and the small producers who
want to increase theirs.

Third world countries have
their backs to the wall

Furthermore, reserve regulators need fi-
nancial resources and require expensive
technical expertise. The high interest rates
have obviously not favoured this system.
Besides, often the main reserves were held
not by the producers or by institutions, but
by the top industrial countries. Tin reserves
established in 1982, for example, repre-
sented only a tenth of the strategic reserves
of the USA. In 1982, the director of cacao
reserves was stopped from buying because
of lack of funds.

In reality, the generalized indebtedness
of the third world limits the effects of all
accords of this type. With their backs to the
wall, these countries have been implacably
pushed into expanding production and sell-
ing at dumping prices. This drive for short-
term gain becomes a drag on world prices.
“Those who sell more cheaply have to sell
more. Deliveries of Brazilian tin put both
Bolivian and Asian producers out of the
game. Malaysian cacao is the new head-
ache for Ivory Coast planters. Indonesian
coffee is worrying Sao Paulo. The gigantic
iron mine at Carajas (Brazil) has nipped all
the African mining projects in the bud.” %

In 1984, because of the refusal of Austra-
lia to agree to what they thought were too
high EEC export quotas, the tin agreement
was to finally fail and the sugar agreement
was disrupted. A system of export quotas
for coffee, re-established in October 1987,
hardly slowed down the fall in prices. The
cacao accord was renewed, but not without
difficulties, in July 1986. In 1987, the ca-
cao reserve regulator made many purchas-

es on the market without being able to stop
the price falling for all that. This was a sig-
nificant factor in the Ivory Coast’s deci-
sion, as the principal world producer, to
stop its debt repayment. :

Beyond the deterioration in the function-
ing of the capitalist system, a crisis has also
been induced by the modifications taking
place in the international division of la-
bour. Well after colonial empires disap-
peared, the mechanisms of domination and
the organization of trade routes remained
profoundly shaped by the colonial past.
These imprints have only begun to blur un-
evenly among countries and industries. To-
day, the capitalist crisis, combined with
technological changes in industrial produc-
tion, has accelerated this process. Already,
the industrialization of countries like Bra-
zil, Mexico, India or Korea had demon-
strated these changes in a spectacular
fashion. But this did not yet affect the bulk
of relations between imperialist countries
and third world countries. The expanding
exports of producer goods reflected some
major changes within imperialist industry.
This modified somewhat the forms of pen-
etration in a large number of third world
countries, which could no longer be con-
sidered simply as suppliers of raw materi-
als. But chronic over-production of
classical primary goods has produced a
new situation.

The first episode in this change was that
affecting the ownership of mines and of
some sources of agricultural raw materials
during the 1960s and 1970s. Between 1960
and 1976, third world countries expropriat-
ed 1,369 foreign enterprises including 80
mining companies, 220 oil firms and 272
agricultural outfits. The poorer countries
were, the stronger were nationalization pol-
icies as a means of providing a base for the
state apparatus and the dominant classes,
especially in Africa. This tendency toward
growing state participation in the produc-
tion of basic goods did not involve in and
of itself decreased dependence, but it was
to mean a transformation of the forms of
dependence.

The industrialization of certain countries
and the general shift of some industries
away from the imperialist countries to-
wards the poor countries was to constitute
the second episode. Some sectors — like
textiles, steel, metallurgy, automobiles and
small-scale electronics — preferred coun-

Table 2: Changes in steel
production
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tries where the workers came cheaper. The
world map of iron and steel production has
changed rapidly (see Table 2), and a num-
ber of steelworks have been set up in the
third world, thanks to capital and technolo-
gy from Europe, America and Japan. In
Brazil, for example, such factories have
been financed by Finsider (Italy), Kawasaki
Steel (Japan), Mannesmann (West Germa-
ny) or Finsider (Luxembourg). In 1966: Eu-
rope and the USA represented respectively
20.9% and 14.7% of the world production
of steel; in 1982, they represented no more
than 7.5% and 4.7%. During the same peri-
od, the third world passed from 21.2% to
26.7%, and the socialist countries from
33.8% to 41.9%.%

Spectacular changes in
agriculture

These changes are not only affecting the
so-called “North-South™ divide, but the
whole world market. Thus, in the produc-
tion of bauxite, Australia’s share of world
production grew from 19.1% in 1971 to
23.3% in 1983, while Jamaica’s slumped
from 18.8% to 6.1% and Surinam’s from
10.2% to 3.7%.

The world crisis from the middle of the
1970s caused mining investments to fall
and reduced outlets. Western firms there-
fore tended to orient their investments to-
wards the developed countries, including
investments in new technology. Because of
their indebtedness and a fall in export in-
come, third world countries tended to look
to the West for new investments in the “na-
tional” mining sectors. So the links be-
tween states and foreign operators were to
multiply. New dependencies were born out
of these links in prospecting, processing,
commercialization or transport, owing to
the simple fact that the multinationals who
had dealings with these states enjoyed a
considerable vertical integration.

Such changes were no less spectacular in
agriculture. But here two new elements
need to be looked at. Firstly, there is a
growing change in third world eating hab-
its, which has begun to turn their national
production and their foreign trade upside
down. We are indeed witnessing something
that some would label an “internationaliza-
tion of taste!” The generalized penetration
of Western food products in these countries
is now fostering a real vicious circle. It is
jeopardizing domestic production and ac-
celerating the rural crisis. The resulting ex-
odus to the towns is aggravating the
agricultural deficit, causing the production
of national food products to decline, and
this is leading, in its tumn, to an increased
demand for imports. Little by little, these
imported products are becoming the basic
foods. In Latin America, the development
of certain quality foodstuffs for export or to

24. Eric Fottorino, Le Monde, January 24, 1987.

25. In 1950, the third world only produced 6.5% of the
world output of iron. Source: Raw Material Report,
Vol.3, No.1, 1984, Stockholm.
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be consumed by the well-off has affected
the whole food industry, as well as the diets
of the poor classes. The allocation of land,
energy, credit or research towards these
new foods has been to the detriment of tra-
ditional products. These imbalances subse-
quently affect the health of the whole
population.

In Africa, rice is slowly replacing local
cereals. Now, the growing consumption of
bread is imposing increasing flour imports.

Domestic trade patterns as a whole are
being affected by these changes. They are
being carefully orchestrated by the agri-
food multinationals, relying on advertising
based on cultural identification and also the
changes in urban work and living patterns,
Thus, industrial development in Latin
America, Africa or Asia has been seized on
by these trusts in order to promote new diet
patterns.

The sccond new element in agriculture is
the growth of rescarch into genes and pro-
ducing hybrids. These techniques are aimed
at increasing agricultural productivity. But
this noble objective carries with it a real
danger of leading to increased exploitation
of the third world and the ruination of small
peasant production. For the time being,
most of the hybrids are sterile, meaning that
each year the producer must buy new seeds.
This therefore puts a very large number of
small peasants out of the game.

Worse still, private firms are now patent-
ing the genes or the related techniques,
thereby circumventing the rescarch done by
international public institutes.? The privat-
1zation of genetic material coming from
third world countries is a serious threat,
considering the state of national research in
these countries. For 23,000 rescarchers in
this area in the US in 1983, there were
3,400 in Asia, 1,000 in Latin America and
400 in Africa. The siwation is sufficiently
worrying that in 1987 some European MPs
produced a report entitled “Developing
countries, profit from bio-technology or
perish™

All of this certainly confirms the evolu-

Growing marginalization of
primary goods

tion of forms of domination. Demagogic
speeches about the “transfers of technolo-
gy” to the third world cannot hide this sad
reality. Tn 1980, an OECD document also
confirmed this: “The rate of technological
innovation determined by the North has to
exceed the acceleration of technological
obsolescence coming from transfers to the
South™?

The move to using new materials in cer-
lain mass production techniques also con-
firms this tendency. New technologies are
replacing old ones. It is in this framework
that the growing marginalization of pri-
mary goods in world trade must be dis-
cussed. These goods represented no more
than 17.5% of exchanges in 1985, against
45% in 1960. Trade flows (at origin and

The oil market

oL HAS some pecullarltles that set it apart from other raw materials, An energy product,
_its priceis set before those of all industrial products, of which itis a component. The first
- oil crisis in 1973-74 was dueé 1o a combination of economic and political elements: the
15-year long fall in barrel prices; the devaluation of the dollar and the pound after the
-establishment of floating parities; the American defeat in Vietnam and the Yom Kippur
war'in the Middle East. The Organization of Petroleum Exporting Countries (OPEC),
~created in 1960, was the sole cartel of its type able to lead an ongoing offensive to
improve the terms of exchange. Everyone who tried to set up something similar to OPEC
for other commadities very qmckjy met with failure. -
. But from 1978 there was again a very clear fall in barrel prlces in relation to imported
.goods which was to provoke a second OPEC offensive in 1979 with a major price rise.
“However, after these seven years of commercial warfare, impenailsm was able to get a
‘grip on the market again. This was aided by a political crisis inside OPEC, the
exploitation of new fields. (notably in the North Sea) and a big drop in world demand due
‘1o the cumulative effects of recessions or the use of more cost-effective energy.
- Today, we are seeing the opposite efiects. The fall in crude prices is aggravating the
crisis in some capitalist sectors, notably those linked to the US oil industry or to the sales
- of arms or equipment to the Arab countries. Barrel prices went from $31 in 1983, $29in
- 1984, %27 in 1985, less than $10 in July 1987 and have now increased slightly to $16.
~ While the 19705’ oil crisis brought some third world cil-importing countries to their
knees, it also accelerated industrial reconversions, It was to favour the industrial goods
export sectors, help swell the liquidity bubble of international credit (petro-doliars), push
up indebtedness, aggravate technological obsolescence and push forward the migration
of certain sectors such as iron and steel io the third world. It served as a lever for
- establishing a new relationship of forces between industrial sectors and holders of
~capital, with both the rulmg ciasses and the producer countries taking their commission in
-passing.
From 1974 to 1981, the OPEC counmes deposited nearly $150,000 million in Western
banks. At the same time, the growing revenue of these countries accelerated their own
“internal social differentiation, giving Western exporters new consumer markets. This “oil
crisis™ was the occasion for a massive redistribution of the surplus both at the

-international and national levels. Y

destination) have also been modified, both
for certain agricultural goods and for min-
ing products.

Many changes have taken place in the
domain of oil, also. While OPEC repre-
sented 65% of capitalist oil preduction in
1976, it represented no more than 40% 1n
1984. Another structural, and not just con-
junctural, change is in oil consumplion in
the big industrial countries. A country like
France is consuming 27% less petroleum
products today than it did in 1979!

All this confirms big changes that have
taken place in the mnternational division of
labour. In other words, the “specializa-
tions” produced by colonization and the
empires are being increasingly challenged.
Bolivian tin miners, Mauritian sugar cane
planters and Senegalese groundnut produc-
ers are all feeling the pinch. This evolution
is combining with new forms of domina-
tion and new commercial exchanges.

Uneven development is only the most
glaring expression of what is happening. It
is evident both between the various regions
in one country and be!ween different coun-
trics. The loss of interest in this or that
product provokes a succession of cumula-
tive socio-economic modifications. Some
states, such as Mexico or Libya, arc now
facing a fall in their oil income. A smail
country like Mauritius has seen the centre
of gravity of its proletariat shift from the
sugar industry to the [ree industrial zone in
just six years, with all the negative conse-
quences this has for unionization, class
consciousness and so on.

Moreover, these transformations are
coming 15 or 20 years afier the equally

spectacular changes that marked the end of
the 1960s or the beginning of the 1970s.
Countries like Nigeria or Mexico at that
time abandoned their agriculture 1o devole
themselves solely to the industrial fallout
from the oil bonanza.”® This already repre-
sented a real social shock, which 1s now go-
mg to be followed by another. This
confirms once again how underdevelop-
ment is not caused by a “lack of capital-
ism”, but rather by the specific forms of
capitalist development in these countries.
These are brutal and hierarchical; they mar-
ginalize whole chunks of the rural and ur-

ban economy, and leave the rest to the

mercy of rapid turnabouts impelled [rom
the outside under the effects of imperialist
domination.

The fine self-confidence displayed by the
bourgeoisie right up until a few months ago
about the development of firancial and
stock market instruments did not last long.
But the capitalist crisis cannot be reduced
to the hazards of the stock markets, any
more than it can lo unemployment in
Europe and the USA. Growing misery and
famine in the third world, the destabiliza-
tion of dozens of national ecenomies -— all
of this can also be laid on capitalism’s
doorstep. %

26. See Le Monde, May 19, 1987.

27. Changements techniques et politique économique,
OECD 1980, Paris.

28. For the first ime in 1980, Mexico had a negative
agricultural trade balance. Practically sell-sufficient in
local cereals, Nigeria imported more than 1 million
tonnes in 1977. See Johny Egg, “Une effet de la rente
pétroliere au Nigéna”, Le Monde diplomatique, May

1981.
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“The decisive stage in
the fight for the
success of perestroika”

THE CONFLICT in the Soviet bureaucracy over Gorbachev’s
policy of perestroika and glasnost has clearly reached a new
level and come out considerably more in the npen. At the
beginning of April, the Soviet public was treated to the
startling sight of a direct clash between two major publications
— Pravda, the organ of the Communist Party of the Soviet
Union; and Sovietskaya Rossiya, the organ of the leadership
of the Russian Soviet Socialist Republic. Furthermore, this
new sensation came just as the mass protest strikes were

ending in Nagorno-Karabakh.

GERRY FOLEY

FULL-PAGE unsigned article

in the April 5 Pravda replied to a

“letter from a reader” in the

March 13 issue of Sovietskaya
Rossiya with a broad and withering blast at
opponents of Gorbachev’s policy within
the apparatus. For example, in response to
the offending letter’s arguments about the
need for defending the “principles” and
“loundations” of the existing system, Prav-
da replied:

“It is the ABC of Marxism that ideas and
interests are bound up together....Behind
any ideas inevitably stand one or another
interest. The conservative opposition to
perestroika is the weight of practices, of
habits of thinking and action carried over
[rom the past. It is the aggressive, egoistic
interests of those accustomed to living at
the expense of others and not wanting to
give up this habit. In fact, perestroika is
objectively aimed against these interests.”

There was also a sharp rebuke to an al-
leged attempt by the “letter from a reader”
to defend Stalin’s historical role: “‘Stalin
and his immediate entourage bear a great
and unforgivable guilt before the party and
the people for impermissible mass repres-
sion and lawlessness.”

A few days after its attack on the “letter
from a reader” in Sovietskaya Rossiya , on
April 10, Pravda featured a major speech
by Gorbachev in defence of perestroika
and glasnost delivered to the Central Com-
mittee of the Communist party of Uzbeki-
stan. In the first part of his oration, the
Soviet leader said: “We have every reason
to say that the decisive stage of the fight
for the success of perestroika has begun.”

Later on Gorbachev, referring to the
Pravda article of April 5, also leveled a

strong and sweeping attack against the op-
ponents of his policies:"We are hearing
people say, ‘Look what your democracy
has led to!” We have to to look at what lies
behind such statements. Behind them
stands a lack of respect for the people.”

Gorbachev’s conservative
opponents on defensive

The day after publishing the general
secretary’s speech in Uzbekistan, Pravda
began featuring letters columns hailing its
April 5 attack on Sovietskaya Rossiya. Ob-
viously, a big offensive was on. It led in
short order 1o the editors of Sovierskya
Rossiya confessing that they had made
mistake in publishing their “letter from a
reader.” Obviously, Gorbachev's conser-
vative opponents were on the defensive
again, after they had apparently been on
the offensive themselves toward the end of
1987. (See the article by Boris Kagarlitski
on page 7.)

The Gorbachev offensive opened up the
way for even sharper things to be said
about bureaucracy and Stalinism. For ex-
ample, the April 12 issue of Pravda pub-
lished an article by veteran party member,
M. Goncharov, which said: “I fully ap-
prove of the publication of the article in
Pravda, especially about the role of Stalin.
My position is that his activity had nothing
in common with socialism. He led our
country away from socialism. He de-
stroyed the flower of the nation and crip-
pled the soul of the people.”

Among the letters in Pravda of April 16
was one that raised the question of nation-
al oppression. It came from K. Dzhusu-

pov, a secretary of the Kirghiz writers’ un-
ion and editor of the journal Ala Too. He
wrote:

“In our republic, many innocent people
suffered at the time of the cult of the per-
sonality. To acquaint readers with their
lives, their literary legacy is now being
prepared for publication. Previously un-
published works of writers are now ap-
pearing, along with translations of Russian
and foreign studies of the Kirghiz people,
toward which until quite recently prejudic-
es prevailed....

“The majority of readers have greeted
this publication with approval, and are
showing interest. This helps the develop-
ment of perestroika in other areas of life,
since the people are confirmed in their be-
lief that the course of moral renewal of the
sociely is irreversible.”

An unrelenting chorus of
approval

Despite the opening for criticism of the
bureaucracy provided by Gorbachev's of-
fensive, the overall form of it resembled
the old methods of the Soviet rulers more
than the freedom of discussion invoked by
the current general secretary. The letters in
Pravda were an unrelenting chorus of ap-
proval. There was not one defending So-
vietskaya Rossiya or conservative Stalinist
VIEWS.

However, old-fashioned Stalinist views
are certainly held by many people in the
USSR, and by no means all of them are
bureaucrats, or even the worst of the bu-
reaucrats. Stalinist conceptions have pene-
trated deeply in the minds of a great
number of people.

This imprint can even very often be
found even in the thinking of opponents of
the regime, or even refugees from it. There
is no way lo destroy it without a genuine
open discussion in which this whole body
of ideas and misinformation can be dis-
pelled by argument and not just shouted
down (in a very selective way, morcover)
by a faction of the bureaucracy thal hap-
pens to have the upper hand for the
moment.

Furthermore, this orchestrated chorus in
honor of “democracy,” “justice,” and “a
return to the principles of Lenin™ was
launched only a day aflter the publication
in Pravda of a quite traditional picce of
Stalinist defamation and witch-hunting
against the leaders of the Armenian pro-
tests and their leading defender in Soviet
democratic circles, Sergei Grigoriants. [t
was the article, “Instigators: once again on
the events in Nagomo-Karabakh and
around It.” (See /V 139, April 18).

The Armenian protests were the first
time masses of people have expressed
themselves under perestroika. The attitude
of the Soviet media toward such actions
and the questions they raised remain a con-
crete test of how much room is being
opened up for real political debate. Y
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