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Introduction

Deep History and the Global Drug Connection

Two Researchers Encounter a Deep Event

IF BY TERRORISM WE MEAN “THE USE OF VIOLENCE TO INTIMIDATE,” then in
September 1971 the historian Alfred McCoy and I witnessed a minor
California terrorist incident. A Vietnam veteran of Special Forces living in
East Palo Alto who had seen opium loaded onto the CIA’s Air America
airplanes in Asia agreed on my telephone to be interviewed by the two of us.
But when we arrived at his house the next morning, he had changed his mind.
Motioning to us not to speak, he led us back down his front-door steps to his
sports car, an MG. Overnight someone had warned him not to talk to us by
burning a large hole in its steel door, with what he said could only have been
a sophisticated implosion device, of the sort used by his old unit.1

One might think that such a vivid and incongruous event could hardly be
forgotten, especially since it had clearly been generated by knowledge of
what had been spoken on my telephone. But in fact for more than a decade, 1
totally suppressed my memory of it, even through the first two years of a
determined poetic search to recover just such suppressed memories.2

And so, as I rightly suspected, had Alfred McCoy. In the preface to the
2003 edition of his monumental classic, The Politics of Heroin, he writes in
prose about his own bizarre suppression of the same facts:

I landed in San Francisco for a stay with poet and Berkeley professor Peter Dale Scott. He put me
in touch with an ex-Green Beret, just back from covert operations in Laos, who told me, over the
phone, of seeing CIA aircraft loading opium. He agreed to be interviewed on the record. The next
morning, we knocked at his door in an East Palo Alto apartment complex. We never got inside.
He was visibly upset, saying he “had gotten the message.” What happened? “Follow me,” he said,
leading us across the parking lot to his MG sports car. He pointed at something on the passenger
door and named a chemical explosive that that could melt a hole in sheet metal. It was, he said, a
signal to shut up. I looked but cannot recall seeing. The next day, I flew to Los Angeles, visited
my mother, and then flew on to Saigon, forgetting the incident.3

As 1 began to recall this episode in a different millennium, the incident
itself seemed less surprising. The nation was then in turmoil, and even



nonviolent antiwar protesters like myself were subject to ongoing
surveillance. Much worse things were happening. In San Diego, “Vigilantes
led by an FBI informant wrecked [an antiwar] paper’s printing equipment,
firebombed the car of one staffer, and nearly shot to death another.”’4 In
Chicago in the same period, “The army’s 113th Military Intelligence Group .
. . provided money, tear-gas bombs, MACE, and electronic surveillance
equipment to the Legion of Justice thugs whom the Chicago Red Squad
turned loose on local anti-war groups.”5

The crimes I have just recalled, in Palo Alto, San Diego, and Chicago, are
examples of what I first conceptualized as deep state violence and would now
call deep force violence (violence from an unexplained or unauthorized
source). There are many varieties of this deep non—state-sanctioned violence
as so conceived. In most cases illegal violence is an assignment handed off
by an established agency to organized groups outside the law. There are also
cases of proxy violence when the delegation of violence is not to nonstate
actors but to agencies of other governments.

Finally, there are cases in which the violence reinforces the de facto power
structure of the country without directly involving the CIA or other
established official agencies at all. Such violence may be affirmatively
sanctioned by members of the established power structure. Or it may be
passively sanctioned by failure to punish those responsible. Unprosecuted
lynchings were the de facto enforcement of illegally segregated Jim Crow
society in the American South. Land grabs in the American West were
achieved with press-encouraged violence against native Americans, many of
them nonviolent, who originally lived there.6 This cultural tolerance of
violence and murder spilled over into other aspects of American life, notably
union busting. (In the 1914 “Ludlow massacre,” during a mineworkers strike
against the Rockefeller-owned Colorado Fuel and Iron Company, only one
member of the strikebreakers was convicted, and he was given only a light
reprimand.7)

Most of us (including myself) don’t like to dwell on such disturbing
practices inside America, which is why McCoy and I both repressed what
happened in East Palo Alto. But they persist, in America and throughout the
world. And one reason they persist is precisely because of our reluctance to
think about them.

Elsewhere I have written of civilization as “a great conspiracy/of organized



denial.”8 I mean by this the creation of a partly illusory mental space in
which unpleasant facts, such as that all Western empires have been
established through major atrocities, are conveniently suppressed.9 I say this
as one who believes passionately in civilization and fears that by excessive
denial our own civilization is indeed becoming threatened.

There are social and political consequences of failing to acknowledge and
deal with forces of violence at work in America and the ways in which they
frequently collaborate with police and intelligence agencies that are mandated
to protect the American public. The fact that we suppress such discordant
details of violence probably contributes to our individual mental health. But
this suppression leads to a collective politics that is increasingly unreal and
ineffective, as major abuses cease altogether to be addressed.

In discussing sanctioned criminality and violence, I hope to restore one
such area of suppressed memory. But the writing of this book has led me to
understand my experience in Palo Alto—and indeed all such sanctioned
violence—as examples of what I now call deep events: events that are
systematically ignored, suppressed, or falsified in public (and even internal)
government, military, and intelligence documents as well as in the
mainstream media and public consciousness. Underlying them is frequently
the involvement of deep forces linked either to the drug traffic or to agencies
of surveillance (or to both together) whose activities are extremely difficult to
discern or document.

A clearly defined deep event will combine both internal features—
evidence, such as a discernible cover-up, that aspects are being suppressed—
and external features—an ongoing and perhaps irresoluble controversy as to
what happened. Some deep events—the 1968 assassinations, the Tonkin Gulf
incidents, and 9/11—-clearly have both features. Others do not. For example,
the 1898 sinking of the USS Maine in Havana Harbor continues to spark
debate and investigations, even though the case that it was a false-flag
operation is usually presented without any persuasive evidence.10

In my experience, deep events are better understood collectively than in
isolation. When looked at together, they constitute a larger pattern, that of
deep history. For some years, beginning before 9/11, I have noted that from
time to time America’s recorded or archival history has been disrupted by
deep events such as the John F. Kennedy assassination. These events are
attributed publicly to marginal and unthreatening agents—Ilike Lee Harvey



Oswald. But cumulatively, the historical succession of deep events—such as
Dallas, Watergate, and 9/11—has impacted more and more profoundly on
America’s political situation. More specifically, as I shall argue, America’s
major foreign wars are typically preceded by deep events like the Tonkin
Gulf incidents, 9/11, or the 2001 anthrax attacks. This suggests that what I
call the war machine in Washington (including but not restricted to elements
in the Pentagon and the CIA) may have been behind them.

After completing the later chapters of this book, I have come to state this
conclusion more forcefully. Since 1959, most of America’s foreign wars have
been wars 1) induced preemptively by the U.S. war machine and/or 2)
disguised as responses to unprovoked enemy aggression, with disguises
repeatedly engineered by deception deep events, involving in some way
elements of the global drug connection.

Also, since completing this book, I have an even clearer picture of
America’s overall responsibility for the huge increases in global drug
trafficking since World War II. This is exemplified by the more than
doubling of Afghan opium drug production since the United States invaded
that country in 2001. But the U.S. responsibility for the present dominant role
of Afghanistan in the global heroin traffic has merely replicated what had
happened earlier in Burma, Thailand, and Laos between the late 1940s and
the 1970s. These countries also only became factors in the international drug
traffic as a result of CIA assistance (after the French, in the case of Laos) to
what would otherwise have been only local traffickers.

This book goes back in time to the late 1940s and 1950s and the murky
circumstances under which the CIA began to facilitate drug trafficking in
South and Southeast Asia, culminating in Afghanistan. Writing it has enabled
me to have further thoughts about the Palo Alto incident and particularly the
importance of its date—September 1971. As we shall see, this was a time of a
major change in the U.S. relationship to the Southeast Asian drug traffic. In
June 1971, Nixon had declared a War of Drugs, and Laos in that same
September, under instructions from the U.S. embassy, had just made opium
trafficking illegal.

After two decades of CIA assistance to drug-trafficking warlords in Burma
and Laos, elements in the CIA were now beginning to leak significant if
partial stories about this situation to papers like the New York Times.11 Al
McCoy, my fellow witness in Palo Alto, had himself just been briefed in



Washington about the politics of heroin by CIA veterans like Edward
Lansdale and Lucien Conein.12 A little earlier, a researcher on the University
of California campus, with whom I (as I then thought) had initiated contact,
advised me to look into the record of hitherto unknown details such as the
career of Paul Helliwell and the CIA proprietary Sea Supply, Inc. It
developed that he too was a CIA veteran. I now suspect (as I did not at the
time) that I was being fed leads by my source as part of a larger scenario.
Was the CIA project of disclosure being opposed in Palo Alto by another
deep force determined to stop it? Or were the two apparent deep forces really
one, working in Palo Alto to set limits to a predefined limited hangout? I still
do not know, but writing this book has helped me to better understand the
relevant historical developments in 1971 (see chapter 6).

In earlier versions of this book, I attributed the sanctioned violence of the
Palo Alto incident, like the Letelier assassination I discuss next, to the CIA’s
global drug connection. But that statement does not solve a mystery: it opens
one up. As a matter of description, it sounds more precise than terms I have
used in earlier books: “the dark quadrant” from which parapolitical events
emerge or “the unrecognized Force X operating in the world,” which I
suggested might help explain 9/11.13 But the precision is misleading: in this
book I am indeed attempting to denote and describe a deep force, or forces,
that I do not fully understand.

This mystery underlies, for example, the careers of men like Willis Bird
and Paul Helliwell or of institutions like the Bank of Credit and Commerce
International that were of use to both the CIA and the international drug
trade. And I shall argue that if we do not focus more on this neglected aspect
of the American war machine, we shall never come to grips with the forces
behind the ill-starred U.S. involvement in Afghanistan.

Drugs, the State, and the Letelier Assassination

A serious manifestation of sanctioned violence (or, if you will, of a
mysterious deep force) was the 1976 assassination of former Chilean
diplomat Orlando Letelier in the streets of Washington. This was a covertly
arranged deep event, an event in which key facts were certain from the outset
to be suppressed, an event that mainstream information systems failed to



discuss candidly, and an event that earned for those few scholars who have
studied it the derisive label of “conspiracy theorists.”

Some basic facts about the Letelier assassination have slowly come to light
over a quarter century and are now mostly no longer contested. It is now
known that Letelier was killed on orders from the Chilean intelligence agency
DINA, with the aid of a supranational collaborative assassination apparatus,
Operation Condor, which the CIA had helped to create.14 We shall look
more closely at Condor and its drug connections in this book. What is
particularly relevant here is that DINA, Condor, and the Cuban Americans
who were involved in Letelier’s assassination were all also involved in drug
trafficking.

There were American aspects to the killing as well as Chilean ones.15
Shortly before the murder, secretary of state Kissinger blocked a proposed
urgent State Department warning to Latin American Condor states not to
engage in assassinations.16 Two days after the killing, CIA Director George
H. W. Bush received a memo reporting the speculation (which proved to be
accurate) “that, if Chilean Govt did order Letelier’s killing, it may have hired
[Miami] Cuban thugs to do it.”17 Yet for weeks after the killing, the U.S.
press ran stories that (as the New York Times put it) the FBI and CIA “had
virtually ruled out the idea that Mr. Letelier was killed by agents of the
Chilean military junta.”18 The CIA had evidence in its files against DINA
when the FBI went to meet with Bush about CIA cooperation on the Letelier
murder probe. But Bush did not turn over those files, making him arguably
guilty of obstructing justice.19

I agree with John Prados that in all this, the CIA was complicit in DINA’s
and Condor’s terrorism:

The reluctance of U.S. authorities to investigate links between the Letelier assassination and
DINA is a measure of the collusion at that point between Washington and Chile. Condor became
in effect a terrorist network. . . . Through its actions in Chile the Central Intelligence Agency
contributed to the inception of this horror. . . . In particular there is clear evidence that the Letelier
assassination could have been prevented but was not.20

Even in the best accounts of the Letelier assassination, the drug aspect of
the killing is usually ignored. Yet, as we shall see, the Cuban Nationalist
Movement, from which Letelier’s Cuban assassins were picked, was reported
to be financing itself through drug smuggling organized by DINA.21 That the



U.S. government covered up a drug-financed assassination in its own capital
is another fact I continually repress from my own mind, even though I have
twice written about it in the past. It is one more clue to a larger pattern easily
repressed, that is, of recurring drug traffic involvement in CIA-related
assassinations.

The continuous U.S. involvement in the global drug connection, one of the
main themes explored in this book, is a destructive pattern that persists to this
day. In the next chapter, I shall argue that it is not a self-contained activity,
extrinsic to the basic sociopolitical structure of America, but an integral cause
and part of a larger war machine, an apparatus with a settled purpose fixed on
achieving and maintaining global American dominance.

Deep Events and Illegally Sanctioned Violence

I call the Letelier murder a deep event because the involvement of protected
covert assets made it an event that would, at least initially, be covered up
rather than exposed by the mainstream American media. Furthermore, the
forces underlying it were too deeply interwoven with backdoor intelligence
operations to be promptly resolved by the normal procedures of law
enforcement. It was thus an example of sanctioned violence, by which I mean
not that it was affirmatively approved in advance by Americans (on this point
I have no information) but that at all stages the perpetrators were protected by
others in higher authority.

Many Americans are at least dimly aware that we have had a number of
similar deep events involving this form of sanctioned violence in the past half
century. Some of these, including the murders of John F. Kennedy, Martin
Luther King Jr.,, and Robert Kennedy, have had significant structural
influence on the subsequent evolution of American political history. I have
argued in The Road to 9/11 that we should consider the attack of 9/11 as yet
another example of a deep event, another chapter in our nation’s deep history.

The problem of illegally sanctioned and protected violence—violence
regularly suppressed from our consciousness—is not necessarily attributable
to the state as we normally think of it. We do not know if any state was
directly involved in the recent unexplained murder of an Italian banker,
Roberto Calvi, related to scandals at the Vatican bank, and it has even been



argued that Pope John Paul I was murdered by those involved in these same
scandals. But where there is cover-up, as in the Calvi case, the murderers
have profited from a state connection.22

Inside the United States, the CIA’s involvement with sanctioned violence
is inseparable from the occasional resort to the violence of organized crime
by U.S. business. This is a long history, from the involvement of gangs with
fruit companies in the nineteenth century and in newspaper circulation wars
soon after; to the use of mobsters to combat labor unions by Andrew
Carnegie, Henry Ford, and others; to the corrupt takeover of unions in the
transport, garment, hotel, and entertainment industries; and possibly to the
death in a plane crash of United Auto Workers leader Walter Reuther.23

The politically minded rich, or what I have called the overworld, have
reasons to tolerate mob violence that never occur to those of lesser means. At
a minimum they are often not unhappy to see local law enforcement in cities
like Chicago or New Orleans weakened generally by mob corruption.
Frequently they will turn to the same elements, on a local or national level, to
influence corrupt legislators themselves. And sometimes they will turn to
mob violence to achieve their own private political goals, with more impunity
abroad in banana republics but occasionally also at home.

This history has never been properly written. But organized crime’s role in
corrupting politics and politicians served the purpose of business interests
who wished on occasion to do the same. And when the CIA came to use
mobsters for violence—such as John Roselli, Sam Giancana, and Santos
Trafficante in the attempted assassination of Fidel Castro—they too turned to
the same resources.24 In so doing, they made the same drug connections that
older multinational firms like American and Foreign Power had made before
them around the world—a classic example being the lease on a Havana
racetrack that in 1937 was granted to Meyer Lansky by the National City
Bank of New York (now Citibank).25

I conclude from these business examples that in studying the politics of
violence, we should look at the entire template of unrecognized or deep
power that maintains a violent status quo in our society, a template that
embraces bureaucracies, intelligence agencies, business, and even media. The
drug traffic itself is part of this wider template and a recurring factor in our
deep history. So is that part of the overworld that launders drug money or
hires criminals for its private needs. Many ordinary people, in an



extraordinary number of urban locations, are more governed in their daily
lives by their debts to local drug traffickers than by their debts to the public
state. They know that if they fail to pay their taxes, they face fines or even
prison, but if they fail to meet a drug debt, someone, perhaps a loved one,
may be killed.

Max Weber defined the successful modern state as something that
“successfully upholds a claim on the monopoly of the legitimate use of
violence [Gewaltmonopol] in the enforcement of its order.”26 It is against
this illusory ideal, subscribed to by most political scientists, that many states
have recently been judged to be weak states (if the monopoly is successfully
challenged) or failed states (if its claim can no longer be sustained).

My own thinking is that Weber’s definition falsely invests the public state
with a structural coherence that in fact it does not possess, never has
possessed, and possesses even less as democracy develops. Even in America,
one of the more successful states, there has always been a negative space in
which overworld, corporate power, and privately organized violence all have
access to and utilize each other, and rules are enforced by powers that do not
derive from the public state.

Perhaps the most striking example of such nonstate rule was the city of
Chicago after World War II. A 1962 murder conviction, after an FBI
investigation ordered by Attorney General Robert Kennedy, marked the first
Chicago conviction in an organized crime slaying since 1934—a period of
almost three decades marked by about a thousand unsolved murders.27
Several major “legitimate” fortunes, of national scope, had their origins in
Chicago mob-based corruption, and the mob’s domination of Chicago City
Hall created a climate of selective nonenforcement in which the best-
connected private capitalists thrived.

One of the first acts of the newly created National Security Council in
1947 was to launder “over $10 million in captured Axis funds to influence
the [Italian] election [of 1948].728 This use of off-the-books financing for
criminal activities was institutionalized in 1948 with the creation of a covert
Office of Policy Coordination (OPC), whose charge was to engage in
“subversion against hostile states.”’29 As a consequence, the CIA’s
Directorate of Operations, which in 1952 absorbed the OPC, has become
accustomed to the routine breaking of foreign laws on a daily basis.
According to a congressional staff study, “A safe estimate is that several



hundred times every day (easily 100,000 times a year) operations officers
engage in highly illegal activities (according to foreign law) that not only risk
political embarrassment to the United States but also endanger the freedom if
not lives of the participating foreign nations and, more than occasionally, of
the clandestine officer himself.”30

OPC enlisted drug traffickers in Europe as allies in defending the states of
Western Europe from the risks of a communist or Russian takeover. In
Southeast Asia it did more than just make alliances with drug traffickers;
through Operation Paper (see the following discussion), it armed and assisted
its drug proxies to build up and control an expanded international opium and
heroin traffic. We shall see that OPC’s purposes in doing so were not (as in
Europe) essentially defensive; in the absence of other reliable allies it used
drug financing to help develop an offensive anticommunist force that became
largely responsible, in 1959, for the relaunching of war in Indochina. We are
still dealing today with the problem of the OPC-assisted drug traffic, now
largely relocated from Southeast Asia to Afghanistan. This book will show
how the U.S. use of drug proxies in Asia, combined with the absorption in
1952 of OPC into the U.S. bureaucracy, helped convert the traditional U.S.
defense establishment in Europe into something different in Asia, an
offensive American war machine.31

OPC in its inception was completely dominated by New York Social
Register members of the Wall Street overworld, like its director Frank
Wisner. But both the state and its relations to deep forces have evolved
considerably since the 1940s. The CIA in particular was partially
bureaucratized and subjected to a measure of bureaucratic oversight by
Congress. This was followed by the creation of new institutions designed
specifically to escape accountability to Congress.

The most concrete example is the Joint Special Operations Command
(JSOCQC) created under the Pentagon in 1980, which appears to play a similar
role. In Iran, for example, JSOC appears to have made contact with at least
two resistance groups that are also involved in drug trafficking.32

Today perhaps the most notorious emblem of nonaccountable deep power
(if not the most important) is Blackwater, now officially renamed Xe
Services.33 After CIA Director Leon Panetta announced in June 2009 that he
had cancelled the CIA’s assassination program, The Nation reported that
Blackwater was continuing to assassinate in a nonaccountable program with



JSOC:

At a covert forward operating base run by the US Joint Special Operations Command (JSOC) in
the Pakistani port city of Karachi, members of an elite division of Blackwater are at the center of a
secret program in which they plan targeted assassinations of suspected Taliban and Al Qaeda
operatives, “snatch and grabs” of high-value targets and other sensitive action inside and outside
Pakistan, an investigation by The Nation has found.34

We shall discuss Blackwater later. What I wish to point out now is how
antithetical is the background of Blackwater’s owner, Erik Prince, to the old-
wealth establishment figures of OPC in 1948. Prince is a new-wealth
capitalist from the Midwest, the bulk of whose fortune comes from his
contracts with the war machine he is part of. His father, Edgar Prince, was a
leading member (and his mother president) of the Dallas-based Council for
National Policy, a far-right nationalist group expressly created to counter the
internationalist policies of New York’s Council on Foreign Relations.

The shift from OPC to Blackwater epitomizes the shift in America over a
half century from a civilian-based economy to a war-based economy, from
internationalism to nationalism, from a defense establishment to an offense
establishment. The key to that shift can be seen in the troubled politics of the
1970s, the result of which was the perpetuation of the war machine enlarged
by the Vietnam War.

Operation Condor was part of that troubled 1970s history. As we shall see,
it was CIA-sponsored and, in assassinating Letelier, was able to extend its
operations into Washington, the seat of American government.

Creating an International Islamist Army:
Casey, BCCI, and the Creation of Al-Qaeda

The other most significant case in which the CIA became a front for
sanctioned violence was CIA Director William Casey’s use of the CIA in the
1980s to promote his own plans for Afghanistan. Casey’s Afghan initiatives
aroused the concern of the CIA’s professional operatives and analysts,
including his deputy directors, Bobby Ray Inman and John McMahon.35 But
this did not deter Casey from making high-level decisions about the Afghan
campaign outside regular channels when meeting in secret with foreigners.



One man Casey dealt with in this fashion was Agha Hasan Abedi, a close
adviser to General Zia of Pakistan and, more important, the head of the Bank
of Credit and Commerce International (BCCI):

Abedi helped arrange Casey’s sojourns in Islamabad and met with the CIA director during visits
to Washington. Typically, Abedi would stay in a hotel and Casey would go to his suite. The two
men, who met intermittently over a three-year period, would spend hours talking about the war in
Afghanistan, the Iran-Contra arms trades, Pakistani politics, and the situation in the Persian
Gulf.36

The CIA later reported that it had no records of any such meetings.
Members of Senator John Kerry’s staff, who investigated this relationship,
concluded that Casey in his dealings with Abedi may have been acting not as
CIA director but as an adviser to President Reagan, so that his actions were
“undocumented, fully deniable, and effectively irretrievable.”37 (Casey’s
dealings with BCCI may not have been at arm’s length: the weapons pipeline
to Afghanistan allegedly involved funding through a BCCI affiliate in Oman,
in which Casey’s close friend and business associate Bruce Rappaport had a
financial interest.38)

Unquestionably BCCI offered Casey an opportunity to conduct off-the-
books operations, such as the Iran-Contra arms deal, in which BCCI was
intimately involved. But the largest of these operations by far was the support
to the Afghan mujahideen resistance against the Soviet invaders, where once
again BCCI played a major role. Casey repeatedly held similar meetings with
General Zia in Pakistan (arranged by Abedi)39 and with Saudi intelligence
chiefs Kamal Adham and Prince Turki al-Faisal (both BCCI shareholders).
As a result of such conclaves, Prince Turki distributed more than $1 billion in
cash to Afghan guerrillas, which was matched by another billion from the
CIA. “When the Saudis provided the funding, the administration was able to
bypass Congress.”40 Meanwhile “BCCI handled transfers of funds through
its Pakistani branches and acted as a collection agency for war matériel and
even for the mujahedin’s pack animals”:41

To access the CIA money was relatively easy. Bags of dollar bills were flown into Pakistan and
handed over to Lieutenant General Akhtar Abdur Rahman, the ISI [Inter-Services Intelligence]
director. Rahman banked the cash in ISI accounts held by the National Bank of Pakistan, the
Pakistan-controlled Bank of Credit and Commerce International (BCCI) and the Bank of Oman
(one-third owned by the BCCI).42



Yet there is not a word about BCCI in Ghost Wars, Steve Coll’s otherwise
definitive history of the CIA’s campaign in Afghanistan. Similarly there is no
mention of BCCI in Coll’s excellent book The Bin Ladens, even though he
provides an extended description of how Prince Turki arranged for “transfers
of government cash to Pakistan.”43

Casey’s involvement with BCCI was not just a backdoor operation with a
bank; it was a multi-billion-dollar backdoor operation with a criminal bank
accused, even by its own insiders, of

global involvement with drug shipments, smuggled gold, stolen military secrets, assassinations,
bribery, extortion, covert intelligence operations, and weapons deals. These were the province of a
Karachi-based cadre of bank operatives, paramilitary units, spies, and enforcers who handled
BCCI’s darkest operations around the globe and trafficked in bribery and corruption.44

There were huge and lasting historical consequences from Casey’s
apparently unilateral decision to work with BCCI. One was that BCCI’s drug
clients in Pakistan and Afghanistan, notably Gulbuddin Hekmatyar, emerged
in the 1980s, with protection from General Zia, as dominant figures in an
expanded Afghan heroin drug traffic that continues to afflict the world.45
(According to McCoy, BCCI “played a critical role in facilitating the
movement of Pakistani heroin money that reached $4 billion by 1989, more
than the country’s legal exports.”46)

A second consequence was that many of the CIA funds intended for the
Afghan mujahideen were instead siphoned off by ISI and redirected to Khan
Research Laboratories (KRL) for the successful development of Pakistan’s
atomic bomb. “Although the European intelligence community frequently
warned of fraudulent activities between BCCI, the BCCI Foundation and
KRL, the Reagan administration continually denied there was a problem.”47
In turn the head of the labs, Abdul Qadeer Khan, “created a vast network that
has spread nuclear know-how to North Korea, Iran and Libya.”48 In 2008 the
Swiss government allegedly seized and destroyed, from the computers of just
one network member, nuclear bomb blueprints and manuals on how to
manufacture weapons-grade uranium for warheads, but investigators feared
that these might nonetheless still be circulating on the international black
market.49

A third consequence was that Casey could help build up the foreign legion
of so-called Arab Afghans in Afghanistan, even though the CIA hierarchy in



Langley rightly “thought this unwise.”50 It was this foreign legion which in
1988 redefined itself as al-Qaeda.51

Such can be the consequences of ill-considered covert operations
conceived by very small cabals!

U.S. Responsibility for the Flood of Heroin in the World

Here is yet another fact that is so alien to our normal view of reality that I
myself find it hard to keep in mind: U.S. backdoor covert foreign policy has
been the largest single cause of the illicit drugs flooding the world today. It is
worth contemplating for a moment the legacy of CIA-supported drug proxies
in just two areas—the Golden Triangle and the Golden Crescent. In 2003,
according to the United Nations, these two areas accounted for 91 percent of
the area devoted to illicit opium production and 95 percent of the estimated
product in metric tons. (Add in Colombia and Mexico, two other countries
where the CIA has worked with drug traffickers, and the four areas accounted
for 96.6 percent of the growing area and 97.8 percent of the estimated
product.52)

The CIA’s covert operations were not the sole cause for this flood of
opium and heroin. But the de facto protection conferred on sectors of the
opium trade by CIA involvement is clearly a major historical factor for the
world crime scourge today.

When the CIA airline CAT began its covert flights to Burma in the 1950s,
the area produced about eighty tons of opium a year. In ten years’ time,
production had perhaps quadrupled, and at one point during the Vietnam War
the output from the Golden Triangle reached 1,200 tons a year. By 1971,
there were also at least seven heroin labs in the region, one of which, close to
the CIA base at Ban Houei Sai in Laos, produced an estimated 3.6 tons of
heroin a year.53

Afghan opium production has been even more responsive to U.S.
operations in the area. It soared from 200 metric tons in 1980, the first full
year of U.S. support for the drug-trafficking mujahideen Gulbuddin
Hekmatyar, to 1,980 metric tons in 1991, when both the United States and the
Soviet Union agreed to terminate their aid.54 After 1979 Afghan opium and



heroin entered the world market significantly for the first time and rose from
roughly O to 60 percent of U.S. consumption by 1980.55 In Pakistan there
were hardly any drug addicts in 1979; the number had risen to over 800,000
by 1992.56

In 2000-2001 the Taliban virtually eliminated opium production in their
area of Afghanistan. Thus total production for 2001 was 185 metric tons.
Nearly all of this was from the northeastern corner controlled by the drug-
trafficking Northern Alliance, which in that year became America’s ally in its
invasion. Once again production soared after the U.S. invasion in 2001, in
part because the United States recruited former drug traffickers as supporting
assets in its assault. From 3,400 metric tons in 2002, it climbed steadily until
“in 2007 Afghanistan produced an extraordinary 8,200 tons of opium (34%
more than in 2006), becoming practically the exclusive supplier of the
world’s deadliest drug (93% of the global opiates market).”57

The conspicuous (and rarely acknowledged) fact that backdoor aspects of
U.S. policies have been a major causal factor in today’s drug flows does not
of course mean that the United States has control over the situations it has
produced. What it does indicate is that repeatedly, as a Brookings Institution
expert wrote of the U.S. Afghan intervention of 1979-1980, “drug control
evidently became subordinated to larger strategic goals.”58 Congress has
done nothing to alter these priorities and is not likely to do so soon.

The CIA shares responsibility not only for the increase in global drug
production but also for significant smuggling into the United States. This was
demonstrated by two indictments by the U.S. Department of Justice in the
mid-1990s. In March 1997, Michel-Joseph Francois, the CIA-backed police
chief in Haiti, was indicted in Miami for having helped to smuggle thirty-
three tons of Colombian cocaine and heroin into the United States. The
Haitian National Intelligence Service (SIN), which the CIA helped to create,
was also a target of the Justice Department investigation that led to the
indictment.59

A few months earlier, General Ramon Guillén Davila, chief of a CIA-
created antidrug unit in Venezuela, was indicted in Miami for smuggling a
ton of cocaine into the United States. According to the New York Times, “The
CIA, over the objections of the Drug Enforcement Administration, approved
the shipment of at least one ton of pure cocaine to Miami International
Airport as a way of gathering information about the Colombian drug cartels.”



Time magazine reported that a single shipment amounted to 998 pounds,
following earlier ones “totaling nearly 2,000 pounds.”60 Mike Wallace
confirmed that “the CIA-national guard undercover operation quickly
accumulated this cocaine, over a ton and a half that was smuggled from
Colombia into Venezuela.”61 According to the Wall Street Journal, the total
amount of drugs smuggled by General Guillén may have been more than
twenty-two tons.62

But the United States never asked for Guillén’s extradition from Venezuela
to stand trial, and in 2007, when he was arrested in Venezuela for plotting to
assassinate President Hugo Chavez, his indictment was still sealed in
Miami.63 Meanwhile, CIA officer Mark McFarlin, whom Drug Enforcement
Administration (DEA) Chief Bonner had also wished to indict, was never
indicted at all; he merely resigned.64

Francois and Guillén were part of an interconnected network of CIA-
protected drug-trafficking intelligence networks south of the U.S. border,
including the SIN of Vladimiro Montesinos in Peru, the G-2 of Manuel
Noriega in Panama, the G-2 of Leonidas Torres Arias in Honduras, and,
perhaps above all, the DFS of Miguel Nazar Haro and Fernando Gutiérrez
Barrios in Mexico.65

But the Guillén case transcends all the others both in size and also because
in this case, as former DEA Chief Robert Bonner explained on 60 Minutes,
the CIA clearly broke the law:

[MIKE] WALLACE [voiceover]: Until last month, Judge Robert Bonner was the head of the
Drug Enforcement Administration, the DEA. And Judge Bonner explained to us that only the
head of the DEA is authorized to approve the transportation of any illegal narcotics, like cocaine,
into this country, even if the CIA is bringing it in.

Judge BONNER: Let me put it this way, Mike. If this has not been approved by DEA or an
appropriate law-enforcement authority in the United States, then it’s illegal. It’s called drug
trafficking. It’s called drug smuggling.

WALLACE: So what you’re saying, in effect, is the CIA broke the law; simple as that.

Judge BONNER: I don’t think there’s any other way you can rationalize around it, assuming, as I
think we can, that there was some knowledge on the part of CIA. At least some participation in
approving or condoning this to be done. (Footage of Wallace and Bonner; the CIA seal)
WALLACE: (Voiceover) Judge Bonner says he came to that conclusion after a two-year secret
investigation conducted by the DEA’s Office of Professional Responsibility, in cooperation with
the CIA’s own inspector general.66

According to Time, “The stated purpose of the scheme was to help one of
the Venezuelan general’s agents win the confidence of Colombia’s drug



lords,” specifically the Medellin cartel.67 But by facilitating multiton
shipments, the CIA was becoming part of the Colombian drug scene (just as,
we shall see, it became in the 1950s an integral part of the Burma—Laos—
Thailand drug scene). As I wrote in Drugs, Oil, and War,

The CIA can (and does) point to its role in the arrest or elimination of a number of major
Colombian traffickers. These arrests have not diminished the actual flow of cocaine into the
United States, which on the contrary reached a new high in 2000. But they have institutionalized
the relationship of law enforcement to rival cartels and visibly contributed to the increase of urban
cartel violence.

The true purpose of most of these campaigns, like the current Plan Colombia, has not been the
hopeless ideal of eradication. It has been to alter market share: to target specific enemies and thus
ensure that the drug traffic remains under the control of those traffickers who are allies of the
Colombian state security apparatus and/or the CIA. This confirms the judgment of Senate
investigator Jack Blum a decade ago, that America, instead of battling a narcotics conspiracy, has
“in a subtle way . . . become part of that conspiracy.”68

The fact that the CIA, two decades ago, became involved in facilitating
massive shipments of cocaine impels us to consider the recent allegation by a
Russian general that “drugs are often transported out of Afghanistan on
American planes.”69 We will consider this question at the end of this book.

Sanctioned Violence, Off-the-Books
Violence, and the Global Drug Connection

As I argued in The Road to 9/11, the compelling conclusion one draws from
anecdotes such as the Guillén Davila story is that secrecy in American
decision making, although sometimes necessary for protecting our security,
has grown to become a significant threat to American security. America does
not lack experts who can see a proper course in dealing with the rest of the
world. But we suffer from a hierarchy of secrecy that ensures that these
experts can and will be overridden by small cabals with much more
restricted, foolish, and often dangerous objectives. This deferral of public
power has created what some have called (following Madison), an imperium
in imperio.70

I hope in this book to persuade readers to set aside their doubts and
consider that, for sixty years, backdoor covert operations and in particular the
drug—security relationship have had a powerful influence on the evolution of



America’s posture in relation to the rest of the world. And if this narrative is
at all persuasive, one has to ask also whether the catastrophe of 9/11 was also
to some extent the product of a drug—security relationship.

There are in this country today those who argue vocally that, in a war
against terror, one should not be looking critically at the methods and
alliances selected by our security establishment. I hope to make the case that
these alliances have done more to create the crisis we are now in than to
resolve it.

But the main purpose of this book is not just to criticize or to shock but to
seek a better history for this country, one that is less contaminated by the twin
forces of sanctioned violence and drugs. I have already indicated that
civilization and denial are closely related, and in fact the style of each helps
to determine the style of the other—a matter I shall return to in my
conclusion.

I wish to present three propositions to which both left and right should be
able to agree: first, that our country today is seriously afflicted by our
security institutions to the extent that our constitutional government is altered
and indeed threatened; second, that these relationships are associated with
episodes of sanctioned violence, violence that will not be resolved by the
normal processes of law enforcement; and, third, that there will be no
progress in dealing with this affliction and threat until these interactions are
publicly exposed and debated.

By the end of this book, we shall be looking at what I have hitherto called
sanctioned violence in the light of what I call the global drug connection: a
connection and milieu that in fact involves far more than merely the global
drug traffic. I hope to present the global drug connection as a form of hitherto
sanctioned off-the-books governance exploited by Washington. The evidence
in the following chapters will, it is hoped, strengthen this disturbing
hypothesis.

I will finally argue that involvement of U.S. intelligence operators and
agencies in the global drug traffic and in other international criminal
networks is a factor that deserves greater attention in the emerging debate
over the U.S. presence in Afghanistan.
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Sanctioned Violence, the Dominance Machine, and the
Overworld

Sanctioned Violence and the Deep State

IN 1996 THE CRASH OF A SPEEDING MERCEDEs on a Turkish highway near
Susurluk opened a window into the darker side of Turkish politics, and
eventually the darker face of globalization as well. Any one of the victims
would have made the local news, but the biggest news was that they were
traveling together. Found in the wreckage were the bodies of a member of
Parliament, a former deputy police chief, a beauty queen, and her lover, a
politically connected heroin trafficker and murderer named Abdullah Catli.1
The intrigue was heightened by the contents of the car: a cache of narcotics,
thousands of U.S. dollars, pistols with silencers, machine guns, and six
different sets of official identity documents for Catli, including a special
“Green Passport” (for public officials) signed by the Turkish minister of the
interior.2

The more the press researched this so-called Susurluk incident, the more
complex it became. The name in Catli’s passport, Mehmet Ozbay, was an
alias that, according to Lucy Komisar, was also in the passport of the Turkish
shooter of Pope John Paul II, Mehmet Ali Ag ca:3

But what raised eyebrows was the seemingly incongruous presence of . . . Abdullah Catli riding
with the top police and government officials. Police had supposedly been hunting Catli, a
convicted international drug smuggler since 1978, for his part in the killing of scores of left-wing
activists. At that time, Catli had been head of the “Gray Wolves,” the youth arm of the neo-fascist
MHP (National Action Party).4

Both Catli and Ag'ca were indeed death squad members of a right-wing
paramilitary organization, the Grey Wolves. Douglas Valentine, in The
Strength of the Pack, reports the suspicions of Drug Enforcement
Administration (DEA) officers that the Grey Wolves were a unit in the
Counter-Guerrilla Center in Istanbul, advised by CIA officers Henry P.
Schardt and Duane (“Dewey”) Clarridge.5 Daniele Ganser’s less



controversial claim is that the Grey Wolves overlapped with the Gladio
program of “stay-behind” covert counterguerrilla forces supported by the
U.S. Military Mission and the CIA:6

After the discovery of NATO’s secret stay-behind armies across Western Europe in 1990 it was
revealed in Turkey that CIA liaison officer [Colonel] Tiirks had recruited heavily among the Grey
Wolves to staff the secret stay-behind army which in Turkey operated under the name Counter-
Guerrilla.

More than a decade earlier, Turkish General Turhan had said of Counter-
Guerrilla, which had tortured him, “This is the secret unit of the NATO
countries.”7 And for two decades Counter-Guerrilla had performed such
functions as mob violence, torture, and assassinations for the Turkish army,
operating, as General Turhan was told by his torturers, “outside the
constitution and the laws.”8 Like other groups in liaison with the CIA, the
methods taught and commanded by Counter-Guerrilla included
“assassinations, bombings, armed robbery, torture, . . . disinformation,
violence, and extortion.”9

In the extended discussions of the Susurluk incident, the concept emerged
in Turkey of a deep state (gizli devlet or derin devlet) underlying the public
state, consisting of a parastatal alliance between the official police and the
criminal death squads they were supposed to round up. But there were clearly
international as well as national aspects to the grey alliance represented by
the Turkish deep state. In 1982 Catli had entered the United States at Miami
together with Stefano delle Chiaie, an Italian neofascist and killer with whom
he had much in common.10 Delle Chiaie had his own connections to post-
Gladio terrorist activities in Italy, to the World Anti-Communist League
(WACL), and more specifically to death squads working for Chile’s
Operation Condor in Argentina and Bolivia.11

The Global Drug Connection and the Global Dominance Machine

The problem of sanctioned violence and a deep state, in other words, was not
just a Turkish phenomenon; it was a global problem. And what was striking
was that the international milieu of backdoor violence frequented by Catli
and delle Chiaie—the Grey Wolves, WACL, the Chilean secret police
(DINA), and the Bolivian government after the so-called cocaine coup of



1980—was everywhere accused of financing covert operations with the aid
of the narcotics traffic. Under the dictatorship of General Augusto Pinochet,
for example, the Chilean army and secret police (DINA) exported tons of
cocaine from Chile to Europe.12

In discussions of the Turkish deep state (gizli devlet or derin devlet), two
aspects have been perceived. The potentially larger condition of a shadow
government, or a state within a state, is what we may call the deep state
phenomenon. But there was also the more operational sense of the deep state
connection: a hard-edged coalition of witting forces including intelligence
networks, official enforcement, illegal sanctioned violence, and an
internationally connected drug mafia.

To some extent both these two senses of a deep state can also be applied to
the deep forces at work in America in the era of OPC (1948-1952). OPC was
different from the Turkish deep state in that it mobilized drug assets for
killings abroad, more than at home, and contributed to the development of
Gladio networks abroad such as the Grey Wolves. But OPC’s chief legacy is
to have strengthened parastatal forces in Asia and Washington that developed
more and more into the offensive American war machine at home.

Today everything that has ever been labeled “invisible government” or
“shadow government” can be considered parts of that machine—not just the
CIA and organized crime but also such other nonaccountable powers as the
military-industrial complex (now the financial-military-industrial complex),
privatized military and intelligence contractors, public relations agents, media
magnates, and even Washington’s most highly organized lobbyists.13

What we are describing is not just a neutral power apparatus but an
apparatus with a settled purpose, a manipulative mind-set fixed on achieving
and maintaining global dominance.14 Underlying the events narrated in this
book is this global dominance machine or war machine, with resources both
within and outside government, united not by conspiratorial oaths and
handshakes but by a shared mentality and purpose. This dominance mind-set
has come to condition the thinking of all aspiring to the highest power in
Washington. Thus, today the mind-set does more to determine the choice of
president than the president to determine the choice of mind-set.

This dominance or war machine is similar to what Peter Phillips and
Mickey Huff have called the “global dominance group,” but it is more
extensive. Phillips and Huff are talking of an interlocking restricted group “of



some several hundred people who share a goal of asserting US military
power worldwide.”15 I see the war machine as comprising a wealthy
overworld group at the center, drawing in below them and without a clear
distinction thousands of less powerful apparatchiks whose ambition is to
achieve power within the machine. As I shall argue later, the war machine
extends outward from government into society, embracing not only lobbyists
but also universities and the mainstream media.

There is a case for talking of the machine rather than the war machine. If
this were a book about the pharmaceutical industry or the agribusiness
industry, we would see different domestic activities of the same players. One
of these players is Monsanto, the supplier of defoliant for the DEA’s “war on
drugs.” At home Monsanto has harassed soybean farmers who save and plant
their own seed and dairymen who advertise that they do not use growth
hormone in their milk.

A fuller overview of our system might require us to talk of the machine as
the predatory capitalism (meaning by predatory capitalism that late form of
capitalism that extracts wealth out of society rather than enhancing the
common wealth). But the machine requires U.S. military power to enforce its
control of global resources and labor markets, so I believe it is appropriate to
discuss it here as ultimately a war machine.

The dominance machine, or war machine, is both larger and looser than the
“shadow government” described by Len Colodny in The Forty Years’ War,
the “private CIA” posited by Joseph Trento in Prelude to Terror, or the
“secret team” postulated by Fletcher Prouty in his book with that title.16 It is
not an army of foot soldiers at the service of a central command center but
rather a congeries of competing groups of power-hungry operatives, striving
to achieve and maintain an apex of power. It is what authors like Chalmers
Johnson choose to describe as the “military-industrial complex” if we
understand that the complex now embraces the main media, petroleum, and
financial enterprises as well.17

And in important contradistinction to those with monochromatic or
essentialist conceptions of America itself as inherently evil, I see the war
machine as something inhabiting the center of American power and
dominating it, not as something identical with it. This is why I, unlike some
of my antiwar friends and colleagues, attach such importance to deep events
like the Kennedy assassinations, Watergate, or 9/11. But where Michael



Parenti sees the Kennedy assassination as evidence of the workings of a
“gangster state,” I see it as the product of a gangster element within (and
outside) the state, in short, as I shall argue below, of the CIA’s drug
connection.18 More generally, I see these events as strenuous efforts from
within the war machine to adjust the American political system and to
maintain it on its militaristic course.

Such an amorphous presence is difficult to describe, except by extended
historical narration as in this book. But to ignore its presence is to
misunderstand American politics and to contemplate strategies for social
change that are superficial and doomed to fail.

One final clarification: though I refer to the “U.S. dominance machine,” it
should not be thought that all those supporting the goals of U.S. overseas
power are Americans. On the contrary, as we shall see, an important financial
role in lobbying Congress in support of the machine since World War II has
consistently and continuously been played by wealthy interests abroad,
particularly in Asia. This has usually been done through local gray eminences
such as T. V. Soong (for Nationalist China) in the 1940s, Paul Helliwell (for
Thailand) in the 1950s, Tongsun Park (for South Korea) in the 1960s,
Richard Viguerie for South Korea in the 1970s,19 officials of the Bank of
Credit and Commerce International (BCCI) in the 1980s, and James Riady
and John Huang for Indonesia and China in the 1990s.

It has also been supported by a costly investment of funds, not always
profit seeking, into American media, with the purpose and result of shifting
the spectrum of mainstream media discourse considerably toward the right.
As Phillips and Huff observe,

Billionaire Rupert Murdoch loses $50 million a year on the NY Post, billionaire Richard Mellon
Scaife loses $2 to $3 million a year on the Pittsburgh Tribune-Review, billionaire Philip Anschutz
loses [at a rate of] around $5 million a year on The Weekly Standard, and billionaire Sun Myung
Moon has lost $2 to $3 billion on The Washington Times.20

(Before he was convicted and sent to prison, Conrad Black and the Chicago
Sun-Times might have been added to this list.) It is I think significant that, of
the four billionaires listed, the two most spectacular losers—Murdoch and
Moon—come (along with the Canadian Black) from outside America.

In the course of this book, I propose to show that funds for all of the Asian
gray eminences listed previously (along with Sun Myung Moon) derived, at



least in part, from drug trafficking in Asia. I will argue in this book both that
the U.S. dominance machine is largely responsible for the creation of the
postwar drug traffic in Asia and that funds from this traffic have been
recycled into America in support of the U.S. dominance machine.

I believe that this neglected underlying support for the American war
machine helps explain why America is now in Afghanistan, supporting, yet
again as earlier in Laos and Vietnam, a drug-corrupted regime of its own
creation.

Deep States, Parastates, and America

In The Road to 9/11, 1 followed the work of Ola Tunander and labeled
America a “dual state.” But that term is more easily applicable to countries
with severely limited rule of law, ranging from Colombia, Pakistan, and
Turkey to Russia and China. Former Turkish president and prime minister
Suleyman Demirel once commented on the duality revealed by the Susurluk
incident and a related killing in Semdinli: “It is a fundamental principle that
there is one state. In our country there are two. . . . There is one deep state
and one other state. . . . The state that should be real is the spare one, the one
that should be spare is the real one.”21

Quite independently, Father Javier Giraldo in Colombia has described the
same duality in the Colombian state:

The Colombian state is contradictory. It tries to fulfill two functions. On the one hand it’s a
violent, discriminatory institution that must favor a small wealthy minority. Even basic necessities
are denied to the great majority of its people. By its very nature, at its core, it is not democratic.
On the other hand, in public discourse it presents itself as a state based on law, one that respects
and implements justice, human rights norms, democratic laws.

How do government functionaries manage this contradiction? They maintain a duality: the
parastate, a structure that is illegal and clandestine, increasingly takes over the dirty work, the
repression. It doesn’t appear to be part of the state. For many years now Colombia’s government
has been creating and maintaining these structures. The legal, constitutional structure exists
parallel to structures of a parastate and paramilitary.22

Turkey’s deep state is very similar to Colombia’s parastate, and illegal
drug trafficking is a major factor in the financing of both. Today America’s
deepest forces are not manifested in an external parastate as in Turkey and
Colombia but rather at the heart of the dominance or war machine to be



found both inside and outside the public state.23

A major thesis of this book is that the numerous authors who have written
about a “shadow government” in the United States have usually neglected or
underrepresented the role of the global drug connection in its development.
Conversely, many authors who have written about America’s state as
imperialist or even narcocapitalist have often underestimated the difference
between the public state itself and the war machine, which has grown more
and more powerful at its center. They also tend to underestimate the tensions
and occasional overt conflicts between diverse forces within the war machine
—as in deep events such as Watergate.

But that tension may diminish in the future. Originally covert institutions
like the CIA were contained within, circumscribed by, and even at odds with
the public state. At times today it seems that the situation has reversed: it is
now the public state that is circumscribed by the privatized secret forces
surrounding it. This impression is reinforced by President Obama’s
commitment of America to a major Af-Pak War, after a campaign that, it was
thought, “changed the political debate in a party and a country that
desperately needed to take a new direction.”24

America continues to exhibit a far more robust rule of law in civil society
than either Turkey or Colombia. But the so-called military-industrial
complex, once seen as a cancer growing within the civilian economy, is today
such an overblown dominance that it threatens to supersede the civilian
economy. In this situation the public state, by which I mean the visible
institutions specified by the constitution, threatens on some matters of vital
national policy to become little more than a form of theater.25

The Changing Postwar Relationship between the State and Violence

By the 1980s the relationship of U.S. intelligence networks and above all the
CIA to the international drug milieu had become very complex and obscure.
But there is no doubt about its postwar origins. After World War II, the
United States, along with Britain and France, recurrently used both drug
networks and terrorist groups as assets or proxies in the Cold War. By
backing these groups, the great powers greatly increased the power and scope
of both the drug traffic and terrorist groups. As a result, in the long run, they



contributed to powerful forces that weakened the rule of law both
internationally and domestically.

The Cold War itself has been analyzed economically as a conflict between
the incompatible systems of capitalism and communism and politically as a
quest for security through global domination. But there was also an important
psychological aspect to the Cold War, the almost pathological insecurity
among global leaders in a world whose stability and security had been called
profoundly into question by two devastating world wars. For decades the
United States and the Soviet Union continued to assume the worst about the
other’s intentions. And both sides saw the Third World as an area in
transition, destined to end in either the Soviet or the capitalist camp.

It was indeed true that the world was in an unsettled state in which the
future of the existing state system was insecure. In more countries than after
World War I, state governments did not possess the monopoly of organized
power and violence that political theory attributed to them. Even a mature
liberal democracy like the French Third Republic was torn between a
revolutionary communist movement and a conspiratorial reactionary
movement (the Cagoule) intriguing on the right.

In more recently invented states like Turkey, Iraq, or Iran, the tenure and
prospects of the public state were far more uncertain. Not only did Western-
educated urban bureaucratic elites become more and more alienated from
their religious countrysides, but these countries also had to deal with
unassimilable ethnic minorities. Groups within the state turned to violence
not just to protect themselves from a hostile state but also to prepare for a
future in which the existing state might not survive.

America’s expansion into global domination has been very costly for its
democratic institutions. The democratic public state represented what
Jonathan Schell has called the replacement of violence by “a hugely ramified
road map for the peaceful settlement of disputes.”26 But when interacting
with countervailing forces that did not accept the liberal road map, America,
like the Soviet Union, sanctioned the use of parastatal backdoor violence to
defend itself against its enemies.

Wall Street, OPC, and Off-the-Books Drug Assets



In 1951, with Operation Paper, the CIA began supplying arms and materiel to
Kuomintang (KMT) troops in Burma whose primary activity was opium
trafficking. The troops thus supported in the Far East became the first major
example of conducting ongoing foreign policy off the books, with assets of
which the rest of the U.S. government remained relatively unaware. The
decision to begin this ill-fated program was made under Truman, under
circumstances that are still contested. What is obvious that major decisions
were made by very small groups, cliques, and cabals whose parameters are
still unclear.

Truman himself later professed ignorance that he had launched the CIA
into peacetime covert operations.27 By 1951, however, when even CIA
Director Walter Bedell Smith “reportedly opposed the plan” to back the KMT
remnants in Burma, it is claimed that “Truman overruled him and ordered the
CIA to proceed on the basis of a strict confidentiality that denied knowledge
to senior agency officials and U.S. diplomats.”28

In fact the initial decision was not implemented by the CIA at all but by a
more covert group, the Office of Policy Coordination (OPC), the existence of
which was more secret even than the CIA’s. The CIA at least had been
publicly empowered by the 1947 National Security Act, with a “loophole” in
it through which the CIA launched covert operations in a way Congress had
“not intended.”29 A year later OPC was secretly authorized by the National
Security Council (NSC) without congressional authorization at all.

OPC has been described as essentially the creation of two veterans of the
wartime OSS. The first was Allen Dulles. Although Dulles in 1947 was a
Wall Street lawyer, he was able to use the influence of the Council on
Foreign Relations to impose covert operational powers on a reluctant
President Truman.30 The second was Dulles’s protégé Frank Wisner, another
Wall Street lawyer who in 1945 had joined the State Department with a
misleading title, “deputy assistant secretary for occupied countries.”

According to Joseph Trento, “Dulles arranged the job for Wisner, who
quickly turned it into an intelligence power base”:

By late 1947, Wisner, in an underhanded way, wielded vast power in the State Department
bureaucracy. He never asked permission to conduct his operations. Rather, he played a deceptive
double game in which he informed either Secretary of State George Marshall or Secretary of
Defense James Forrestal that the other secretary had approved his operation. Then he went ahead
and carried it out.



... The OPC’s employees were largely handpicked by Wisner. . . . Under the guise of refugee
administration, Wisner ran his covert operations. Dulles ran Wisner from his Sullivan and
Cromwell law offices.31

Wisner and Dulles (the latter even when not in the government) were
powerful because of their central position in the New York overworld of law,
banking, the Council on Foreign Relations, and the New York Social
Register.

This overworld milieu pushed for the creation of the CIA, but while
awaiting its creation, Allen Dulles and William Donovan took steps to
establish a private alternative. There are various stories describing how Allen
Dulles, as a private Wall Street lawyer after World War 11, organized, “on his
own authority . . . a [private] spy organization clandestinely.”32 According to
Peter Grose, Donovan later purported to have been shocked by Dulles’s
plan.33 But as we shall see, the evidence suggests rather that he proceeded to
implement something very like it: the World Commerce Corporation, which
included among its founders the legendary British intelligence chief William
Stephenson and Nelson Rockefeller.34

As Richard Helms narrates in his memoirs, in 1946 General Vandenberg,
as director of Central Intelligence (DCI), recruited Allen Dulles, then a
Republican lawyer at Sullivan and Cromwell in New York, “to draft
proposals for the shape and organization of what was to become the Central
Intelligence Agency in 1947.” Dulles promptly formed an advisory group of
six men, all but one of whom were Wall Street investment bankers or
lawyers.35 In 1948 Truman appointed Dulles chairman of a committee to
review the CIA’s performance, and Dulles again appointed two New York
lawyers to assist him.36

In its first years the CIA, like OSS before it, was dominated internally by
the aristocratic elements of the New York overworld. All seven of the known
deputy directors of the CIA at that time came from the same New York legal
and financial circles, and no less than six of these seven (including both
Dulles and Wisner) were listed in the New York Social Register as well.37
And what was true of the CIA was initially just as true of the OPC, where
Wisner filled the senior management posts in OPC with men like Desmond
Fitzgerald, who, in the words of Wisner’s ex-wife, “had money enough of
their own to be able to come down [to Washington].”38

We shall see that by 1952 the scandals over the KMT drug trafficking,



sponsored and supported by OPC, had become so offensive that CIA Director
Walter Bedell Smith abolished OPC altogether and merged its personnel with
the CIA’s own covert operations staff in a new Department of Plans (later
Department of Operations).39 The intention was to bring OPC under more
responsible oversight, but the result, to the great detriment of America and
the world, was the opposite. Instead of the CIA absorbing and taking over
OPC, OPC, especially under Allen Dulles, effectively took over the CIA.

The CIA thereafter represented an uneasy blend of radically different
cultures. In addition to the intelligence analysts, who were essentially
intellectual researchers, and the initial CIA spies of the Office of Special
Operations, who were prepared if necessary to commit lies and other
misdemeanors, there were now veterans of OPC, some of whom were willing
and even eager to commit major felonies.

The legacy of the OPC felons and their disciples has impacted American
deep history far more than has been usually noticed, down through Watergate
and Iran-Contra. One purpose of this book is to trace it to America’s current
involvement in Afghanistan.

The Tasking of Covert Operators to Commit Crimes

Each of the dominant world powers developed a more and more powerful
covert apparatus to develop relationships and activities that from the
viewpoint of the domestic public state would be clearly illegal. For example,
the NSC’s directive NSC 10/2 of June 18, 1948, gave the CIA’s newly
created OPC the task of carrying out “covert operations,” among which were
listed “subversion against hostile states, including assistance to underground
resistance movements, guerrillas and refugee liberation groups.”40

At this moment OPC, authorized to engage in crimes, secured allies in its
fight against communism by establishing backdoor links to professional
criminal organizations, above all in the drug traffic.41 Relationships that had
been sporadic before World War II became institutional and protected. OPC
not only armed groups engaged in illegal drug trafficking around the world
but also (as we shall see) helped restore postwar drug trafficking by
supplying a drug-supported KMT army in Burma.42



Great states in other words were no longer just expanding (in Schell’s
words) “the zone in which the business of politics is conducted along mainly
nonviolent lines.”43 They were also radically expanding a zone in which
states used covert and backdoor violence to conduct the business of politics.
However, the drug connection was not limited to OPC. The U.S. Army had
already used the Sicilian Mafia to supplement its own forces in administering
postwar Italy, and it went on to expand this gray alliance with more than sixty
American Mafiosi deported to Sicily and pressed into further support. One of
these deportees, Frank Coppola, became a major source of heroin for New
York Mafiosi like James Plumeri, whose complex relationship to the CIA
will be explored later.44

This U.S. Army—Mafia alliance in Italy was no secret. Norman Lewis, a
British intelligence officer attached to the American Fifth Army, wrote
accurately in his diary at the time,

It is becoming generally known that it [the black market] operates under the protection of high-
placed Allied Military Government officials.. . . . At the head of AMG is Colonel Charles Poletti,
and working with him is Vito Genovese, once head of the American Mafia, now become his
adviser. . . . It is clear that many of the Mafia-Camorra sindacos who have been appointed in the
surrounding towns are [Genovese’s] nominees. These facts, once State secrets, are now known to
the Neapolitan man in the street. Yet nothing is done.45

Poletti, a former lieutenant governor of New York, was applying to Italy
the skills he had learned through the corrupt practices of Tammany Hall. One
of these skills was omerta (the Mafia code of silence): he later told the BBC
in 1993, “We had no problems at all with the Mafia. Nobody ever heard of
it.”46 Yet Poletti, who had recruited Genovese, was once described by Lucky
Luciano as “one of our good friends.”47 Poletti had good friends in the
overworld as well as the underworld: he went on to be both an overseer of
Harvard University and a trustee of Cornell.48

Meanwhile, the CIA’s first authorized covert operation was using captured
Axis funds to back anticommunist parties in the Italian election of 1948,
supplementing the initial private fund-raising efforts of wealthy capitalists at
the elite Brook Club in New York.49 Over the next twenty years the CIA
would dispense at least $65 million to Italian anticommunists, funding not
only mainstream political parties but also a far-right underground that plotted
a failed neofascist coup—the mafia-assisted Borghese coup—in 1970. Vito
Miceli, the Italian general who oversaw the Borghese coup, received an



additional $800,000 from the U.S. embassy two years later.50

Some of those involved in the Borghese coup plot were also involved in
false-flag terrorist violence in Italy. It took years to disclose that the Piazza
Fontana bombing of 1969 and the Bologna Railway Station bombing of 1980
were the work of a select group controlled by Miceli and Italian military
intelligence (and with links both to the American CIA and to the
conspiratorial Masonic lodge P-2).51 In February 1989 Italian Special
Prosecutor Domenico Sica asserted that responsibility for at least some of the
terror bombings during the past decade lay also with the Mafia—that is, what
I am referring to as the global drug connection—and not just the ideological
right.52 Abdullah Catli’s traveling companion Stefano delle Chiaie was
eventually accused of involvement in the Piazza Fontana and Bologna
bombings as well as the Borghese coup.53

Clearly, the anxieties and paranoia of the so-called Cold War were major
factors in promoting the parastatal use of violence. But when we come to
look at the actual exercise of backdoor violence by the United States since
1945—especially in countries like Iran (1953) and Chile (1970-1973)—we
see that Cold War paranoia about the “communist threat” repeatedly became
a pretext to conceal more pecuniary motivations.

Thus, in the British—American coup that overthrew the elected Iranian
Prime Minister Muhammed Mossadeq in 1953, the objective was to prevent
the nationalization of Anglo-Iranian Oil Company. To this end, “the CIA
finalized a detailed plan for the coup,” which involved “engaging hoodlums
to launch assaults on clerics and their properties and make it appear that they
were ordered by Mussadiq or his followers.”54 But the British agent who
sold the scheme to Washington, following “his superiors’ instructions,”
refrained altogether from mentioning Anglo-Iranian Oil and instead stressed
that Mossadeq “was paving the way for a Communist takeover in Iran.”55

In this context democratic institutions in the last half of the twentieth
century came under attack from a number of hidden factors both inside and
outside the governments in question. The attacks from internal factors ranged
from outright coups (Indonesia and Greece, 1967) to mobilized violence by
right-wing gangs (Italy, 1969, 1979) to isolated assassinations. External
factors in some of these same events ranged from intelligence organizations
of the great powers to movements launched or supported by them, which
have since operated on their own. But every one of the deep events referred



to in this paragraph can be related to the drug traffic.

State subversion of other states was supplemented by other forms of
corruption by transnational institutions, sometimes in tandem with state
policies. For example, the BCCI is reported to have established “relationships
with political figures in most of the 73 countries in which BCCI operated,”
mostly “through payments by or benefits from BCCI to the officials” in
question.56 Such a global reach made the dominance machine increasingly
transnational, not just American. At the same time, transnational oil
companies have been accused of financing a number of coups in remote
countries like Azerbaijan in order to acquire or secure their assets.57 In both
the BCCI and the Azerbaijan case, drug proxies were again involved.

I have referred to this paradoxical interaction as “deep politics,” the
constant, everyday interaction between the constitutionally elected
government and subterranean forces of violence—forces of crime—that
appear to be the enemies of that government. For example, the CIA for most
of its existence operated under a secret exemption from legal review of its
actions.58 Although this arrangement was formally terminated after
Watergate, a new agreement under Reagan exempted the CIA from the need
to report allegations of drug trafficking involving nonemployees.59 One can
say that once again the public state had been encroached on and eventually
weakened by a deeper force.

Thanks to revelations in 2007 in Colombia of ongoing political collusion
between public politicians and drug-financed paramilitary death squads, the
preferred term for such collusion now appears to be parapolitica (in Spanish)
or (in English) parapolitics.60

The absence of checks and balances to restrain the CIA’s recourse to
lawlessness has led, predictably, to the proliferation of that lawlessness. The
House of Representatives Intelligence Committee reported in 1996 that, in
the CIA’s clandestine services,

hundreds of employees on a daily basis are directed to break extremely serious laws of countries
around the world in the face of frequently sophisticated efforts by foreign governments to catch
them. . . . A safe estimate is that several hundred times every day (easily 100,000 times a year)
operations officers engage in highly illegal activities (according to foreign law) that not only risk
political embarrassment to the United States but also endanger the freedom if not lives of the
participating foreign nations and, more than occasionally, of the clandestine officer himself.61

Thus, the Susurluk incident, with its ingredients of state authority,



sanctioned violence, crime, and narcotics, can stand as a memorable
synecdoche for parapolitics (or deep politics)—not just in Turkey but
throughout the world.

Public States and Imperial Overstretch

Over the past thee centuries the institutional state has developed as a vehicle
for certain progressive values, ranging from bureaucratic rationalization (as in
France) to Lockean ideals of accountability, tolerance, transparency, and
ultimately democracy (as in England). The opening up and empowerment of
civil society, through the institutions of the public state, were associated also
with the development of the printing press and the consequent rise of public
opinion.

This progressive, liberalizing phase of the state did not always last. By a
seemingly inevitable dialectic, the state fostered civil prosperity, prosperity in
some major states fostered expansion, and expansion in dominant states
created increasing income disparity.62 In this process the dominant state
itself was changed, as its public services were progressively impoverished, in
order to strengthen security arrangements benefiting a few while oppressing
many.63

Thus, for many years the foreign affairs of England in Asia came to be
conducted in large part by the East India Company, which administered not
only British India but also other colonies such as St. Helena. Similarly, the
American company Aramco, representing a consortium of the oil majors
Esso, Mobil, Socal, and Texaco, conducted its own foreign policy in Arabia,
with private connections to the CIA and FBI.64

The East India Company acted unilaterally to fund its operations by profits
from the opium trade with China, a policy, bitterly contested by many in
England, that has left a legacy still wreaking havoc in Asia today. In
conjunction with the CIA, Aramco later funded not only the Saudi monarchy
but also its creation the World Muslim League, which in turn fostered
Wahhabism, Islamism, and the forces of al-Qaeda through the world.65 In
this way Britain and America inherited policies that, when adopted by the
metropolitan states, became inimical to public order and safety.66

The result is that the dominant states in their late stages tend to become, at



least temporarily, pathogenic, destructive of the humane values that made
them healthy and strong in the first place.67 (Who could have predicted that
in the early twenty-first century the United States would publicly suspend
habeas corpus and sanction torture?) Nevertheless, it would appear that the
humane or progressive values themselves, having been launched, are
gradually becoming better established in the world as a whole, even in once-
inhospitable systems such as Russia and China.68 It is true also that the
emergence of dominant states (notably Spain, the Netherlands, Great Britain,
and now apparently the United States) has been followed by their lapse into
imperial overstretch and eventual decline, a phenomenon we come back to.69
But there are areas (East and Southeast Asia and possibly Central America)
where emergent public states are at this moment more strongly consolidated
and protective of their citizens than ever before.

It is quite possible, and I believe probable, that the progressive values
which the state helped foster in its early stages will eventually find other
vehicles for their consolidation. Meanwhile Spain, the Netherlands, and the
United Kingdom have all shown post-imperial recoveries in which (judged
by the criterion of their diminished income disparity) their societies are now a
little more open and egalitarian than they were before.

In the last half millennium of successive European empires, one positive
feature has been the gradual emergence of more and more influential voices
of conscience: Bartolomé de las Casas (1484-1566) in Spanish Mexico,
Multatuli (Eduard Douwes Dekker, 1820-1887) in Dutch Indonesia, and the
antislavery movement associated with William Wilberforce (1759-1833) in
England. Such voices led to a slow but perceptible diminution of the role of
atrocities and slavery in sustaining these empires. And those who believe that
only civil society can rectify the root problems of the state can see these
avant-garde figures as ancestors to the successful campaigns in the twentieth
century of the southern civil rights movement and Polish Solidarity—
campaigns that can hopefully be repeated throughout the world, not least in
contemporary America.70

This succession was a symptom of the increasing role of soft power in the
influence of each empire, important from the beginning but over time
increasingly independent from the power apparatus of the state. As we
compare Spanish Jesuits and the Inquisition to British Methodist missionaries
and American volunteer workers who have graduated through the Peace



Corps, we see an important source of soft power that through time is
increasingly people oriented and grounded in civil society rather than the
state.

A related development is that the culture of each empire has through time
become increasingly receptive to influence from without. In marked contrast
to the spread of Catholicism with the aid of the Inquisition, the American
occupation of Japan, Korea, and Thailand after World War II has assuredly
done more to increase the influence of Buddhism in America than of
Christianity in the Far East. (One could say more about the complex
phenomenon of American Christian missionary activity, but this activity is
not directly fostered, as in past empires, by the public state.)

As 1 have argued elsewhere, I find Kevin Phillips’s effort to portray
religion as a recurring cause of imperial downfall to be labored and
unpersuasive, whereas he is on sound ground in examining the roots of
decline in increasing income disparity between the rich and the poor.71 Here
is a more alarming feature of the succession of empires, the increasingly
naked pursuit of economic exploitation as the motive for overstretch.

This is not new. All empires can be seen as the equivalent of giant red stars
in astronomy, the final stage of a process of decay in which the once-
powerful energy at the center is increasingly dissipated at the periphery. The
Dutch Empire can be seen as the subordination of state power to the service
of the Dutch East Indies Company and the British Empire to the service of
the British India Company, the British West Indies Company, and their by-
product, the Bank of England.72

T. S. Eliot raised this question about the British Empire in response to
British Prime Minister Neville Chamberlain’s capitulation to Hitler at
Munich: “Was our society, which had always been so assured of its
superiority and rectitude . . . assembled round anything more prominent than
a congeries of banks, insurance companies, and industries, and had it any
beliefs more essential than a belief in compound interest and the maintenance
of dividends?”73 Eliot saw clearly that the values of London by the 1930s
were fatally adrift from the cultural tradition of two millennia.

My own view of history is that at the deepest and least recorded levels,
there is a slow development toward increasing humanity and
communication.74 At times this process is assisted by the public state, and at
other times states, precisely because they acquire excessive power over other



peoples, become inimical to this process. As an act of faith—it can be no
more than that—I continue to believe that the deeper process is the more
enduring one despite the offsetting setbacks from the violence of political
history. Even the fall of Rome and the ensuing Dark Ages were, from this
deeper perspective, positive developments that in the long run privileged a
reconstituted Europe and creative separation of political and religious
authority over the more rigidly unitary and hierarchical societies of the
East.75

The Public State and Predatory Capitalism

What I have written so far builds on and extends the analysis of my previous
books, particularly The Road to 9/11. Here I want also to focus more on the
threat to the public state from private and corporate wealth, particularly in the
United States.

Predatory capitalism, capitalism that “games” the public laws in order to
maximize illicit private gain, is at least as old as the robber barons of
America’s nineteenth-century Gilded Age.76 For a while it seemed that
Roosevelt’s New Deal, responding to the most severe economic crisis in the
nation’s history, had initiated a new and more stable era of regulated
capitalism, with workers’ wages and benefits negotiated through mutually
accepted arbitration procedures with strong labor unions and controls placed
on the banks.

Then the New Deal was eroded after World War II, particularly after the
failure of Justice Department efforts to enforce existing antitrust legislation
against the U.S. oil majors. The oil majors’ survival of this domestic
challenge increased what was already their spectacular influence over U.S.
foreign policy. This influence can be discerned in the Truman Doctrine of
1946 (which guaranteed a Mediterranean safe for tankers carrying Saudi oil)
and the Marshall Plan of 1948 (which created a market in Western Europe for
surplus Middle Eastern oil).

The secret powers assembled for the CIA in response to the perceived
Soviet threat soon became exploited for more mercenary purposes to protect
U.S. corporations overseas.77 It is no accident that the CIA’s first overthrow
of a foreign government, in Iran in 1953, was to protect the oil major British



Petroleum from nationalization (and to obtain a share for U.S. oil companies
in the process). Further, such campaigns, including Guatemala in 1954
(United Fruit), Brazil in 1964 (Hanna Mining), and Chile in 1970 and 1973
(Chase Manhattan, Anaconda, ITT), were all nakedly in support of the
private interests of U.S. corporations, much as the British navy in the
nineteenth century served the purposes of the British India Company. In the
late 1950s the oil majors showed further signs of their importance to the war
machine when they lobbied successfully for a U.S. military presence in
Southeast Asia (after the first promising indications of new offshore oil fields
there).78

Assured of protection, U.S. direct investment in the 1950s and 1960s
expanded overseas, where investors became accustomed to much higher rates
of return than in the more developed and regulated U.S. domestic economy.
A second phase of overseas investment followed with the relocation overseas
of U.S. industrial capacity. An increasingly wealthy overclass came to
demand more and more relaxation of domestic restraints to make the U.S.
economy Yyield returns comparable to those obtainable in so-called Third
World countries.

In the new millennium, Americans discovered that the economy was now
in the hands of predatory capitalists whose offshore earnings often remained
untaxable in remote island tax havens but whose offshore losses in the
financial sector were, because of their enormity, compensated from the public
commons. Americans discovered that we now had banks too big to fail and
for that matter too big to punish. As we shall see, flagrant abuses at big
American banks like Citibank and Bank of New York were punished, if at all,
by fines too small to change the banks’ behavior.79 (The Swiss bank UBS,
which had a scheme to help Americans evade paying taxes, eventually agreed
to pay a $780 million fine to the United States, but only one of its officials
went to jail—the whistle-blower!80)

In The Road to 9/11, 1 wrote that the overworld should be distinguished
from the notion of a hereditary class, or Frederick Lundberg’s notion of a
hereditary “superrich.”81 But with the sucking of the public commons into
the clutches of wealthy predators, that distinction may be fading.

The Overworld and a Transnational Dominance Machine



Coincident with this decline of public power has been the rise of an
apparently autonomous right-wing international milieu serving the interests
of private international wealth. The global reach of this milieu explains how
Stefano delle Chiaie and Abdullah Catli, both wanted criminals but with
intelligence connections, were able to move together with impunity around
the world.

In September 1980, two years prior to entering the United States, delle
Chiaie had attended a conference in Buenos Aires of the Latin American
affiliate of the World Anti-Communist League (WACL), the drug-financed
Latin American Anti-Communist Confederation (CAL). The 1980 conference
was presided over by Argentine General Guillermo Suarez Mason,
responsible for conducting the “dirty war” in that city. Also in attendance
were Mario Sandoval Alarcén, the Guatemalan “Godfather” of death squads
in Central America; Roberto d’Aubuisson, who would soon preside over a
murderous repression in El Salvador (where wealth is said to be controlled by
a landowning oligarchy of fourteen families);82 and John Carbaugh, who
attended as an aide to North Carolina’s right-wing senator, Jesse Helms.83

I shall speak again in this book about the WACL and the role of CIA
operatives like Ray Cline and Howard Hunt in helping to organize it. But I
believe that the CIA’s relationship to WACL and CAL is much more tenuous
and complex than many have alleged.84 1 see WACL as a deliberately
offshored independent force, sometimes working with the CIA, which helped
launch it, and sometimes opposed to the CIA, even violently.

Delle Chiaie had made contact with those present at the CAL conference
through his earlier collaboration with the American Michael Townley in a
series of assassinations for DINA’s Operation Condor. Operation Condor, a
continent-wide campaign of political repressions involving assassination, was
an outgrowth of American counterterror training in Latin America. As
already noted DINA’s terror campaign was to a great extent both financed
and staffed by drug trafficking.

One of the assassination attacks by delle Chiaie and Townley was the
attack on the Leightons in Rome, just noted, which also involved a former
CIA Cuban, Virgilio Paz Romero.85 Another was the murder in Buenos
Aires of Chilean General Carlos Prats.86 Townley at one point notified his
DINA handler in Chile that another DINA assassin, Enrique Arrancibia (who
had earlier collaborated in the CIA’s murder in 1970 of Chilean General



Schneider), traveled from Buenos Aires to California during the fall of 1977
on banking business for Stefano delle Chiaie.87

Townley is most famous for his role in organizing, with Paz Romero but
not delle Chiaie, the murder in Washington of former Chilean ambassador
Orlando Letelier.88 This assassination is blamed in most American books on
Chilean General Pinochet and his DINA chief Manuel Contreras, who was
eventually convicted in Chile and sentenced to seven years for the murder.89
But the CIA had been training DINA since 1974, had recruited Contreras as a
CIA agent, and had arranged for Contreras to meet twice in Washington with
CIA Deputy Director Vernon Walters.90 At his trial Contreras would testify
that Walters had called Letelier a threat to the United States and that
Townley, in carrying out the murder, had been supported by CIA agents. To
this day Townley, an American, is described by the CIA as a DINA agent and
by Latin Americans as a CIA agent.91 But Washington’s knowledge of and
responsibility for Operation Condor has been documented by a number of
authors, notably John Dinges, Peter Kornbluh, and Patrice McSherry.92

McSherry in particular supplies concrete details of the U.S. and CIA role
in coordinating the parallel structures of Latin America, training them in
techniques of torture and assassination, providing equipment and
infrastructure for Condor’s transnational cooperation, and sanctioning terror
by an official nod and a wink.

But there is a multinational corporate dimension to Condor’s transnational
terrorism not noted by either Prados or McSherry. The murder of Letelier had
also been prepared for by an earlier meeting of a Cuban exile terrorist group,
CORU, which supplied Letelier’s two Cuban assassins. Financing for CORU
came from the World Finance Corporation, a huge Florida-based financial
conglomerate and drug money—laundering operation headed by a Cuban exile
veteran of the Bay of Pigs. One of the World Finance Corporation’s
subsidiaries was said by a Dade County investigator to be “nothing but a CIA
front.”93

These CORU Cubans were by this time alienated by the U.S. government’s
failure to depose Fidel Castro; allegedly one of them, Orlando Bosch, had
even proposed assassinating Henry Kissinger in 1976.94 But CORU held its
meeting at the Bonao resort lodge of the Keck family’s nickel mining
company, Falcondo (Falconbridge Dominicana, C. por A.), and the meeting’s
chairman, Frank Castro, was said to be an executive of the predatory



capitalist conglomerate Gulf and Western.95 Looking at these and other facts,
author Saul Landau concluded, “It is unlikely that 30 Cuban exile terrorists
met in one place without help from their friends in the Dominican security
forces and in the corporate world.”96

Here we have a glimpse of a shadowy offshore nongovernmental force,
backed by private wealth and drug money, behind the terrorist activities of
CORU. But the ability of CORU to reach out and operate within a larger
international network may have been due mainly to support coming to it, as
later to Argentina’s Condor efforts in Central America, from the CIA.97 This
force is, in effect, a transnational extension of the U.S. dominance machine.

In the case of Letelier, the U.S. corporate world had an obvious reason to
fear his presence in America. Less than a month before his assassination on
September 21, 1976, Letelier had published a devastating account of the free-
market capitalism being imposed on Chile by the military junta. As Naomi
Klein has pointed out, Letelier’s article in The Nation of August 28, 1976,
was a threat to the CIA-subsidized market fundamentalism prescribed by
American economists for a number of countries—notably Brazil and
Indonesia in addition to Chile—that in the 1960s and 1970s had suffered
bloody CIA-assisted military coups.98

Letelier documented in detail the process whereby “during the last three
years several billions of dollars were taken from the pockets of wage earners
and placed in those of capitalists and landowners”:

The economic plan now being carried out in Chile realizes an historic aspiration of a group of
Chilean economists, most of them trained at Chicago University by Milton Friedman and Arnold
Harberger. Deeply involved in the preparation of the coup, the Chicago boys, as they are known
in Chile, convinced the generals that they were prepared to supplement the brutality, which the
military possessed, with the intellectual assets it lacked. The US Senate Select Committee on
Intelligence has disclosed that CIA collaborators helped plan the economic measures that Chile’s
junta enacted immediately after seizing power (“A Draconian Cure for Chile’s Economic Ills,”
BusinessWeek, January 12). Committee witnesses maintain that some of the Chicago boys
received CIA funds for such research efforts as a 300-page economic blueprint that was given to
military leaders before the coup. It is therefore understandable that after seizing power they were,
as The Wall Street Journal (November 2, 1973) put it, champing to be unleashed on the Chilean
economy.99

To this day, the ultimate responsibility for the Letelier assassination
remains unknown. But it is no exaggeration to say that his murder helped
clear the way for the election of Ronald Reagan, which, as I have written



elsewhere, was already being seriously prepared for by America’s ruling
overworld.100

In The Road to 9/11, 1 tried to demonstrate that many examples of
sanctioned violence and crime that are usually attributed to the imperial
presidency or the CIA in fact were the products of direct overworld
intervention in the public state process. Two revealing examples are Nixon’s
overthrow of democratically elected President Salvador Allende in Chile and
Zbigniew Brzezinski’s disastrous meddling in Iranian politics that led,
predictably, to the seizure of the U.S. embassy in Tehran and the holding of
its officers as hostages. It is easy to show that the original instigators of these
two violent and arguably criminal interventions, both of which led to wide-
scale loss of life, included Nelson and David Rockefeller.101

Kissinger, along with Nelson and David Rockefeller, also worked together
with Brzezinski to obtain the entry into the United States of the deposed Shah
of Iran. This was against the firmly expressed opposition of President Carter,
who believed the advice he had received from the State Department that this
entry could lead to seizure of the U.S. embassy.102

At least on this occasion, the alleged power monopoly of the public state
was clearly trumped by a deeper power, including that of the Rockefeller
overworld.

Postscript

This is a book about American policy, the dominance machine, and the
global drug connection. But we must keep in mind that other powers,
interested in challenging America’s global dominance, have played the same
game. America’s contacts with drug traffickers in Mexico and Latin America
mirrored the contacts there of the German secret services during World War
II. And when Jimmy Carter in the 1970s retrenched on U.S. aid to drug-
related security forces in Central America, Argentina moved swiftly to fill the
vacuum, using assets like Stefano delle Chiaie.103

In Asia after World War II, the United States inherited the imperial drug
connections there of the British and the French. The Teochew and other drug-
trafficking Chinese triads that grew rich from Burmese opium during the



CIA’s era of dominance are today reaching out to, and being received by,

Beijing.
On April 8, 1993, just as the people of British-ruled Hong Kong were starting to get used to the
idea of a return to the “motherland,” Tao Siju, chief of China’s Public Security Bureau, gave an
informal press conference to a group of television reporters from the territory. After making it
clear that the “counter-revolutionaries” who had demonstrated for democracy in Beijing’s
Tiananmen Square in 1989 would not have their long prison terms reduced, he began talking
about the triads: “As for organizations like the triads in Hong Kong, as long as these people are

patriotic, as long as they are concerned with Hong Kong’s prosperity and stability, we should
unite with them.” Tao also invited them to come to China to set up businesses there.104

Like Deng Hsiaoping and his family before him, Tao Siju has had personal
contacts with drug-trafficking triads, notably the Sun Yee On. This is a sign
not necessarily of personal corruption but rather of “a phenomenon referred
to as ‘gua gou,” which translates as ‘interlocking mechanisms.” “The parties
in a gua gou relationship are not formally partners,” explains Qiu Xunu, a
[South Chinese] business consultant. ‘But they acknowledge that they have
common interests and sometimes act accordingly.’”105

In one way or another such guagou relationships exist around the world.
But the CIA’s drug connection is different from all others. It bears the chief
responsibility for the growth of the postwar drug traffic—from Burma to
Laos and now to Afghanistan. It has played a significant role in converting
the American war establishment from a defensive apparatus protecting
western civilization in Western Europe into an offensive machine bent on
acquiring new dominance over the resources of central Asia. In other words,
it has become an integral part of the American war machine’s plans to
dominate natural resources, not just in Asia, but in the entire world.
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THE CIA AND DRUGS ABROAD
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Mexico, Drugs, the
DFS, and the United States

Drug trafficking in Mexico flourishes because Mexico’s elite benefit from it.1

Governments, Narcosystems, and Language

THE INTERACTION BETWEEN A GOVERNMENT OR SOCIETY and a narcosystem is an
engagement between a known system and a relatively unknown one, a well-
defined entity and a relatively amorphous milieu. In such a situation language
is inevitably biased toward narrating the interaction from the perspective of
the documented government or society. Thus, in practice we tend to say that,
for example, “Mexico has a narcosystem (or narcoeconomy).” But of course
the verb has here is misleading. There is also a sense in which one could say,
“The narcosystem has a government.” Here too the verb has does not begin
to capture the complexity of the interaction.

In the case of Mexico, a single narcosystem has (in this misleading sense)
two or more governments.2 It has been shown to be capable of influencing
the U.S. government—at times notoriously, as when it proved impossible for
Washington to act meaningfully against the Bank of Credit and Commerce
International (BCCI). But by the 1980s, it can be argued that the narcosystem
had come close to controlling the Mexican government. That is the picture I
shall present in this chapter.3

The Problem of Drugs in Mexico

It is difficult in America to write authoritatively about Mexican politics. Even
in the past decade, when it has finally become permissible to write about
Mexico as a “narcodemocracy,” few if any authors address the American
share of responsibility for the staggering corruption that has afflicted
Mexican politics.4

In this chapter, I shall attempt to describe how the United States came to be
allied with the drug traffic in Mexico in opposing left-wing political



movements—much as it did in the same period in France and Italy. The key
was a triarchic system in which the Mexican drug traffic came to be partly
managed and protected by the Mexican Federal Security Directorate (DFS),
and the DFS in turn was partly managed and protected by its sister
organization, the CIA.

I do not wish to suggest that Washington fully controlled this course of
events. The DFS was not simply a CIA asset. However, it could not have
operated with impunity for as long as it did without ongoing CIA protection
for its illegalities. And the CIA presence in the DFS became so dominant that
some of its intelligence, according to the famous Mexican journalist Manuel
Buendia, was seen only by American eyes.5

Let me begin with a few facts not widely remembered. The Mexican illegal
drug traffic began around 1914 and grew out of three events, only one of
which was Mexican. The first was the Mexican Revolution, which “brought
disorder and ungovernability to northern Mexico at about the same time that
drug trafficking was outlawed in the United States.”6 The second was the
Chinese Revolution, in which one faction, the Kuomintang (KMT), was
financed in part by global trafficking. This was done chiefly by Chinese
secret societies, or tongs, in many nations, including Mexico and the United
States.7 The third was the passage of the Harrison Anti-Narcotics Act of
1914.

At first most of those involved in the Mexican drug traffic “were Mexican
residents of Chinese origin, although they were not the only ones.”8 Their
opium probably crossed the border in both directions. In 1931 a Mexican
official reported “his conclusion that the direction of the trafficking was more
from the United States to Mexico than vice versa and that both he and [U.S.]
narcotics supervisor Harvey Smith thought that the large-scale traffickers
resided north of the border.”9

In the same year, 1931, a leader of the coast-to-coast Hip Sing tong in
America was arrested in a major drug bust that also netted the wife of Lucky
Luciano’s partner, Thomas Pennachio.10

Mexico was a traditional source of opium for medicines and American
patent medicines and eventually for supplementing shipments of illegal
opium from Asia.11 But Mexican production increased with the interruption
of Chinese opium exports after 1937. At the same time, the KMT received
more U.S. protection and support from President Roosevelt.



During and after World War 11, the United States consciously used drug
lords and their access to violence, such as Lucky Luciano, as assets;
eventually, this was to combat communism, especially communist China. We
shall see that in Mexico, the United States used both the Mexican DFS and
their drug traffickers as assets for violence against the Latin American left.

CIA protection for the DFS ended in 1985 after the DFS was implicated in
the murder of a Drug Enforcement Administration (DEA) agent. But the
institutional arrangements of the drugs—DFS—CIA triarchy survived, at least
into the administrations of Carlos Salinas de Gortari (1989-1995), and his
successor Ernesto Zedillo (1995-2001).

And to this day, these sordid connections are still mostly unmentioned in
America.12

The Legacy of the DFS and Extralegal Repression

Although the DFS was closed down in 1985, its legacy has survived. When
Carlos Salinas de Gortari became president of Mexico in 1989, the American
press was almost unanimous in praising him. But Andrew Reding at the
World Policy Institute, one of the few dissenters, pointed to Salinas’s
ominous appointment of Fernando Gutiérrez Barrios to be secretary of
government (Mexico’s ministry of the interior):

Gutiérrez’ public career originated in the Federal Security Directorate (DFS), an intelligence
agency of the Secretariat of Government, where he rose through the ranks to become director in
1964. He was thus in charge of the DFS at the time of the 1968 massacre of several hundred
peaceful student protesters in the Plaza of the Three Cultures (Tlatelolco), an event as deeply
seared in the Mexican national consciousness as the Tienanman massacre in the Chinese
psyche.13

Reding then described the “variety of specialized police and intelligence
agencies [that] emerged under the aegis of the Secretariat of Government”:

The most notorious of these agencies was the Federal Intelligence Directorate [Direccién Federal
de Seguridad] (DFS), and its most notorious directors were Fernando Gutiérrez Barrios (1964—
1970), Javier Garcia Paniagua (1970-1976), and Miguel Nazar Haro (1976-1981).

The Gutiérrez-Garcia-Nazar triumvirate was . . . the force behind the formation of the White
Brigade, a clandestine paramilitary police unit that was responsible for the “disappearance” of
thousands of opponents of the regime between 1972 and 1980, of which more than 500 never
reappeared.14



All in all, a rather sobering insight into a country where the American FBI,
Army Intelligence, and CIA have exerted more influence (and for a long time
maintained larger staffs) than anywhere else in the world. The CIA can be
shown to have used its influence not to promote democracy and the public
state but rather to support and protect a countervailing and largely extralegal
hard-edged deep state connection of top-down repression. Both Gutiérrez
himself and President Gustavo Diaz Ordaz, who gave orders for police on
rooftops to shoot the students in the Tlatelolco, were high-level CIA assets.15

The DFS, the CIA, and Drug Traffickers

From its beginnings in 1947, the DFS, set up with FBI assistance, developed
a more and more institutional relationship with drug traffickers, whose own
cadres supplied recruits for off-the-books governmental violence.16 By the
1980s possession of a DFS card was recognized by DEA agents as a “license
to traffic” in drugs:17

Using their DFS credentials as shields, agents regularly escorted narcotics shipments through
Mexico and provided other services, frequently even selling seized narcotics to favored
organizations. Later intelligence showed that the DFS embarked on an ambitious project to
organize protection on a national scale, bringing as much of the nation as possible under a unified
system.18

When DEA agent Enrique Camarena was murdered in Mexico in 1985, the
subsequent investigation produced abundant testimony that the CIA, as well
as the DFS, was protecting the top traffickers who were responsible.19

The DFS was nominally closed down in the wake of Camarena’s murder
and other drug scandals. The last two DFS chiefs were both indicted and
eventually convicted, Miguel Nazar Haro in San Diego for smuggling stolen
cars and José Antonio Zorrilla Pérez in Mexico for the 1984 murder of the
investigative journalist Manuel Buendia.20 A new agency was created, the
General Directorate of Political and Social Investigations, which simply
continued to issue protective badges to high-level traffickers.21

Both the FBI and the CIA intervened to protest the 1981 indictment in
California of Nazar Haro, claiming that Nazar was “an essential repeat
essential contact for CIA station in Mexico City,” on matters of “terrorism,



intelligence, and counterintelligence.”’22 When Associate Attorney General
Lowell Jensen refused to proceed with Nazar’s indictment, the San Diego
U.S. attorney, William Kennedy, publicly exposed their intervention and was
promptly fired.23

A pilot, Werner Lotz, testified that Contras were being trained on a ranch
near Veracruz that was owned by the DFS-protected drug kingpin Rafael
Caro Quintero.24 Lotz and other eyewitnesses also spoke of money passed to
the Contras from Caro’s trafficking partner Miguel Félix Gallardo,
responsible for moving four tons of cocaine a month into the United States.25
Their associate in Honduras, Juan Ramo6n Matta Ballesteros, owned a drug-
trafficking airline, SETCO, which was picked by the CIA to be the main
supply link to Contra camps on the Honduras—Nicaraguan border.26

In other words the CIA, as well as the Mexican government, was
consciously drawing on Mexican drug traffickers and their protectors as off-
the-books assets, just as it was also doing in the 1980s in Afghanistan. Thus,
a hierarchy of untouchability was established in which the traffickers were
protected and assisted by the DFS, and both in turn were protected by
elements in the CIA.

Mexican intelligence underwent a second reorganization in the wake of the
DFS scandals, out of which emerged the Center for Investigations and
National Security (CISEN). Even after the fall of the Partido Revolucionario
Institucional (PRI) from power in 2000, CISEN’s reputation was only a little
less tarnished than that of its predecessor the DFS.27 And the fact of
continuing CISEN collaboration with the CIA and FBI was admitted in 2004
in connection with unpopular security procedures after 9/11.28

With the election of Vicente Fox in 2000, there were hopes that Mexico
was beginning to emerge into a less corrupt and violent era. However, the
presence of big drug cartels has clearly survived the fall of the PRI, and some
observers have predicted that “Mexico Is Becoming the Next Colombia.”29

As the Los Angeles Times reported in 2006,

Hundreds of killings in Mexico in the last year are linked to the war between the Gulf cartel . . .
and a Sinaloa-based group headed by Joaquin “El Chapo” Guzman and Ismael “El Mayo”
Zambada. . . . The country’s brutal drug war has increasingly been marked by the use of hand
grenades, large-caliber assault weapons and paramilitary-style attacks. Police and prosecutors are
not simply killed, they are beheaded and put on public display.30



And in 2006 there were reports that CISEN was fighting a “dirty war” in
Chiapas and Guerrero that was reminiscent of the 1960s.31 (Reuters
estimated in January 2010 that the Mexican drug trade “has killed some
17,000 people in three years, the vast majority healthy young men.”32)

The Mexican Traffic, U.S. Organized Crime, and the CIA

The CIA’s involvement with drug traffickers in Southeast Asia was largely
disclosed in the 1970s when the United States disengaged from the region
and the CIA distanced itself from its drug assets there.33 Meanwhile in
Mexico in the same period, drug trafficking, related state violence, and CIA
involvement all radically increased. There have been no comparable
revelations of the CIA involvement with drug traffickers in Mexico and Latin
America.34 But once again we can safely say that those at the very highest
level of responsibility have been immune from prosecution.

After World War II, Mexico was a principal way station in the smuggling
of international opium and heroin into the United States and Canada.35 The
Mexican traffic in the postwar years took place in a milieu that was from its
outset dominated by important international players, and these, like the
American Meyer Lansky, enjoyed a de facto immunity from past
collaborations with intelligence networks.36

Alfred McCoy, one of our best authorities on the drug traffic, suggested a
different picture. Describing Lansky’s postwar entrance into the Mexican
milieu through his Mexico City representative, Alfred McCoy wrote that
“Meltzer failed dismally in his bid to make Mexico a major supplier of
opiates for American addicts.”37 McCoy added that Meltzer’s group “lacked
Luciano’s contacts . . . and Lansky’s finances.”38

This is not what we learn from Meltzer’s Federal Bureau of Narcotics
(FBN) biographies and Alan A. Block. The former claimed that Meltzer was
an associate of Meyer Lansky and “a major figure in the organized
underworld,” who outside the continental United States frequented “Canada,
Mexico, Cuba, Hong Kong, Japan, Hawaii and the Philippines.”39 Block
wrote that Meltzer was “reportedly bankrolled” by Lansky and Nig Rosen in
a wide-reaching syndicate reaching from Mexico City to Havana, New York,
and Los Angeles.40 There are in fact numerous official references at this time



to a coast-to-coast drug ring involving both Havana and representatives in
Mexico City.41

McCoy’s chief evidence that Meltzer failed is Meltzer’s arrest (and
subsequent conviction) in 1949. But in this period of violent syndicate
reorganization, there were many arrests and even murders of key players—
notably that of Lansky’s former intimate friend, Bugsy Siegel (an important
figure in the postwar Mexican traffic who is overlooked by McCoy). Thus,
arrests by themselves tell us little. Luciano was arrested and jailed in 1936
but clearly remained a dominant figure in the international narcotics
underworld until his death in Naples in 1962.42

The CIA regarded Meltzer, like Luciano earlier, as a potential off-the-
books asset. Around 1960, CIA officer William Harvey, assembling a file of
potential assets for a CIA assassination capacity (ZR/RIFLE), included
Meltzer’s dossier. At the time Meltzer was “a longtime collaborator and
sometime shooter for [John] Rosselli,” the central figure in the CIA’s mafia
assassination plots against Fidel Castro.43

Like McCoy, Peter Lupsha once belittled the politics of the Mexican drug
traffic before 1960. He depicted it as still controlled by regional bandidos,
each dominating their local civic plaza, before “the need for upper-world
political connections increased.”44 But Lupsha is clearly wrong. In 1931 the
Mexican Minister of Gobernacion [Interior] Carlos Riva Palacio, resigned
because of his alleged complicity in an international drug-smuggling
operation transiting Mexico.45 In 1936, Al Scharff of Customs “smashed a
drug-smuggling ring that stretched from Shanghai through Havana to Mexico
City [that] included . . . the Istanbul-based son-in-law of Mexico City’s police
chief.”46 This ring was associated with Elie Eliopoulos, in business with
Lucky Luciano and Meyer Lansky, and part of what Time once called “one of
the greatest international drug rings discovered in years.”47

Luis Astorga makes a case diametrically opposed to Lupsha’s, arguing that
“high-ranking politicians” have been connected to the Mexican drug traffic
since its origins over a century ago.48 He claims further that, from the outset,
“the majority of influential traffickers who were not members of the political
class were political protégés, not the politician’s godfathers or controllers.”49

In short, we can say that whereas in Asia the CIA helped to create and
encourage the local intelligence—drug connections of the 1950s, in Mexico it
largely inherited them.



The Origins of the CIA-DFS-Drugs Triarchy

There is general agreement that with the U.S.-assisted creation of the DFS in
1947,

a structural linkage was instituted between the ruling political class and the drug traffickers. Its
work was to be twofold: on the one hand, it ensured that part of the profits was levied in exchange
for protection; on the other, it served as a mechanism for containing violence and any political
temptations on the part of the traffickers.50

The brains behind the creation of the DFS, President Aleman’s friend and
adviser Colonel Carlos I. Serrano, was himself connected to the drug traffic.
As we learn from Professor Barry Carr, the prime purpose of the DFS was
not to contain drug violence but on the contrary to manage it and unleash
violence against the procommunist left:

The most important of the new organizations created by Aleméan was the National Security
Directorate or Direccién Federal de Seguridad (DFS) which was the brainchild of one of the
president’s best known and most notorious advisors, Colonel Carlos Serrano. The DFS was
modelled on the FBI and “engaged in telephone tapping with equipment provided with the
assistance of the FBL.” In mid 1947 it employed FBI instructors in the training of nine recruits
from the Military Academy attached to the new Security Police. The DFS retained a number of
functions previously entrusted to other intelligence wings of the Ministry of the Interior, and one
of its major responsibilities was to conduct surveillance of “dissident” activities in the labor
movement and on the left, an activity which was well under way by the middle of 1947. It is no
coincidence that the attack on the headquarters of the Mexican Railway Workers Union (STFRM)
in October 1948, the first successful attempt to crush a powerful union, was carried out by
elements of the DFS under the personal command of Carlos Serrano. 51

The U.S. embassy in Mexico City became split over the use of the DFS
and drug traffickers as anticommunist assets. The State Department and
military attaché denounced the DFS for its drug involvement. But the CIA,
when it established a Mexican station in 1949, did not.

The drug trafficking of Carlos Serrano was mentioned in a confidential
State Department report of September 4, 1947, from the assistant military
attaché. It listed Serrano, DFS Director Marcelino Inurreta, and Deputy
Director “Lt. Col. Manuel Magoral” [Major Manuel Mayoral Garcia] as all
three involved in drug trafficking:



The report stated that Magoral controlled marijuana trafficking in Mexico City. It recorded the
suspicion that these individuals requested information from the U.S. government and used it to get
rid of their competition and control the business. . . . The American military attaché [Maurice C.
Holden] compared the DFS to the Gestapo because of the powers it had been given and the
extremely dubious background of those persons recruited to form it.52

Holden’s assessment was soon corroborated by events. In 1949 a self-
exiled Mexican journalist in Los Angeles, Rafael Garcia Travesi, reported in
his newspaper that Colonel Serrano’s automobile had been seized in the
United States transporting a shipment of opiates.53 The newly formed DFS
promptly arranged for the arrest and deportation of Garcia Travesi to Mexico,
where he was imprisoned on trumped-up bigamy charges until the end of the
Aleman presidency.54

All this happened before the new CIA Mexico City station filed a secret
CIA report in 1951 on the six intelligence services in Mexico. Of the six, the
CIA report preferred the DFS, even though it recognized that some of the
DFS personnel abused their power to conduct “illegal activities such as the
contraband of narcotics.” In a biographical annex, Serrano, who “organized
and controlled the DFS,” was described as “unscrupulous, involved in illegal
activities, including narcotics.” Despite these concessions, the CIA report
preferred the “competent and capable” personnel of the DFS over competing
agencies.55

Drug traffickers are of course notoriously “competent and capable” at tasks
that fall within the purview of the CIA as opposed to the State Department. In
the years to come the CIA would oversee a range of covert activities in which
some were executed by the DFS (wiretapping the Soviet and Cuban
embassies) and some by the drug traffickers in Mexico themselves (such as
José Egozi, who in 1974 “lined up CIA support for a right-wing plot to
overthrow the Portuguese government™).56

Between 1949 and 1985 the interdependence of the traffickers, DFS, and
CIA saw increasing power for all three, along with increasing political
violence and increasing disparities of income (a matter to which we will
return).

Did Howard Hunt Come to Mexico Because of Drugs?



The OPC Mexico station chief in 1950-1951 was E. Howard Hunt, who later
achieved notoriety for his role in the 1972 Watergate break-in.57 The CIA’s
favorable assessment of the drug traffickers raises the question of whether
Hunt was the author. Hunt was a veteran of the small Office of Strategic
Services (OSS) Detachment 202 under Paul Helliwell in Kunming, China, a
station that had made payments to its agents in opium. By 1949 if not earlier,
Helliwell was engaged in purchasing Gen. Claire Chennault’s airline Civil
Air Transport for the OPC, and he later became counsel to a bank laundering
money for Meyer Lansky and the American underworld.58 Further research
is needed to establish if Hunt was still part of the Helliwell cabal in
government that in 1949-1951 (as we shall see) produced proprietaries for
the OPC in Southeast Asia.59

Although Hunt had gone to Mexico on a Guggenheim Fellowship after the
war, his prior government experience was not with Latin America but with
the KMT in Kunming. It is thus perhaps relevant that the KMT was deeply
involved in the domestic Mexican opium traffic through the Chinese who
were resident there. In 1946 the FBN reported that “in a recent Kuomintang
Convention in Mexico City a wide solicitation of funds for the future
operation of the opium trade was noted.”60

By mid-1947, according to Douglas Valentine, KMT opium was again
reaching the United States via Mexico, thanks to the frequent trips to Mexico
City of Bugsy Siegel’s mistress Virginia Hill. On these trips Hill traveled
with Dr. Margaret Chung, honorary member of the Hip Sing tong in San
Francisco and physician to the pilots of Chennault’s wartime Flying Tigers in
China. (Hill ran a nightclub in Nuevo Laredo, directly across the border from
Meltzer’s base of operations in Laredo, Texas.61)

Lansky, who had prewar KMT connections, appears to have overseen this
operation, since Virginia Hill moved to Mexico at Meyer Lansky’s request
and seduced a number of Mexico’s “top politicians, army officers, diplomats,
and police officials.”62 (According to Harry Anslinger, Siegel and Virginia
Hill also negotiated with Mexican politicians to finance poppy culture in the
northwestern part of the country.63)

Howard Hunt served in the CIA Mexico City station for two years only,
1950-1951. But Hunt returned to Mexico City in 1954, assigned the task of
creating political support for the CIA’s Operation PBSUCCESS to overthrow
President Arbenz in Guatemala. What Hunt actually did in Mexico City was



somewhat different: he created a Latin American branch there for the KMT’s
projected Anti-Communist League. Its first incarnation, the Asian People’s
Anti-Communist League (APACL), was started only in 1954 by the KMT in
alliance with South Korea and Yoshio Kodama, a Japanese war criminal and
suspected drug trafficker released in 1950 to work with the CIA and U.S.
General Willoughby.64 But Ting Tsuo-shou, an assistant to the KMT’s drug-
trafficking General Li Mi in Burma, was trying as early as 1952 to recruit
Burmese tribal delegations to the proposed league. A Kachin contingent did
eventually join.65

Hunt in 1954 assembled in Mexico City a continental cast of Mexican and
other Latin American right-wingers in a political coalition objecting to
alleged communist influence in Guatemala.66 This group became a
permanent participant in APACL conferences and after 1966 in a larger
World Anti-Communist League (WACL). Hunt’s Mexican chapter in
particular came under the control of a group of anti-Semitic neofascists, the
Tecos, who in the 1970s developed liaisons with right-wing death squads and
included DFS agents in their circle.67

Hunt, Cline, Singlaub, Helliwell, Lansky, and Donovan:
A Third-Force Metagroup?

The members of Helliwell’s small OSS detachment in Kunming (Helliwell,
Hunt, Ray Cline, Lucien Conein, and Mitchell WerBell) cast a long shadow
over both postwar intelligence—drug triarchies and the WACL’s history. In
addition to Helliwell’s support of the KMT drug traffickers in Burma and
Hunt’s contribution in Mexico, APACL’s formation is said to have owed a
large debt to Ray Cline.68 In the late 1970s John Singlaub, another veteran of
Kunming, took over the WACL. Lucien Conein became a case officer of the
Vietnamese officials overseeing anticommunist drug networks, first Ngo
Dinh Nhu and later police chief Nguyen Ngoc Loan.69 Mitchell WerBell,
who went on to develop small arms for intelligence services like the DFS,
was also involved with WACL death squad patrons like Mario Sandoval
Alarcon (see the following discussion) and was eventually indicted himself
on drug charges.70

Both in Asia and in Latin America, WACL members have repeatedly been



accused of drug trafficking and related activities. The most notorious of these
was the so-called Bolivian cocaine coup of 1980, in which a leading drug
trafficker, with WACL help, briefly installed his cousin as minister of the
interior.71 Senate Counsel Jack Blum described the role in the coup of the
United States and Argentina (using local WACL assets):

During the Carter administration, when human rights became a public priority, we quietly
encouraged other countries to act as our proxy. The Subcommittee took remarkable testimony
from a former civilian employee of the Argentine military government, Leandro Sanchez-Reisse,
who described their anti-communist efforts in detail. He told the Subcommittee that the Argentine
military was responsible for the so called cocaine coup in Bolivia. He said the Argentine military
intelligence people used the profits from their control of the Bolivian cocaine market to finance an
anticommunist “battalion” which operated all over the continent. He told the Subcommittee that
he set up a money laundering operation in Fort Lauderdale to provide funds for the covert
battalion. He claimed that our government assisted his efforts. 72

A related drug bust in Florida, weeks before the coup, ended with the
unexplained release of the trafficker, José Roberto Gasser, without
charges.73 (Gasser’s father, Edwin Gasser, was a key figure in the coup plot.)

Similarly, WACL members in Latin America, most notoriously Mario
Sandoval Alarcon of Guatemala and Roberto d’Aubuisson of El Salvador,
were responsible for developing a network of death squads in Central
America.74 The former was rewarded with an invitation to Ronald Reagan’s
first inaugural.

International drug trafficking becomes itself a form of social organization,
which the WACL, especially in Latin America, exploited. But the use of off-
the-books drug assets against the left around the world dates back to covert
U.S. policy in the 1940s. In Marseille in 1947, the American unionist Irving
Brown worked with the Guérini brothers of the Corsican Mafia to crush a
communist dockers’ strike and thereby “created the ideal environment for the
growth of Marseille’s heroin laboratories.”75 The strikebreaking tactics in
Marseille closely paralleled those of the DFS in the same year.

By 1951, if not earlier, Corsicans from Marseille, notably Paul Mondolini
or Mondoloni, were using Mexico City as a way station for their heroin to
reach Montreal and New York.76 Their chief Mexican contact, Jorge Moreno
Chauvet (described as “the most important Mexican trafficker” in 1964),77
had in his network an officer of the DFS, Captain Rafael Chavarri.78

Again in the same year (1947), William Donovan is said by an Italian



authority to have financed the May Day massacre in Sicily, organized by the
former Detroit Mafia figure Frank Coppola, in which eight people were killed
and thirty-three wounded.79 Frank Coppola had been recently deported to
Italy, along with Lucky Luciano and more than sixty other American Mafiosi,
some of them allegedly on a U.S. Army plane.80 Most of them, including
both Coppola and Luciano, became involved in high-level narcotics
trafficking.81 One of them, the drug trafficker Sylvestro Carolla of New
Orleans, moved briefly to Acapulco in 1948 and is said to have helped
Luciano establish “criminal enterprises in Mexico.”82

Thus, by the 1950s there were triarchic power arrangements—connecting
local security forces, the drug traffic, and the CIA—in other countries besides
Mexico, notably Cuba, Thailand (under Phao Sriyanon), Vietnam (Ngo Dinh
Nhu), Lebanon, Italy, and eventually Turkey and Pakistan.83

The activities of Donovan in Italy and in Thailand; Helliwell in Thailand
and the Bahamas; Lansky and Hunt in Southeast Asia, Japan, and Mexico;
and Brown in France raise an important question. For years I assumed that
these cliques and cabals were just separate projections of CIA or U.S.
parapolitical influence abroad. But now I see them as possibly something
more: the first postwar metagroup, dominated by Lansky, Helliwell, and
Donovan. This group was able to manipulate the resources of the drug traffic
for its own ends, which were highly political as well as (at least in Lansky’s
case) economic. At times it seems to have had its own integrity and purpose,
not reducible to the official goals of the U.S. government.

Donovan and the World Commerce Corporation

Many have described the private and often well-connected intelligence
networks that filled the gap between the closing down of the OSS in 1944
and the formation of the CIA in 1947. Alan Block writes of the
uncontrollable subculture of intelligence evolving in this period and “the
networks spinning from this subculture that were articulated by the extremely
wealthy and well connected, and were not an intrinsic formal part of any
government agency.”84 Joseph Trento transmits the rumor at the time in
Washington that Dulles “was now running a private intelligence service out
of an office at 44 Wall Street, using some of the biggest names in American



business.”85

In this same postwar period, the FBI had Donovan under surveillance,
suspecting “that he had taken some steps toward formation of an anti-
Communist intelligence service [on the model of] a private concern financed
by oil and industries before the war.”86 In May 1948, a CIA officer
confidentially notified Cartha DeLoach of the FBI that “various remnants of
OSS personnel who had previously operated in and around Paris, France,
were operating in that same locality on a private commercial basis under the
leadership of their former director, William Donovan . . . [and] that Donovan
had made a trip to Paris for the purpose of surveying and inspecting the
activities of the group.”87 Mark Riebling notes that Donovan did make such
a trip in 1948 and adds that the ex-OSS personnel included Milton Katz,
Howard Hunt (both attached to the Marshall Plan group), and William Casey,
by then working for Donovan’s law firm.88

As Riebling also observes, the FBI’s concerns may have been aroused by
Donovan’s privately financed World Commerce Corporation (WCC), an
early transnational commercial intelligence firm formed in 1946 by
Donovan’s wartime British counterpart, Sir William Stephenson, with a
number of old OSS and British Special Operations Executive hands.
According to Stephenson’s longtime friend and biographer, William
Stevenson, the firm was “designed to continue Anglo-American intelligence
cooperation.”89 Donovan’s law firm handled legal business for WCC from
the outset, and Donovan became a director in 1947. The firm was backed by
an impressive list of capitalists from the British, American, and Canadian
overworld, including Nelson Rockefeller, John J. McCloy, Russell Forgan,
Lester Armour, Sydney Weinberg (of Goldman Sachs), Richard Mellon, Rex
Benson, and Sir Victor Sassoon.90

Donovan’s biographer describes the WCC as a “commercial intelligence
service.”91 Undoubtedly, it had its own agenda for promoting capitalism in
the postwar era, both through investments and through brokering barter
arrangements in the shattered postwar economy.92 From the beginning it
seems also to have had an intelligence agenda, and by 1950 if not earlier, this
included covert operations (as we shall see shortly).

Although Donovan was deeply disappointed by Truman’s decision in
September 1944 to abolish the OSS, he continued to act as an intelligent
agent, and maintained connections to old OSS operatives who now, as the



Strategic Services Unit, were nominally under U.S. Army control. In
addition, the WCC (along with its sponsors in the U.S. overworld) developed
links to the KMT in this period. Thus, in early 1950 a Panama-based
company, Commerce International (China), or CI(C), was supplying military
arms and training to Chiang Kai-shek on Taiwan in a period when Secretary
of State Acheson was not yet permitting official U.S. support.93 Bruce
Cumings suspects that CI(C) “may well have been a CIA proprietary
company,” in which case it is relevant that the CIA station responsible for
Panama was Mexico City, where Hunt was stationed.94

Donovan in addition had his own personal links to the KMT. In late 1949
he led a successful legal fight to prevent the China’s civil air fleet in Hong
Kong from falling into the hands of the new Chinese People’s Republic.
(Chiang Kai-shek’s ally General Claire Chennault wanted the planes on
Taiwan “as part of his arsenal for attacking the mainland.”95) And in 1950,
the WCC became involved in a complex manipulation of world soybean
prices from which the KMT also profited.96

In the light of subsequent developments in the global drug traffic,
particularly in the 1980s with the BCCI, I suspect we should think of the first
postwar metagroup—the overlapping global operations of Hunt, Donovan,
Helliwell, and Lansky—as part of a historical succession of metagroups
shaping U.S. governmental relations to the international drug traffic, often
before U.S. government approval had been secured for these policies.

It is now generally acknowledged that the CIA, like the intelligence
agencies of other great powers, has used drug traffickers as assets in virtually
every continent of the globe. I once described this exploitation as an example
of parapolitics, state covert actions and policies conducted “not by rational
debate and responsible decision-making but by indirection, collusion, and
deceit.” Later I situated the role of deliberate governmental direction in the
larger arena of deep politics, the entire field of political practices and
relationships, deliberate or not, that are usually repressed rather than
acknowledged.97

Recently I have suspected that the realm of shadows may be even more
complicated. The drug collaborations of Howard Hunt and other Kunming
OSS veterans—one of whom, Paul Helliwell, must be counted part of Meyer
Lansky’s milieu—suggests a third level, still deeper and even less
documented, in which systematic conscious direction was coming from



outside lawfully constituted government. We can call this nonstate
parapolitics: actions and policies that are deliberate but that are determined
by groups and agencies beyond the reach of the domestic state.

Evidence for this hypothesis is very sketchy. But one can point to the
arrival in Mexico of Mondoloni and Carolla, both associated with Luciano,
shortly after an international “roof” or protection for their activities had been
established through various agencies, including the DFS.

The Merging of Enforcement, Trafficking, and Covert Ops

The antileft violence of the Mexican DFS continued after 1947. In the 1970s,
DFS officials Miguel Nazar Haro and Esteban Guzman recruited and directed
the Brigada Blanca, which was “widely accused of torture and of being
behind the disappearance of several thousand students and political
opponents.”98 At the same time both men (according to a star U.S.
government witness) “protected drug-smuggling operations and profited from
the sale of seized narcotics” while serving in the DFS. Eyebrows were raised
when Salinas appointed both men to the Mexico District police in 1989.99

The United States also made use of Mexico’s off-the-books drug assets. In
the 1980s the CIA, headed at the time by William Casey, helped protect the
Mexican drug lord Miguel Félix Gallardo, responsible for moving four tons
of cocaine every month into the United States.100 His pilot, Werner Lotz,
told the DEA that Félix advanced him more than $150,000 to pass on to the
Contras. Meanwhile, Félix’s Honduran supplier, Juan Ramoén Matta
Ballesteros, was officially estimated (according to Newsweek) to supply
“perhaps one-third of all the cocaine consumed in the United States.” But the
CIA and later the State Department used Matta’s airline SETCO to ferry
supplies to the Contras, even after Matta came under investigation for his
involvement in the 1985 torture and murder of DEA agent Enrique Camarena
in Mexico. Both Félix and Matta were untouchable until after Congress
closed down aid to the Contras in 1988.101

As the drug traffic proliferated under this protection, narcocorruption
spread to other agencies of law enforcement, including the Mexican Federal
Judicial Police, its INTERPOL unit that dealt with international drug
trafficking, and the Federal District Police.102 By the presidency of Carlos



Salinas de Gortari in the 1990s, even “the Attorney General’s Office (PGR)
[was at times] as much as 95 percent . . . under narco-control. Thus, Mexico’s
justice agency was in reality an arm of drug trafficking, and organized
crime’s government intermediary.”103

The DFS has helped to institutionalize procedures whereby high-level drug
busts are typically carried out with assistance from even higher-level
traffickers, with a new cartel whose dominance coincides with each new
sestennial presidency. In this way Operation Condor, a Mexican antidrug
program carried out with the help of a CIA airline, did the Guadalajara Cartel
“a great service by winnowing out the competition.”104

In Mexico the intelligence—drug connection continues but no longer for the
primary purpose of fighting communism. It has metastasized through many
layers of society, and it has become a major source of profits for the
powerful, not just in Mexico but also (as we shall see) in the United States.

An Economic Overview: Increasing Income Disparity

There are many reasons for Mexico’s colonial legacy of hopelessness,
especially in the southern countryside. Of these the chief reasons is the gap
between rich and poor, endemic for centuries in Latin America, where an
overclass of Europeans destroyed native civilizations and enslaved their
people:

Latin America has always been the most unequal of the world’s poorer regions. Even in 1978 . . .
the share of total income received by the poorest fifth of the population was lower than in any
other region: 2.9 percent compared with 5 percent for southern Europe, 6.2 percent for East Asia,
5.3 percent for the Middle East and North Africa, and 6.2 percent for sub-Saharan Africa.105

American influence did not create this age-old problem, but recent decades
of American capitalism have aggravated it. In Mexico the share of the poor
has been declining. The poorest 50 percent received 20.7 percent of national
income in 1984, 18.7 percent in 1989, 18.4 percent in 1992, and 16 percent in
1996.106 The middle class also declined, from about 60 percent of the
population in the 1970s to 35 percent in 1995.107

Meanwhile, the country in 1994 with the fourth-largest number of Forbes
billionaires (after the United States, Russia, and Germany) “was Mexico,



with twenty-four. Their declared fortunes combined would represent nearly
ten percent of Mexico’s annual gross national product.”108 (We shall see
how a combination of drug trafficking, U.S. market ideology, and crony
capitalism came to play a big role in the generation of those fortunes.)

United Nations and World Bank studies have confirmed that, outside of
Africa, “Mexico has the largest gap between rich and poor of all but six
nations in the world.”109 There is of course no way to keep this state of
affairs confined within Mexico. Inevitably Mexico’s dispossessed will
continue to seek relief by immigrating illegally to the United States.

Market Fundamentalism, Capital Flight, and Increasing Mexican Poverty

In the 1990s, Mexico, after a brief period of bubble prosperity, was forced to
devalue its currency, resulting in income loss, rising unemployment, and an
increase in extreme poverty. This poverty both encourages drug production
and becomes a factor ensuring that traditional economic policies for
diminishing poverty will not work:

Drug production is linked to poverty because it is driven in large measure by the failing
agricultural economy and lack of reasonable alternatives for much of the impoverished rural
populace; and second, the growing drug industry brings along with it a number of important
“negative externalities” such as violence, corruption, inter- and intra-community conflict, and a
culture of operating outside the law and the formal economy which all work strongly against the
creation of long-term, sustainable economic growth. . . . Drug production and poverty are
mutually reinforcing: poverty and the lack of economic alternatives motivate drug production, and
drug production in turn perpetuates poverty and limits the creation of economic alternatives.110

Another factor in Mexican poverty is the economic “liberalization” pushed
on Mexico and the rest of the world by the market fundamentalism of the so-
called Washington consensus. This package, of trade liberalization, fiscal
stability, privatization, and free capital flows, is in truth hardly a consensus;
as the Wall Street Journal once acknowledged, it derived from the Chicago
School, “an admittedly small minority in the economics profession.”111

In its empirical phase, the monetarist theory of Milton Friedman at the
University of Chicago was a corrective to ideological fiscal Keynesianism,
which, when overapplied in inappropriate situations, had led to inflation.112
But it was not long before the neoliberalism of the Chicago School had



become an overapplied ideology in turn. This was thanks to the intervention
of the U.S. government, anxious to use Friedman’s doctrines to pry open
foreign markets for U.S. investment.

Today there is an increasing new consensus: that the ideas of market
fundamentalism, far from solving the problems of developing countries,
aggravated them.113 Amy Chua, who once worked for a U.S. bank on a
Mexican privatization project, is part of this new consensus. In her book she
blamed the increase of poverty in the 1990s on this American promotion of
what she called “laissez-faire capitalism—a form of markets that the West
abandoned long ago.”114 She criticized the U.S. and International Monetary
Fund campaign for freeing markets from government regulation as a
campaign that “rarely includes any significant redistributive
mechanisms.”115 (As Jorge Castafieda has commented, “If democracy does
not coincide with growth and with redistribution, in all likelihood it will not
last in Latin America.”116)

Actually “laissez-faire” is too kind a term. “Crony capitalism” would
appear to better describe what we have usually seen: government-assisted
globalization that at home favors the cronies—such as Halliburton and Enron
—of whatever government is in Washington and also at the receiving end
favors the cronies of the recipient government.

Drugs, Capital Flight, and U.S. Banks

This is particularly true of Mexico, where twelve billionaires, the so-called
Mexico Twelve, were enriched by Salinas’s program (which was actually a
product of the so-called Washington consensus) of ““directed’ deregulation or
selective liberalization.”117 According to Elizabeth Carroll of the U.S. State
Department, some of the businesses privatized were “snapped up by
traffickers in order to launder and invest the profits from their drug
operations.”118

The lack of controls over capital movements, another feature of the
liberalization pushed by the Washington consensus, was a major factor in the
impoverishment of the majority. In the case of Mexico, there was massive
withdrawal of foreign and domestic capital in December 1994, leading to “an



estimated $70 billion loss in the stock-market value of Mexican corporations,
an avalanche of bankruptcies, and nearly a million layoffs over the next
twelve months.” Government figures confirmed that in the next fifteen
months, the number of people living in extreme poverty increased by 5
million to 22 million.119 In this context, “the only part of the economy that
was booming was . . . the drug trade.”120

The most reasonable explanation for this capital flight is that cronies, both
inside and outside the country, are protecting their recent acquisitions in
Mexico by translating them into secure dollar assets. Not just in Mexico but
all over the world one sees this pattern. Too often U.S./IMF-enforced
liberalization benefits not the nation but a crony elite, those who, of all the
elements in the local economy, are the most likely to recycle their earnings
back to the United States as soon as their crony status is threatened. It makes
more sense to say that in such cases the effect of these liberalization reforms
is to strengthen U.S. relations with crony elites through the world, rather than
with market societies.

It also makes more sense to blame the outflows on U.S. banks which
continue to facilitate, indeed to encourage, massive movements of foreign
flight capital into their own accounts. Often they do this by setting up private
banks for this very purpose, sometimes in offshore tax havens. As the
Christian Science Monitor reported in 1996, “Recently it was disclosed how
Citibank helped Raul Salinas de Gortari (brother of the former Mexican
president) hide a fortune in ‘safe havens.” CBS’s ‘60 Minutes’ said June 23
that the hidden assets could be worth more than $300 million.”121 The
Salinas—Citibank scandal attracted unusual attention because almost certainly
some of the funds involved were from payoffs by Mexican drug lords.122

The movement and concealment of Salinas’s funds by Citibank was
construed by some experts as conscious (or “willfully blind”) drug money
laundering.123 An even more flagrant example was the frenzied activity of
Lehman Brothers on behalf of the Mexican regional governor Mario
Villanueva Madrid, as he fled into hiding after becoming the target of a drug
and racketeering investigation. For this a Lehman Brothers employee was
indicted, but in the end the firm itself was not.124

Thus, America’s responsibility for income disparity abroad goes beyond
enforcing the market fundamentalism of the Washington consensus. The case
of Mexico is paradigmatic of how major U.S. banks collude with criminals,



like Raul Salinas, to spirit illicit profits, including drug profits, out of the
country and often into the United States. It is a symptom of their vigorous
determination to stay in this business that they lobbied to gut U.S.
government proposals to regulate money-laundering scandals of the Salinas
variety.

Congressional and Treasury documentations have led more than one
journalist to conclude that U.S. banks are “collectively the world’s largest
financial beneficiaries of the drug trade.”125 This estimated inflow of $250
billion a year to the United States (which does not include real estate
transfers) was of course a welcome offset to the U.S. trade deficit, then in the
order of $300 billion a year.

But the capital flight of oligarchic drug profits is only one of the ways in
which drug trafficking weakened the incipient Mexican market society and
contributed to misery. According to the French economist Guilhem Fabre,

Starting in the 1990’s, Mexican drug dealers took charge of one half of the Colombian drug trade
to the United States, and thereby repatriated some 3 to 8 billions dollars per year, which exceeded
the value of Mexico’s oil exports. . . . The hasty privatization initiated by Carlos Salinas also
provided opportunities for recycling narco-profits, especially in the banking sector where the State
sold a series of firms for $12 billion. After the crisis, these banks were saddled with debts in
excess of $60 billion, which were subsequently assumed by the State.126

American banks are not the only beneficiaries of this recycling. For half a
century, laundered profits from drug trafficking have been recycled into
American and Canadian real estate, notably in Florida and Nevada.127 The
U.S. government has also benefited. Before the United States offered an
emergency bailout loan to Mexico in 1982 to forestall a default on payments
to overextended U.S. banks, the CIA first verified that drug trafficking
supplied a significant amount of the Mexican foreign exchange earnings that
would be needed toward repayment.128

The Mexican Oligarchs, the Drug Traffic, and the United States

In country after country, crony capitalism—and in particular the absence of
currency controls—creates superrich tycoons who then proceed to plunder
their country. In the case of Mexico, a new class of oligarchs, much like those
in Yeltsin’s Russia, emerged from the privatizations conducted under the



presidency of Carlos Salinas.

According to an article in the Mexican journal Reforma, reprinted online
by PBS, government reports revealed that Raul Salinas had ties with drug
lords in Mexico as early as 1987. One of these documents indicates Salinas
had guaranteed protection to the group led by Juan Garcia Abrego at that
time. In return, according to the document, Salinas received “a lot of
presents” from the heads of the Gulf Cartel.129

One of the banks in the Salinas—Zedillo circle, Banamex, appears to have
enjoyed American protection. In May 1998 two Banamex senior officials
were indicted in the United States as a result of Operation Casablanca, which
U.S. Treasury Secretary Robert Rubin called “the largest, most
comprehensive drug-money laundering case in the history of United States
law enforcement.”130 (In a mock Nevada casino that had in fact been
specially created for a U.S. Customs sting, they and ten other senior Mexican
bankers had “avidly discussed how to handle the latest half-billion dollars in
drug proceeds already on hand.”131) The Federal Reserve Board also seized
$3.8 million from Banamex as a corporation. But then Rubin left the
Treasury to become the number two executive at Citicorp, after which
Citicorp purchased Banamex and the Casablanca prosecutions collapsed.132

In these circumstances, it is hardly surprising that Mexican drug cartels
continue to threaten public security and the drug trade to be a substantial part
of the U.S.—Mexican economy.133 While a few cartel leaders have been
killed or are now imprisoned, the numbers of drug-related murders, including
beheadings of police officers, continue to rise, from 1,080 in 2001 to 6,200 in
2008 and more than 6,500 in 2009.134



3

Operation Paper

The United States and Drugs in Thailand and Burma

It is not too much to conclude that, for such larger reasons of policy, U.S. authorities
actually suborned at times an increase of illicit heroin traffic. An understanding of this
phenomenon must inform future scholarly work on drug trafficking in Asia.1

If opium could be useful in achieving victory, the pattern was clear. We would use opium.2

Thailand and Drugs: A Personal Preface

IT 1S Now CLEARLY ESTABLISHED THAT IN NOVEMBER 1950, President Truman,
faced with large numbers of Chinese communist troops pouring into Korea,
approved an operation, code-named Operation Paper, to prepare remnant
Kuomintang (KMT) forces in Burma for a countervailing invasion of
Yunnan. It is clear also that these troops, the so-called 93rd Division under
KMT General Li Mi, were already involved in drug trafficking. It is clear
finally that, as we shall see, Truman belatedly approved a supply operation to
drug traffickers that had already been in existence for some time.

The purpose of this chapter is to explore the process that led up to
Truman’s validation of a program to use drug proxies in Burma. It will be an
exercise in deep history, raising questions that the archival records presently
available cannot definitively answer. Some of most relevant records, chiefly
those of the Office of Policy Coordination (OPC) that initiated Operation
Paper, are still closed to public view. Others, such as those of the World
Commerce Corporation (WCC) or of the Willis Bird import-export firm in
Bangkok, would probably tell us little even if we had them. And some of the
most important events, such as the path by which Thai Opium Monopoly
opium soon reached the streets of Boston, were probably never documented
at all.

The topic of this chapter is a major one in the postwar history of China,
Southeast Asia, and the global drug traffic. With needed U.S. support, above
all in the form of airlift and arms, Li Mi’s irregulars were soon marketing, in
the words of their U.S. overseer Richard Stilwell (chief of OPC Far East),



“almost a third of the world’s opium supply.”3 Burton Hersh, who transmits
Stilwell’s comment, adds his own remark that Li Mi’s troops “developed
over time into an important commercial asset for the CIA.” Based on what is
currently known, I would express the relationship differently: Li Mi’s drug-
trafficking troops continued to be of major importance to the CIA—but as
self-supporting, off-the-books allies in the struggle to secure Southeast Asia
against communist advances, not as a source of income for the CIA itself.

I cannot present the material in the following two chapters without a
personal clarification. I lived in Thailand for over eighteen months and have
learned to love it. Thus, it is not easy for me to describe it objectively. I am
reminded of my predicament when writing about the slaughter of Californian
natives in the nineteenth century, events painful in themselves to remember
but also integral to the creation of the environment I now live in.

Before coming to Thailand, I had already written about the role of the
United States in contributing to dictatorial repression there as well as to the
flow of drugs through Thailand from Burma. Yet the lifestyle of the country I
encountered, despite the problems arising from the profound gap between its
urban and rural cultures, inspired me to love it and learn from it, as I have
already described in The Road to 9/11.

What I am about to describe may read like a catalog of harmful American
contributions to Thai history. But in two respects this catalog can be
misunderstood. The first is that a list of covert intrigues involving the CIA
and drugs is far from representative of the total U.S. influence in the country.
There has also been a wide panel of soft power influences as well: in
education, medicine, technical assistance, and not least in people-to-people
exchanges in both our countries.

There is also another, more difficult consideration. American interventions
in Thailand, ugly as they may have been in some of their details, have
probably contributed overall to Thailand’s significant development in the last
half century, in stunning contrast to the conflicts and massacres that have
afflicted all four of its neighbors. In a poem I describe my shock on seeing a
photograph at the KMT opium base Mae Salong of the opium-trafficking
warlord

Gen. Tuan with two smiling
bhikkus in saffron robes I wonder



Could I have been wrong?
why shouldn’t they be smiling?
the monks here survived

while in Cambodia not far away
they were killed by the thousands. . . .4

There is no single reason for Thailand’s relative prosperity, though a major
consideration is the fact that Thailand does not have to deal with

the bitter colonial legacies
of Britain and France

still leaving their imprint
of poverty and hatred.5

Future historians will debate to what extent, if any, the CIA can take some
of the credit. We shall see that some of the CIA-encouraged repression in
Thailand was the consequence of paranoia arising from CIA-assisted false-
flag propaganda. But at the same time some of the fear of a communist
takeover was undoubtedly real. Thus, the nonviolence in which I believe did
not prevail in the decades I shall now describe and probably could not have
prevailed.

The discussion of Thailand that follows is divided into two chapters. This
chapter, covering the Truman administration, describes support for the Thai
Border Patrol Police (BPP) that contributed to the defense of Thailand and
more generally of Southeast Asia. Chapter 4, beginning with the Eisenhower
era, discusses the creation of a BPP unit, the Police Aerial Reinforcement
Unit (PARU), that was explicitly designed as an offensive cross-border unit
designed to fight in Laos and possibly elsewhere. Arguably, CIA support for
the BPP helped stabilize Southeast Asia. Undoubtedly, CIA support for
PARU led by degrees to the war machine’s inducement of war in Laos and
ultimately all Indochina. Both BPP and PARU were financed by drugs.

A final note: Bill Lair, a key figure in the ensuing narrative, will appear as
central to the development of the CIA-backed offensive force PARU, which
was at least partly financed by drugs. This is a very one-sided glimpse of
him. Lair, who married into an influential Anglo-Thai family, was also a
masterful adapter of American policies to the exigencies of Thai, Laotian,
and Hmong culture. His oral interview reveals him to have been a modest and
caring man, with canny insights into the strengths and limitations of what



America was trying to achieve in Asia.6

Overview

In the 1950s, after World War II, the chances seemed greater than ever before
for a more peaceful, orderly, legal, and open world. Even the world’s two
great superpowers, the United States and the Soviet Union, had agreed on
rules and procedures for mediating their serious differences through a neutral
body, the United Nations. The United States was then wealthy enough to
finance postwar reconstruction in devastated Europe and later fund
international programs in fields such as health and agriculture in the newly
liberated former colonies of the Third World.

But the United Nations was not destined to remain the theater for the
resolution of international conflict. One major reason for this was that the
Soviet Union, the United States, and then, after 1949, China all pursued
covert policies, low key at first, that brought them increasingly into conflict
and proxy war.

The Marxist-Leninist nations of the Soviet Union and China lent support to
other Marxist-Leninist parties and movements, some of them insurrectionary,
in other parts of the world. Washington’s often inaccurate perception saw
these parties and movements as proxies for Soviet and/or Chinese power.
Thus, much of the Cold War came to be fought covertly in areas, like
Southeast Asia, about which both the United States and the Soviet Union
were stunningly ignorant.

From the very beginning of the postwar era, Washington looked for
proxies of its own to combat the threat it perceived of world revolution. Some
of these proxies are now virtually forgotten, such as the Ukrainian guerrillas,
originally organized by Hitler’s SS, who fought an OPC-backed losing battle
against Russia into the early 1950s. Some, like the mafias in Italy and
Marseille, soon outgrew their U.S. support to become de facto regional
players in their own right.

But one of America’s early proxy armies, the remnants of Nationalist
Chinese KMT forces in Burma and later Thailand, would continue to receive
U.S. support into the 1960s. Like the mafias in Europe and the yakuza in
Japan, these drug proxies had the advantage for secrecy of being off-the-



books assets, largely self-supporting through their drug dealing, and firmly
anticommunist.

The OPC and CIA’s initial support of this program, by reestablishing a
major drug traffic out of Southeast Asia, helped institutionalize what became
a CIA habit of turning to drug-supported off-the-books assets for fighting
wars wherever there appeared to be a threat to America’s access to oil and
other resources—in Indochina from the 1950s through the 1970s, in
Afghanistan and Central America in the 1980s, in Colombia in the 1990s, and
again in Afghanistan in 2001.7

The use of drug proxies, at odds with Washington’s official antidrug
policies, had to remain secret. This meant that in practice major programs
with long-term consequences were initiated and administered by small
cliques with U.S. intelligence ties that were almost invisible in Washington
and still less visible to the American people. These cliques of like-minded
individuals, at ease in working with traffickers and other criminals, were in
turn part of a cabal supported by elite groups at high levels.

The U.S. use of the drug traffic from the KMT troops in Burma had
momentous consequences for the whole of Southeast Asia. For the OPC
infrastructure for the KMT troops (Sea Supply Inc., see below) was expanded
and modified, with support from William Donovan and Allen Dulles, to
develop and support an indigenous guerrilla force in Thailand, PARU.
PARU, far less publicized than the KMT troops, did as much or more to
influence U.S. history. For PARU’s success in helping to guarantee the
independence of Thailand encouraged the United States in the 1960s to use
PARU in Laos and Vietnam as well. Thus, PARU’s early successes led the
United States, incrementally, into first covert and eventually overt warfare in
Laos and Vietnam. We shall see that, according to its American organizer
James William [“Bill”] Lair, PARU, like the KMT forces, was in its early
stage at least partly financed by drugs.

In short, some Americans had a predictable and almost continuous habit of
turning to the drug traffic for off-the-books assets. This recourse began as a
curious exception to the larger U.S. policy of seeking political resolution of
international conflicts through the United Nations. It also pitted the regular
U.S. diplomats of the State Department against the Cold Warriors of the
secret agency, OPC, that had these drug assets at its disposal.

This was not the only time that a small U.S. bureaucratic cabal, facing



internal opposition but enjoying high-level backing, could launch an
operation that became far larger than originally authorized. The pattern was
repeated, with remarkable similarities, in Afghanistan in 1979. Once again, as
in Thailand, the original stated goal was the defense of the local nation and
the containment of the communist troops threatening to subdue it. Once again
this goal was achieved. But once again the success of the initial defensive
campaign created a momentum for expansion into a campaign of offensive
rollback that led to our present unpromising confrontation with more and
more elements of Islam.8

The cumulative history of these U.S. interventions, both defensive
(successful) and offensive (catastrophic), has built and still builds on itself.
Successes are seen as opportunities to move forward: it is hard for mediocre
minds not to draw bad lessons from them. Failures (as in Vietnam) are
remembered even more vividly as reasons to prove that one is not a loser.

It is thus important to analyze this recurring pattern of success leading to
costly failure, to free ourselves from it. For it is clear that the price of
imperial overstretch has been increasing over time.

With this end in mind, I shall now explore key moments in the off-the-
books story of Southeast Asian drug proxies and the cliques that have
managed them, a trail that leads from Thailand after World War II to the U.S.
occupations of Iraq and Afghanistan today.

The Origins of the CIA Drug Connection in Thailand

To understand the CIA’s involvement in the Southeast Asian drug traffic
after World War II, one must go back to nineteenth-century opium policies of
the British Empire. Siamese government efforts to prohibit the smoking of
opium ended in 1852, when King Mongkut (Rama IV), bowing to British
pressures, established a Royal Opium Franchise, which was then farmed out
to Siamese Chinese.9 Three years later, under the terms of the unequal
Bowring Treaty, Siam accepted British opium free of duty, with the proviso
that it was to be sold only to the Royal Franchise. (A year later, in 1856, a
similar agreement was negotiated with the United States.) The opium farm
became a source of wealth and power to the royal government and also to the
Chinese secret societies or triads that operated it. Opium dependency also had



the effect of easing Siam into the ways of Western capitalism by bringing
“peasants into the cash economy as modern consumers.”10

Until it was finally abolished in 1959, proceeds from the Opium Franchise
(as in other parts of Southeast Asia) provided up to 20 percent of Siamese
government revenue.11 This is one reason why the opium franchise ceased to
be farmed out to Chinese businessmen in 1907 and became (as again in other
parts of Southeast Asia) a government monopoly. Another was the desire to
reduce the influence of Chinese secret societies and encourage Chinese
assimilation into Siam. As a result, the power of the secret societies did
generally decline in the twentieth century, except for a revival under the
Japanese occupation during World War II. By this time the KMT, operating
under cover, was the most powerful force in the Bangkok Chinese
community, with overlapping links to Tai Li’s KMT intelligence network and
also the drug traffic.12

Although the official source of opium for the Siamese franchise was India,
the relatively high cost of Indian opium encouraged more and more
smuggling of opium from the Shan states of eastern Burma. With the gradual
outlawing of the opium traffic in the early twentieth century, the British
banned the use of Shan opium inside Burma but continued to tax the Shan
states as before. In this way the British tacitly encouraged the export of Shan
opium to the Thai market.13

When Thailand declared war against Britain in January 1942, Shan opium
became the only source for the lucrative monopoly. This helps explain the
1942 invasion of the opium-producing Shan states by the Thai Northern
(Prayap) army, in parallel to the Japanese expulsion of the British from
Burma.14 In January 1943, as it became clearer that Japan would not win the
war, the Thai premier Phibun Songkhram used the Northern Army in
Kengtung, with its control of Shan opium, to open relations with the Chinese
armies they had been fighting, which had by now retreated across the
Yunnan—Burma frontier.15 One of these was the 93rd Division, at Meng Hai
in the Thai Lii district of Sipsongphanna (Xishuangbanna) in Yunnan.16 The
two sides, both engaged in the same lucrative opium traffic, quickly agreed to
cease hostilities. (According to an Office of Strategic Services [OSS]
observer, the warlord generals of Yunnan, Lung Yun, and his cousin Lu Han,
commander of the 93rd Division, were busy smuggling opium from Yunnan
across the border into Burma and Thailand.17)



An OSS team of Seri Thai (Free Thais), led by Lieutenant Colonel Khap
Kunchon (Kharb Kunjara) and ostensibly under the direction of OSS
Kunming, made contact with both sides in March—April 1944.18 When Khap
arrived at the 93rd Division Headquarters, “he discovered that an informal
ceasefire had been observed along the border between southern Yunnan and
the Shan States [in Burma] since early 1943 with the arrangement being
cemented from time to time by gifts of Thai whisky, cigarettes and guns
presented to officers of the 93rd Division by their Thai counterparts.”19

Khap, with the permission of his OSS superior Nicol Smith, sent a
message from Menghai to a former student of his now with the Thai Northern
Army in Kengtung.20 “The letter stressed the need for Thai forces to switch
sides at the appropriate moment and asked for the names of Thai officers in
the area who would be willing to cooperate with the Allies.”21 Khap’s letter,
with its apparent OSS endorsement, reached Phibun in Bangkok and led to an
uninterrupted postwar collaboration between the Northern Army and the 93rd
Division.22

Khap, however, was a controversial figure inside OSS, mistrusted above
all for his dealings with Tai Li. We learn from Reynolds’s well-documented
history that Tai Li and Khap, in conjunction with the original OSS China
chief Milton Miles, had been concertedly pushing a plan to turn the Thai
Northern Army against the Japanese.23 But John Coughlin, Miles’s successor
as OSS chief in China, consulted some months later with Donovan in
Washington and expressed doubts about the scheme. A follow-up memo to
Donovan questioned Khap’s motives:

I... doubt that he can be trusted. . . . I feel that he will make deals with Tai Li of which I will not
be informed. . . . T am at a loss to figure out Tai Li’s extreme interest in him, unless there is some
agreement between them that I know nothing about.24

Like his sources, Reynolds’s archival history is tactfully silent on the topic of
opium. But Tai Li’s opium connection to the KMT in Thailand and Burma
was well known to OSS and may well have been on Coughlin’s mind.25

The Northern Army-93rd Division—-KMT connection had enormous
consequences. For the next three decades, Shan opium would be the source of
revenue and power for the KMT in Burma and both the KMT and the
Northern Army in Bangkok. All of Thailand’s military leaders between 1947
and 1975—Phin Chunhawan, his son-in-law Phao Sriyanon, Sarit Thanarat,



Thanom Kittikachorn, Prapat Charusathien, and Kriangsak Chomanand—
were officers from the Northern Army. Successively their regimes dominated
and profited from the opium supplied by the KMT 93rd Division that after
the war reestablished itself in Burma.26 This was true from the military coup
in Bangkok of November 1947 until Kriangsak’s resignation in 1980.27 A
series of coups d’état—in 1947, 1951, 1957, and 1975—can be analyzed in
part as conflicts over control of the drug trade.28

As in Indonesia and other Asian countries, the generals’ business affairs
were handled by local Chinese. The Chinese banking partner of Phin
Chunhawan and Phao Sriyanon was Chin Sophonpanich, a member of the
Free Thai movement who in the postwar years enabled Phao to die as “one of
the richest men in the world.”29 When in 1957 Sarit displaced Phao and took
over both the government and the drug trade, both Phao and Chin had to flee
the country.30

The United States Helps Rebuild the Postwar Drug Connection

To appreciate the significance of the connection we are discussing, we must
keep in mind that, by 1956, the KMT had been driven from the Chinese
mainland and that Chinese production of opium, even in remote mountainous
Yunnan, had been virtually eliminated. The disruptions of a world war and
revolution had created an opportunity to terminate the opium problem in the
Far East. Instead, U.S. covert support for the Thai and KMT drug traffickers
converted Southeast Asia, for more than two decades, into the world’s major
source of opium and heroin.

The origins of the U.S. interface with these drug traffickers in Thailand and
Burma are obscure. They appear, however, to have involved principally four
men: William Donovan; his British ally Sir William Stephenson, the
organizer with Donovan of the World Commerce Corporation (WCC); Paul
Helliwell; and Willis Bird (both veterans of OSS China). After World War 11,
Sir William Stephenson’s WCC “became very active in Bangkok,” and
Stephenson himself established a strong personal relationship with King
Rama IX.31

Stephenson recruited James Thompson, the last OSS commander in
Bangkok, to stay on in Bangkok as the local WCC representative. This led to



the WCC’s financing of Thompson’s Thai Silk Company, a successful
commercial enterprise that also covered Thompson’s repeated trips to the
northeastern Thai border with Laos, the so-called Isan, where communist
insurrection was most feared and where future CIA operations would be
concentrated.32 One would like to know whether WCC similarly launched
the import-export business of Willis Bird, of whom much more shortly.

In the same postwar period, Paul Helliwell, who earlier had been OSS
chief of Special Intelligence in Kunming, Yunnan, served as Far East
Division chief of the Strategic Service Unit, the successor organization to
0SS.33 In this capacity he allegedly “became the man who controlled the
pipe-line of covert funds for secret operations throughout East Asia after the
war.”34 Eventually, Helliwell would be responsible for the incorporation in
America of the CIA proprietaries, Sea Supply Inc. and Civil Air Transport
(CAT) Inc. (later Air America), which would provide support to both Phao
Sriyanon of the Northern Army in Thailand and the KMT drug camps in
Burma. It is unclear what he did before the creation of OPC in 1948.

Speculation abounds as to the original source of funds available to
Helliwell in this earlier period, ranging from the following:

1. The deep pockets of the overworld figures in the WCC. Citing Daniel
Harkins, a former USG investigator, John Loftus and Mark Aarons
claimed that Nazi money, laundered and manipulated by Allen Dulles and
Sir William Stephenson through the WCC, reached Thailand after the war.
When Harkins informed Congress, he “was suddenly fired and sent back
[from Thailand] to the United States on the next ship.”35

2. The looted gold and other resources collected by Admiral Yamashita
and others in Japan36 or of the SS in Germany.

3. The drug trade itself. Further research is needed to establish when the
financial world of Paul Helliwell began to overlap with that of Meyer
Lansky and the underworld. The banks discussed in chapter 7, which are
outward signs of this connection (Miami National Bank and Bank of
Perrine), were not established until a decade or more later. Still to be
established is whether the Eastern Development Company represented by
Helliwell was the firm of this name that in the 1940s cooperated with
Lansky and others in the supply of arms to the nascent state of Israel.37



Of these the best available evidence points tentatively to Nazi gold. We
shall see that Helliwell acquired a banking partner in Florida, E. P. Barry,
who had been the postwar head of OSS Counterintelligence (X-2) in Vienna,
which oversaw the recovery of SS gold in Operation Safehaven.38 And it is
not questioned that in December 1947 the National Security Council (NSC)
created a Special Procedures Group “that, among other things, laundered over
$10 million in captured Axis funds to influence the [Italian] election [of
1948].”39 Note that this authorization was before NSC 10/2 of June 18, 1948,
first funded covert operations under what soon became OPC.

What matters is that, for some time before the first known official U.S.
authorizations in 1949-1950, funds were reaching Helliwell’s former OSS
China ally Willis Bird in Bangkok. There Bird ran a trading company
supplying arms and materiel to Phin Chunhawan and Phin’s son-in-law, Phao
Sriyanon, who in 1950 became director-general of the Thai Police
Department. By 1951 OPC funds for Bird were being handled by a CIA
proprietary firm, Sea Supply Inc., which had been incorporated by Paul
Helliwell in his civilian capacity as a lawyer in Miami. As noted earlier,
Helliwell also became general counsel for the Miami bank that Meyer Lansky
allegedly used to launder proceeds from the Asian drug traffic.

Some sources claim that in the 1940s, Donovan, whose link to the WCC
was by 1946 his only known intelligence connection, also visited Bangkok.40
Stephenson’s biographer, William Stevenson, writes that because MacArthur
had cut Donovan out of the Pacific during World War II, Donovan “therefore
turned Siam [i.e., Thailand] into a base from which to run [postwar] secret
operations against the new Soviet threat in Asia.”41

William Walker agrees that by 1947-1948,

the United States increasingly defined for Thailand a place in Western strategic policy in the early
cold war. Among those who kept close watch over events were William J. Donovan, wartime
head of the OSS, and Willis H. Bird, who worked with the OSS in China. . . . After the war, Bird,

. still a reserve colonel in military intelligence, ran an import-export house in Bangkok.
Following the November [1947 Thailand coup] Bird . . . implored Donovan: “Should there be any
agency that is trying to take the place of O.S.S., . . . please have them get in touch with us as soon
as possible. By the time Phibun returned as Prime Minister, Donovan was telling the Pentagon
and the State Department that Bird was a reliable source whose information about growing Soviet
activities in Thailand were credible.42

Bird’s wishes were soon answered by NSC 10/2 of June 18, 1948, which
created the OPC. Washington swiftly agreed



that Thailand would play an important role as a frontline ally in the Cold War. In 1948, U.S.
intelligence units began arming and training a separate army under General Phao, which became
known as the Thai Border Police (BPP). The relationship was cemented in 1949 as the
communists captured power in China. The generals demonstrated their anticommunist credentials
by echoing U.S. propaganda and killing alleged leftists. At midyear a CIA [OPC] team arrived in
Bangkok to train the BPP for covert support of the Kuomintang in its continuing war against the
Chinese communists on the Burma-China border. Later in the year the United States began to arm
and train the Thai army and to provide the kingdom general economic aid.43

Walker notes how the collapse of the KMT forces in China led
Washington to subordinate its antinarcotics policies to the containment of
communism:

By the fall of 1949 . . . reports reached the State Department about the inroads communism was
making within the Chinese community in Thailand as well as the involvement of the Thai army
with opium. Since the army virtually controlled the nature of Thailand’s security relationship with
the West, foreign promotion of opium control had to take a back seat to other policy priorities.44

On March 9, 1950, when Truman was asked to approve $10 million in
military aid for Thailand, Acheson’s supporting memo noted that $5 million
had already been approved by Truman for the Thai “constabulary.”45 This
presumably came from the OPC’s secret budget: I can find no other reference
to the $5 million in State Department published records, and two years later a
U.S. aid official in Washington, Edwin Martin, wrote in a secret memo that
the Thai Police force under General Phao “is receiving no American military
aid.”46

Cliques, the Mob, the KMT, and Operation Paper

The U.S. decision to back the KMT troops—the so-called Li Mi project or
Operation Paper—was made at a time of intense interbureaucratic conflict
and even conspiratorial disagreement over official U.S. policy toward the
new Chinese People’s Republic. As the historian Bruce Cumings has shown,
both the KMT-financed China Lobby and many Republicans, like Donovan,
as well as General MacArthur in Japan, were furious at the failure of
Secretary of State Dean Acheson to continue support for Chiang Kai-shek
after the founding of the People’s Republic in October 1949.47 Up until the
June 1950 outbreak of war in Korea, Acheson refused to guarantee even the



security of Taiwan.48

The key public lobbyist for backing the KMT in Burma and Yunnan was
General Claire Chennault, original owner of the airline the OPC took over.
Chennault deserves to be remembered as an early postwar proponent of using
off-the-books assets: his “Chennault Plan” envisaged essentially self-
financing KMT armies, backed by a covert U.S. logistical airline, in support
of U.S. foreign policy.49 Because by this time Chennault was serving in
Washington as Chiang Kai-shek’s military representative, he was viewed by
U.S. officials with increasing suspicion if not distaste.50 Yet his longtime
associate, friend, and business ally Thomas (“Tommy the Cork™) Corcoran,
who after 1950 was a registered foreign agent for Taiwan, managed to put
Chennault in contact with senior OPC officers, including Richard Stilwell,
chief of the Far East Division of the OPC.51

There were other private interests with a stake in Operation Paper. In 1972
I noted that the two principal figures inside the United States who backed
Chennault, Paul Helliwell and Thomas Corcoran, were both attorneys for the
OSS-related insurance companies of C. V. Starr in the Far East.52 (Starr,
who had operated out of Shanghai before the war, helped OSS China
establish a network both there and globally.53) The C. V. Starr companies
(later the massive AIG group) allegedly had “close financial ties” with
Chinese Nationalists in Taiwan,54 and in any case they would of course have
had a financial interest both in restoring the KMT to power in China and in
consolidating a Western presence in Southeast Asia.55 At the time of
Corcoran’s lobbying, Starr’s American International Assurance Company
was expanding from its Hong Kong base to Malaysia, Singapore, and
Thailand. In 2006, that company was “the No. 1 life insurer in Southeast
Asia.”56 And its parent AIG, before AIG’s spectacular collapse in 2008, was
listed by Forbes as the eighteenth-largest public company in the world.

Corcoran was also the attorney in Washington for Chiang Kai-shek’s
brother-in-law T. V. Soong, the backer of the China Lobby who some
believed to be the “wealthiest man in the world.”57 It is likely that Soong and
the KMT helped develop the Chennault Plan. A complementary plan for
supporting the remnants of General Li Mi’s KMT armies in Burma was
developed in 1949 by the army’s civilian adviser, Ting Tsuo-shou, after
discussions on Taiwan with Chiang Kai-shek.58

Like Chiang Kai-shek, Chennault also had support from Henry Luce of



Time-Life in America and both General MacArthur and his intelligence chief,
Major General Charles Willoughby, in Japan. Their plans for maintaining and
reestablishing the KMT in China were in 1949 already beginning to diverge
significantly from those of Truman and his State Department.59 Former OSS
Chief William Donovan, now outside the government and promoting the
KMT, also promoted both Chiang Kai-shek and Chennault,60 as did
Chennault’s wartime associate William Pawley, a freewheeling overseas
investor who, like Helliwell, reputedly had links to mob drug traffickers.61

Donovan’s support for Chennault was part of his general advocacy of
rollback against communism and his interest in guerrilla armies—a strongly
held ideology that, as we shall see, led to his appointment as ambassador to
Thailand in 1953. His intellectual ally in this was the former Trotskyite James
Burnham, another protégé of Henry Luce by then in the OPC (and a
prototype of the neoconservatives half a century later). Burnham wrote in his
book (“published with great Luce fanfare in early 1950”) of “rolling back”
communism and of supporting Chiang Kai-shek to, at some future point,
“throw the Communists back out of China.”62

The Belated Authorization of Operation Paper

In the midst of this turmoil, OPC Chief Frank Wisner began in the summer of
1948 to refinance and eventually take over Chennault’s airline, CAT, which
Chiang Kai-shek’s friend Claire Chennault had organized with postwar UN
relief funds to airlift supplies to the KMT armies in China. Wisner
“negotiated with Corcoran for the purchase of CAT [in which Corcoran as
well as Chennault had a financial interest]. In March [1950], using a ‘cutout’
banker or middleman, the CIA paid CAT $350,000 to clear up arrearages,
$400,000 for future operations, and a $1 million option on the business.”63

Richard Stilwell, Far Eastern chief of the OPC and the future overseer of
Operation Paper, dickered with Corcoran over the purchase price.64 The
details were finalized in March 1950, shortly before the outbreak of the
Korean War in June generated for CAT Inc. a huge volume of new
business.65 Alfred Cox, OPC station chief in Hong Kong and the chief
executive officer (CEO) of CAT Inc., directed the supply operation to Li
Mi.66



According to an unfavorable assessment by Lieutenant Colonel William
Corson, a former marine intelligence officer on special assignment with the
CIA, the OPC,

in late summer 1950, recruited (or rather hired) a batch of Chinese Nationalist soldiers [who] were
transported by the OPC to northern Burma, where they were expected to launch guerrilla raids
into China. At the time this dubious project was initiated no consideration was given to the facts
that (a) Truman had declined Chiang’s offer to participate in the Korean War . . . (b) Burmese
neutrality was violated by this action; and (c) the troops provided by Chiang were utterly lacking
in qualifications for such a purpose.67

Shortly afterward, in October 1950, Truman appointed a new and more
assertive CIA director, Walter Bedell Smith. Within a week Smith took the
first steps to make the OPC and Wisner answerable for the first time, at least
on paper, to the CIA.68 Smith ultimately succeeded in his vigorous campaign
to bring Wisner and the OPC under his control, partly by bringing in Allen
Dulles to oversee both the OPC and the CIA’s rival Office of Special
Operations (OSO, the successor to the Strategic Service Unit).69 Yet in
November 1950, only one month after his appointment as director, Smith
tried and failed to kill Operation Paper when the proposal was belatedly
submitted by the OPC (backed by the Joint Chiefs) for Truman’s approval:

The JCS [Joint Chiefs of Staff] in April 1950 issued a series of recommendations, including a
programme of covert assistance to local anti-communist forces. This proposal received additional
stimulus following the Korean War and especially after Communist China entered that conflict.
Shortly after the People’s Republic’s (PRC’s) intervention, the Central Intelligence Agency’s
(CIA’s) Office of Policy Co-ordination (OPC) proposed a programme to divert the PRC’s military
from the Korean peninsula. The plan called for U.S. aid to the 93rd, followed by an invasion of
Yunnan by Li’s men. Interestingly, the CIA’s director, Walter Bedell Smith, opposed the plan,
considering it too risky. But President Harry S. Truman saw merit in the OPC proposal and
approved it. The programme became known as Operation Paper.70

It is not clear whether, when Truman approved Operation Paper in
November 1950, his secretary of state, Dean Acheson, was even aware of it.
It is a matter of record that the U.S. embassies in Burma and Thailand knew
nothing of the authorization until well into 1951, when they learned of it from
the British and eventually from Phibun himself.71 The scholar Victor
Kaufman reports that he “was unable to turn up any evidence at the Truman
Library, the National Archives or in the volumes of FRUS [Foreign Relations
of the United States] to determine whether in fact Acheson knew of the
operation and, if so, at what point.”72



Both MacArthur and Chennault had ambitious designs for the CAT-
supported KMT troops in Burma. With the outbreak of the Korean War in
1950, CAT played an important role in airlifting supplies to the U.S.
troops.73 But both MacArthur and Chennault spoke publicly of trapping
communist China in what Chennault called a “giant pincers”—simultaneous
attacks from Korea and from Burma.74

The OPC kicked in by helping to build up a major airstrip at the chief
KMT base at Mong Hsat, Burma, followed by a regular shuttle transport of
American arms.75 However, Li Mi’s attempts to invade Yunnan in 1951 and
1952 (three according to McCoy, seven according to Lintner) were swiftly
repelled by local militiamen with heavy casualties after advances of no more
than sixty miles.76 CIA advisers accompanied the incursions, and some of
them were killed.77

American journalists and historians like to attribute the CIA’s Operation
Paper, in support of Li Mi and the opium-growing 93rd Division in Burma, to
President Truman’s authorization in November 1950, following the outbreak
of the Korean War in June 1950 and above all the Chinese crossing of the
Yalu River.78 But as historian Daniel Fineman points out, Truman was
merely authorizing an arms shipments program that had already begun
months earlier:

Shortly after the writing of the [April 1950] JCS memorandum, the United States began supplying
arms and matériel to the [KMT] troops. [The Burmese protested in August 1950 that they had
discovered in northern Burma an American military officer from the Bangkok embassy in Burma
without authorization.79] In the fall, the . . . Office of Policy Coordination (OPC) drafted a daring
plan for them to invade Yunnan. The CIA’s director, Walter Bedell Smith, opposed the risky
scheme, but Truman [in November 1950] rejected his warning. . . . In January 1951, the CIA
initiated its project, code-named Operation Paper. It aimed to prepare the Kuomintang (KMT)
forces in Burma for an invasion of Yunnan.80

The futility of Li Mi’s military jabs against China was obvious to
Washington by 1952. Yet Federal Bureau of Narcotics (FBN) Chief Harry
Anslinger continued to cover up the Li Mi-Thai drug connection for the next
decade. The annual trafficking reports of the FBN recorded one seizure of
distinctive Thai Government Monopoly opium in 1949 and on “several
occasions” more in 1950. But after the initiation of Operation Paper in 1951,
the FBN over a decade listed only one seizure of Thai drugs (from two
seamen), until it began reporting Thai drug seizures again in 1962.81



Meanwhile, Anslinger, who “had established a working relationship with
the CIA by the early 1950s . . . blamed the PRC [People’s Republic of China,
as opposed to their enemy the KMT] for orchestrating the annual movement
of some two hundred to four hundred tons of opium from Yunnan to
Bangkok.”82 This protection of the world’s leading drug traffickers (who
were also CIA proxies) did not cease with Anslinger, nor even when the
FBN, by then thoroughly corrupted from such cover-ups, was replaced in
1968 by the Bureau of Narcotics and Dangerous Drugs and finally in 1973 by
the Drug Enforcement Administration. As I write in 2010, the U.S. media are
blaming the drug traffic in Afghanistan on the Taliban-led insurgency, but
UN statistics (examined later in this book) suggest that insurgents receive less
than 12 percent of the total drug revenues in Afghanistan’s totally drug-
corrupted economy.

As we saw in the previous chapter, Anslinger’s tenure at the FBN was
when the CIA also forged anticommunist drug alliances in Europe in the
1940s with the Italian Mafia in Sicily and the Corsican Mafia in Marseilles.
The KMT drug support operation was longer lived and had more lasting
consequences in America as well as in Southeast Asia. It converted the
Golden Triangle of Burma—Thailand—Laos, which before the war had been
marginal to the global drug economy, into what was for two decades the
dominant opium-growing area of the world.

Did Some People Intend to
Develop the Drug Traffic with Operation Paper?

The decision to arm Li Mi was obviously controversial and known to only a
few. Some of those backing the OPC’s support of a pro-KMT airline and
troops may have envisaged from the outset that the 93rd Division would
continue, as during the war, to act as drug traffickers. The key figure, Paul
Helliwell, may have had a dual interest, inasmuch as he not only was a
former OSS officer but also at some point became the legal counsel in Florida
for the small Miami National Bank used after 1956 by Meyer Lansky to
launder illegal funds.83 We shall see in the next chapter that Helliwell also
went on to represent Phao’s drug-financed government in the United States
and to receive funds from that source.84



It is possible that in the mind of Helliwell, with his still ill-understood links
to the underworld and Meyer Lansky, Li Mi’s troops were not being used to
invade China so much as to restore the war-dislocated international drug
traffic that supported the anticommunist KMT and the comprador capitalist
activities of its supporters throughout Southeast Asia.85 (As a military
historian has commented, “Li Mi was more Mafia or war lord than Chinese
Nationalist. Relying on his troops to bring down Mao was an OPC pipe
dream.”86)

It is possible also that other networks associated with the drug traffic
became part of the infrastructure of the Li Mi operation. This question can be
asked of some of the ragtag group of pilots associated with Chennault’s
airlines in Asia, some of whom were rumored to have seized this opportunity
for drug trafficking.87 According to William R. Corson (a marine colonel
assigned at one point to the CIA),

The opium grown by the ChiNat guerrillas . . . was transported by OPC contract aircraft from the
forward base to Bangkok for sale to buyers from the various “connections.” The pilots who flew
these bushtype aircraft and often served as agents or go-betweens with the guerrilla leaders and
the opium buyers were a motley band of men. Some were ex-Nazis, others part of the band of
expatriates who emerge in foreign countries following any war.88

The FBN by this time was aware that Margaret Chung, the attending
physician to the pilots of Chennault’s wartime airline, was involved with
Bugsy Siegel’s friend Virginia Hill “in the narcotic traffic in San
Francisco.”89 During World War II, when the Office of Naval Intelligence
through the OSS approached Dr. Chung for some specific intelligence on
China, she “volunteered that she could supply detailed information . . . ‘from
some of the smugglers in San Francisco.’”90

One has to ask what was in the mind of Chennault. Chennault himself was
once investigated for smuggling activities, “but no official action was taken
because he was politically untouchable.”91 I have no reason to suspect that
Chennault wished to profit personally from the drug traffic. But his objective
in opposing Chinese communists was to split off ethically divergent
provinces like Xinjiang, Tibet, and above all Yunnan.

Chennault’s top priority was Yunnan, with its long-established Haw (or
Hui) Muslim minority, many of whom (especially in southwestern Yunnan)
traditionally dominated the opium trade into Thailand.92 The troops of the



reconstituted 93rd Division were principally Haws from Yunnan.93 To this
day, one Thai name for the KMT Yunnanese minority in northern Thailand is
gaan beng gaaosipsaam (“93rd Division™), and visitors to the former base of
the KMT general Duan Xiwen in Thailand (Mae Salong) are struck by the
mosque one sees there.94

I suspect that Chennault may have known that none of the elements in the
reconstituted 93rd Division “had made great records of military
accomplishment” during World War 11,95 that the 93rd had been engaged in
drug trafficking when based at Jinghong during World War 11,96 and that
when the 93rd Division moved into northern Burma and Laos in 1946, it was
“in reality, to seize the opium harvest there.”97 That the 93rd Division settled
into managing the postwar drug traffic out of Burma should have come as no
surprise.

Chennault was close to Madame Chiang Kai-shek, T. V. Soong, and the
KMT, which had been supporting itself from opium revenues since the
1930s.98 Linked to drug trafficking both in Thailand (through the Tai Li spy
network) and in America, the KMT, after expulsion from Yunnan,
desperately needed a new opium supply to maintain its contacts with the
opium-trafficking triads and other former assets of Tai Li in Southeast
Asia.99

From the time of the inception of the KMT government in the 1920s, KMT
officials had been caught smuggling opium and heroin into the United
States.100 As noted earlier, an FBN supervisor reported in 1946 that “in a
recent Kuomintang Convention in Mexico City a wide solicitation of funds
for the future operation of the opium trade was noted.” In July 1947 the State
Department reported that the Chinese Nationalist government was “selling
opium in a desperate attempt to pay troops still fighting the Communists.”101
The New York Times reported on July 23, 1949, the seizure in Hong Kong of
twenty-two pounds of heroin that had arrived from a CIA-supplied
Kuomintang outpost in Kunming.102 But the loss of Yunnan in 1949-1950
meant that the KMT would have to develop a new source of supply.

The key to the survival of the KMT was of course its establishment and
protection after 1949 on the island of Taiwan. Chennault and his airline CAT
helped move the KMT leadership and its resources to its new base and to
deny the new Chinese People’s Republic the Chinese civil air fleet (which
became embroiled in a protracted Hong Kong legal battle where CAT was



represented by William Donovan).103 By 1950 one of Chennault’s wartime
pilots, Satiris (or Soteris or Sortiris) Fassoulis ran a firm, Commerce
International China, Inc., that privately supplied arms and military advisers to
Chiang Kai-shek on Taiwan. Bruce Cumings speculates that he may have
done so for the OPC at a time when Acheson was publicly refusing to
commit the United States to the defense of Taiwan.104

Finally, all those handling Operation Paper in and for the OPC (Fitzgerald,
Helliwell, Joost, CAT Inc. CEO Alfred Cox, and Bird) had had experience in
the area during World War II. If they had not wanted Li Mi and CAT to
become involved in restoring the KMT drug traffic, it would have been
imperative for them to ensure that the KMT on Taiwan had no control over
CAT’s operations. But Wisner and Helliwell did the exact opposite: when
they took over the CAT airline, they gave majority control of the CAT planes
to the KMT-linked Kincheng Bank on Taiwan.105 Thereafter for many years
CAT planes would fly arms into Li Mi’s camp for the CIA and then fly drugs
out for the KMT.

The opium traffic may well have seemed attractive to OPC for strategic as
well as financial reasons. As Alfred McCoy has observed, Phao’s pro-KMT
activities in Thailand “were a part of a larger CIA effort to combat the
growing popularity of the People’s Republic among the wealthy, influential
overseas Chinese community throughout Southeast Asia.”106 I have noted
elsewhere that the KMT reached these communities in part through triads and
other secret societies (especially in Malaya) that had traditionally been
involved in the opium traffic. Thus, the restoration of an opium supply in
Burma to replace that being lost in Yunnan had the result of sustaining a
social fabric and an economy that was capitalist and anticommunist.107

I would add today that the opium traffic was an even more important
element in an anticommunist strategy for Southeast Asia as a source of
income. We have already seen that for a century, the Thai state had relied on
its revenues from the state opium monopoly; in 1953 “the Thai representative
at the April CND [Commission on Narcotic Drugs] session had admitted that
his country could not afford to give up the revenue from the opium
business.”108

Just as important was the role of opium profits in promoting capitalism
among the Chinese businessmen of Southeast Asia (the agenda of Sir
William Stephenson and the WCC). Whether the Chinese who dominated



business in the region would turn their allegiance to Beijing depended on the
availability of funds for alternative business opportunities. Here Phao’s
banker, Chin Sophonpanich, became a source of funds for top anticommunist
businessmen not only in Thailand but also in Malaysia and Indonesia:

Chin Sophonpanich created the largest bank in south-east Asia and one that was extremely
profitable. A report by the International Monetary Fund in 1973 claimed that Bangkok Bank’s
privileged position allowed it to make returns on its capital in excess of 100 per cent a year (a
claim denounced by Chin’s lieutenants). What was not in dispute was that the bank’s bulging
deposit base could not be lent out at optimum rates in Thailand alone. This is where Chin
revolutionised the south-east Asian banking scene. He personally travelled between Hong Kong,
Singapore, Kuala Lumpur and Jakarta, identifying and courting the new generation of putative
post colonial tycoons. . . . Chin banked the key godfathers outside Hong Kong—Robert Kuok in
Malaysia, Liem Sioe Liong [Sudono Salim] in Indonesia, the Chearavanonts in Thailand—as well
as other players in Singapore and Hong Kong. . . . Chin was closely linked to the Thai heroin
trade through his role as personal financier to the narcotics kingpin Phao Sriyanon, and to other
politicians involved in running the drug business.109

Chin thus followed the example of the Khaw family opium farmers in
nineteenth-century Siam, whose commercial influence also eventually
“extended across Siam’s southern borders into Malaya and the Netherlands
East Indies” into legitimate industries, such as tin mines and a shipping
company.110

America had another reason to accept Li Mi’s smuggling activities: as a
source of badly needed Burmese tungsten. According to Jonathan Marshall,
there is fragmentary evidence that OPC/CIA support for his remnant army
was “also to facilitate Western control of Burma’s tungsten resources.”111

Creation of an Off-the-Books Force without Accountability

The OPC aid to Thai police greatly augmented the influence of both Phao
Sriyanon, who received it, and Willis Bird, the OSS veteran through which it
passed and who was already a supplier for the Thai military and police.
Seeing the gap between the generals who had organized the military coup of
1947 and U.S. Ambassador Stanton, who still worked to support civilian
politicians, Bird worked with Phao and the generals of the 1947 Coup Group
to create in 1950 a secret “Naresuan Committee.” Bypassing the U.S.
embassy altogether, the Naresuan Committee created a parallel, parastatal
channel for U.S.—Thai governmental relations between OPC and Phao’s BPP:



Bird organized in 1950 a secret committee of leading military and political figures to develop an
anticommunist strategy and, more importantly, lobby the United States for increased military
assistance. The group, dubbed the Naresuan Committee, included police strongman Phao
Sriyanon, Sarit Thanarat, Phin Choonhawan, Phao’s father-in-law, air force chief Fuen
Ronnaphakat, and Bird’s [Anglo-Thai] brother-in-law, [air force colonel] Sitthi [Savetsila, later
Thailand’s foreign minister for a decade]. . . . Bird and the generals established their committee to
bypass the ambassador and . . . work through [Bird’s] old OSS buddies now employed by the CIA
[sic, i.e., OPC].112

Thomas Lobe, ignoring Bird, writes that it was the “Thai military clique”
who organized the committee. But from his own prose we learn that the
initiative may have been neither theirs nor Bird’s alone but in implementation
of a new strategy of support to the KMT in Burma, designed by the OPC and
JCS in Washington:

A high-ranking U.S. military officer and a CIA [OPC] official came to Bangkok [in 1950] to
review the political situation.113 . . . Through the “[Naresuan] Anti-Communist Committee,”
secret negotiations ensued between Phao and the CIA [OPC]. The U.S. representative explained
the need for a paramilitary force that could both defend Thai borders and cross over into
Thailand’s neighbors—Vietnam, Laos, Burma, Cambodia, and China—for secret missions. . . .
The CIA’s new police were to be special: an elite force outside the normal chain of command of
both the Thai security bureaucracy and the TNPD [Thai National Police department]. Phao and
Phibun agreed to this arrangement because of the increase in armed power that this new national
police meant vis-d-vis the armed forces.114

This was in keeping with the JCS call in April 1950 for a new “program of
special covert operations designed to interfere with Communist activities in
Southeast Asia,” noting “the evidences of renewed vitality and apparent
increased effectiveness of the Chinese Nationalist forces.”115

Action was taken immediately:

[Bird’s] CIA [i.e., OPC] contacts sent an observer to meet the committee and, impressed with the
resolve the Thais manifested, got Washington to agree to a large covert assistance program.
Because they considered the matter urgent, planners on both the Thai and American sides decided
to forgo a formal agreement on the terms of the aid. Instead, Paul Helliwell, an OSS friend of
Bird [from China] now practicing law in Florida [as well as military reserve officer and OPC
operative], incorporated a dummy firm in Miami named the Sea (i.e. South-East Asia) Supply
Company as a cover for the operation. The CIA [OPC], the agency on the American end
responsible for the assistance, opened a Sea Supply office in Bangkok. . . . By the beginning of
1951, Sea Supply was receiving arms shipments for distribution. . . . The CIA [OPC] appointed
Bird’s firm general agent for Sea Supply in Bangkok.116

Sea Supply’s arms from Bird soon reached not only the Thai police and
BPP but also, starting in early 1951, the KMT 93rd Division in Burma, which



was still supporting itself, as during the war, from the opium traffic.117
General Li Mi, the postwar commander of the 93rd Division, would consult
with Bird and Phao in Bangkok about the arms that he needed for the KMT
base at Mong Hsat in Burma and that had already begun to reach him months
before the creation of the Bangkok Sea Supply office in January 1951.118
The airline supplying the KMT base at Mong Hsat in Burma from Bangkok
was Helliwell’s other OPC proprietary, CAT Inc., which in 1959 changed its
name to become the well-known Air America. The deliberately informal
arrangement for Sea Supply served to mask the sensitive arms shipments to a
KMT opium base.119

In the complex legal takeover of Chennault’s airline, his assets developed
into three separate components: planes (the Taiwanese civilian airline Civil
Air Transport or CATCL), pilots (later Air America), and ground-support
operations (Air Asia). Of these, the planes were only 40 percent owned by the
CIA; the remaining 60 percent continued to be owned by KMT financiers
(with alleged links to T.V. Soong and Mme. Chiang Kai-shek), who had
relocated to Taiwan and were associated with the Kincheng Bank.120 The
Kincheng Bank was under the control of the so-called Political Science
Clique of the KMT, whose member Chen Yi was the first postwar KMT
governor of Taiwan.121

The OPC’s organizational arrangements for its proprietary CAT, which left
60 percent of the company owning the CAT planes in KMT hands,
guaranteed that CAT’s activities were immune to being reined in by
Washington.122 In fact Helliwell, Bird, and Bird’s Thai brother-in-law Sitthi
Savetsila all avoided the U.S. embassy and instead plotted strategy for the
KMT armies at the Taiwanese embassy. There the real headquarters for
Operation Paper was the private office of Taiwanese Defense Attaché Chen
Zengshi, a graduate of China’s Whampoa Military Academy.123

Bird’s energetic promotion of Phao, precisely at a time when the U.S.
embassy was trying to reduce Phao’s corrupt influence, led to a 1951
embassy memorandum of protest to Washington about Bird’s activities.
“Why is this man Bird allowed to deal with the Police Chief [Phao]?” the
memo asked.124 The question, for which there is no publicly recorded reply,
was an urgent one. Bird’s backing of the so-called Coup Group (Phin
Choonhavan, Phao Sriyanon, and Sarit Thanarat), reinforced by the obvious
U.S. support for Bird through Operation Paper and Sea Supply, encouraged



these military men, in their November 1951 “Silent Coup,” to defy Stanton,
dissolve the Thai parliament, and replace the postwar Thai constitution with
one based on the much more reactionary constitution of 1932.125

The KMT Drug Legacy for Southeast Asia

When the OPC airline CAT began its covert flights to Burma in the 1950s,
the area produced about eighty tons of opium a year. In ten years’ time,
production had at least quadrupled, and at one point during the Vietnam War,
the output from the Golden Triangle reached 1,200 tons a year. By 1971,
there were also at least seven heroin labs in the region, one of which, close to
the CIA base of Ban Houei Sai in Laos, produced an estimated 3.6 tons of
heroin a year.126

The end of the Vietnam War did not interrupt the flow of CIA-protected
heroin to America from the KMT remnants of the former 93rd Division, now
relocated in northern Thailand under Generals Li Wenhuan and Duan Xiwen
(Tuan Hsi-wen). The two generals, by then officially integrated into the
defense forces of Thailand, still enjoyed a special relationship to and
protection from the CIA. With this protection, Li Wenhuan, from his base in
Tam Ngob, became, according to James Mills, “one of the most powerful
narcotics traffickers on earth . . . controlling the opium from which is refined
a major percentage of heroin entering the United States.”127

From the very outset of Operation Paper, the consequences were felt in
America itself. As I have shown elsewhere, most of the KMT-Thai opium
and heroin was distributed in America by KMT-linked tongs with long-term
ties to the American mafia.128 Thus, Anslinger’s rhetoric served to protect
the primary organized crime networks distributing Asian narcotics in
America. Far more than the CIA drug alliances in Europe, the CIA’s drug
project in Asia contributed to the drug crisis that afflicted America during the
Vietnam War and from which America still suffers. Furthermore, U.S.
protection of leading KMT drug traffickers led to the neutralization of
domestic drug enforcement at a high level. It has also inflicted decades of
militarized oppression on the tribes of eastern Myanmar (Burma), perhaps the
principal victims of this story.

By the end of 1951, Truman, convinced that the KMT forces in Burma



were more of a threat to his containment policy than an asset, “had come to
the conclusion that the irregulars had to be removed.”129 Direct U.S. support
to Li Mi ended, forcing the KMT troops to focus even more actively on
proceeds from opium, soon supplemented by profits from morphine labs as
well. But nevertheless, in June 1952, as we shall see, 100 Thai graduates
from the BPP training camp were in Burma training Li Mi’s troops in jungle
warfare.130 After a skirmish in 1953, the Burma army recovered the corpses
of three white men, with no identification except for some documents with
addresses in Washington and New York.131 Operation Paper was by now
leading a life of its own, independent not just of Ambassador Stanton but
even of the president.

A much-publicized evacuation of troops to Taiwan in 1953-1954 was a
charade, despite five months of strenuous negotiations by William Donovan,
by then Eisenhower’s ambassador in Thailand. Old men, boys, and hill
tribesmen were airlifted by CAT from Thailand and replaced by fresh troops,
new arms, and a new commander.132

The fiasco of Operation Paper led in 1952 to the final absorption of the
OPC into the CIA. According to R. Harris Smith,

Bedell Smith . . . summoned the OPC’s Far East director, Richard Stilwell, and, in the words of an
agency eyewitness, gave him such a “violent tongue lashing” that “the colonel went down the hall
in tears.” . . . [TThe Burma debacle was the worst in a string of OPC affronts that confirmed his
decision to abolish the office. In 1952 he merged the OPC with the CIA’s Office of Special
Operations [to create a new Directorate of Plans].133

What precipitated this decision was an event remembered inside the
agency as the “Thailand flap.” Its precise nature remains unknown, but
central to it was a drugs-related in-house murder. Allen Dulles’s biographer
recounts that in 1952 Walter Bedell Smith “had to send top officials of both
clandestine branches [the CIA’s OSO and OPC] out to untangle a mess of
opium trading under the cover of efforts to topple the Chinese
communists.”134 (I heard from a former CIA officer that an OSO officer
investigating drug flows through Thailand was murdered by an OPC
officer.135) Years later, at a secret Council on Foreign Affairs meeting in
1968 to review official intelligence operations, former CIA officer Richard
Bissell referred back to the CIA-OPC flap as “a total disaster
organizationally.”136

But what was an organizational disaster may be seen as having benefited



the political objectives of the wealthy New York Republicans in OPC
(including Wisner, Fitzgerald, Burnham, and others) who constituted an
overworld enclave committed to rollback inside the Truman establishment
committed to containment. (Recall that Wisner had surrounded himself in the
OPC with men who, in the words of Wisner’s ex-wife, “had money enough
of their own to be able to come down” to Washington.137) This enclave was
already experimenting with attempts to launch the rollback policy that
Eisenhower and John Foster Dulles would call for in the 1952 election
campaign.138

Truman, understandably and rightly, mistrusted this enclave of overworld
Wall Street Republicans that the CIA and OPC had injected into his
administration. The four directors Truman appointed to oversee central
intelligence—Sidney Souers, Hoyt Vandenberg, Roscoe Hillenkoetter, and
Walter Bedell Smith—were all from the military and all (like Truman
himself) from the central United States.139 This was in striking contrast to
the six known deputy directors below them, whose background was that of
New York City or (in one case) Boston, law and/or finance, and (in all cases
but one) the Social Register.140

But Bedell Smith, Truman’s choice to control the CIA, inadvertently set
the stage for overworld triumph in the agency when, in January 1951, he
brought in Allen Dulles (Wall Street Republican, Social Register, and OSS)
“to control Frank Wisner.”141 And with the Republican election victory of
1952, Bedell Smith’s intentions in abolishing the OPC were completely
reversed. Desmond Fitzgerald of the OPC, who had been responsible for the
controversial Operation Paper, became chief of the CIA’s Far East
Division.142 American arms and supplies continued to reach Li Mi’s troops,
no longer directly from OPC but now indirectly through either the BPP in
Thailand or the KMT in Taiwan. Meanwhile, for at least seven years, the
BPP would “capture” KMT opium in staged raids, and turn it over to the Thai
Opium Monopoly. The “reward” for doing so, one-eighth the retail value,
financed the BPP.143

The CIA support for Phao began to wane in 1955-1956, especially after a
staged BPP seizure of twenty tons of opium on the Thai border was exposed
by a dramatic story in the Saturday Evening Post.144 But the role of the BPP
in the drug trade changed little, as is indicated in a recent report from the
Asian Human Rights Commission in Hong Kong on documented cases of



police murders and the BPP being arrested “for allegedly abducting and

torturing people for ransom and in order to fabricate cases.” The report
added,

The police force that exists in Thailand today is for all intents and purposes the same one that was
built by Pol. Gen. Phao Sriyanond in the 1950s. . . . It took on paramilitary functions through new
special units, including the border police. It ran the drug trade, carried out abductions and killings
with impunity, and was used as a political base for Phao and his associates. Successive attempts to
reform the police, particularly from the 1970s onwards, have all met with failure despite almost
universal acknowledgment that something must be done.145

The last sentence could equally be applied to America with respect to the
CIA’s involvement in the global drug connection.



4
Rollback, PARU, and Laos

Preparing for Offensive War

As an Agency, in fact, we are heavily engaged in tracing the foreign roots of the drug traffic.
... We hope we are helping with a solution; we know we are not part of the problem.1

Well, the legacy of Laos, I think, is something that nobody’s really thought about. Let’s look
at it. For ten years the CIA’s biggest operation was completely integrated with the structure
of the Indochina opium trade.2

PSB D-23, Donovan, and PARU:
Preparing for the Second Indochina War

WITH THE ELECTION OF EISENHOWER IN 1952, the overall posture of the CIA and
its Southeast Asian drug connection changed significantly from a defensive
holding strategy to long-term preparations for rollback. During the 1952
campaign the Republicans had called for the “rollback” of Soviet gains in
Eastern Europe and also for the “unleashing” of Chiang Kai-shek. Former
Chennault backers like Henry Luce of Time-Life demanded a change of
policy and personnel for the United States in the Far East. Once elected—and
confronted with reality—Republican interest in Li Mi’s troops declined, but
the status of General Phao with the U.S. government and embassy improved
radically. The rollback theories of Chiang and Chennault had a comeback in
1953 but with the difference of looking primarily to Thailand instead of to the
Kuomintang (KMT).3

Establishment histories of the U.S. involvement in Indochina, based on the
partial picture supplied by the State Department’s Foreign Relations of the
United States (FRUS) series and the Pentagon Papers, focus on the
“deepening” of U.S. support for the French in 1953. They tend to overlook
how the later U.S. involvement in Vietnam also evolved continuously out of
crucial decisions taken in 1953 with respect to Thailand.4

An important strategy document approved by the National Security
Council in September 1953, PSB D-23, called for support for the French and
also more: “Expanded para-military and other programs beyond the borders



of Thailand,” to “extend U.S. influence . . . thus gradually creating a climate
of victory.”5 The proposal “designated Thailand as a base for overt and
covert paramilitary operations against communism; in the second phase of
the program, Thailand would serve as the base for similar operations
throughout the whole of Southeast Asia.”6

The document was drafted at the direction of Eisenhower’s special
assistant, C. D. Jackson, whom Carl Bernstein once called “Henry Luce’s
personal emissary to the CIA.”7 It was written with the increasing awareness
that the French might soon lose in Vietnam and that steps should therefore be
initiated to create centers of covert resistance in a future communist
Indochina.8 The new strategy was based on an ignorant and indeed comic
pseudoanthropological premise: the supposed “ethnic bonds of the Thai
peoples scattered through Thailand, Laos, Cambodia, Vietnam, Burma, and
China.”9

However absurd the premises, the steps taken to implement PSB D-23 in
1953, months before the French and Vietnamese signed the Geneva Peace
Accords in 1954, were nevertheless successful in abetting a resumption of
warfare in Laos in December 1960—the first overt military battles in what
would become the second Indochina War. The first of these steps was the
augmentation of aid to Phao’s Border Patrol Police (BPP) and a parallel
buildup of a unit within it, the Police Aerial Reinforcement Unit (PARU):10

The BPP grew to ninety-four platoons of forty-five men each (or 4,230 men) by late 1953. They
were well-armed, mobile, counter-insurgency fighters specializing in intelligence gathering along
Thailand’s borders and in conducting cross-border combat and reconnaissance operations. . . .
The United States, through its Sea Supply/CIA advisors, continued to exercise almost complete
control, both in training and operations—the PARU and BPP were “their” units. . . . The U.S.
advisors were operational to the extreme: a few were killed in action.11

Bill Lair’s oral history interview makes it clear that PARU, while at one
point opposed and almost terminated by middle-level CIA officers, received
crucial backing from two of Donovan’s Office of Strategic Services (OSS)
comrades: Far Eastern Division Chief Desmond Fitzgerald (New York Social
Register as well as the Office of Policy Coordination [OPC] officer who
oversaw Operation Paper) and CIA Director Allen Dulles.12



Enter William Donovan from the Wall Street Overworld

In 1953, Eisenhower and newly appointed Undersecretary of State Walter
Bedell Smith sent former OSS Chief William Donovan to Bangkok as
ambassador. He arrived with a dual mission: on the one hand, to sever the
embarrassing direct CIA connection to Li Mi’s drug traffickers and, on the
other, to build up Phao’s BPP into an alternative bulwark in its own right
against Chinese communism.

Donovan was charged with specific instructions to implement the forward
strategy of PSB D-23 and to prepare for “building a bastion in Thailand from
which various operations can be initiated into adjoining areas.”13 The choice
of Donovan was significant and controversial. The ex-OSS chief, a supporter
of Chiang and of rollback, was also “a fanatic believer in the value of covert
operations and guerrilla struggle,” and he had powerful connections to Mac-
Arthur, Washington, the new CIA Director Allen Dulles, and Wall Street.14

Donovan also had the resources to influence world developments, not only
through the public U.S. government but from outside it as well. Like William
Casey in the 1980s, Donovan was able to muster nongovernmental assets and
resources from the overworld milieu. Where Donovan would secure such
resources is unclear, but his biographers make frequent reference to Wall
Street, Allen Dulles, and the British spy chief Sir William Stephenson.

In the period before the Korean War, Donovan had “made several trips to
East Asia and became a powerful advocate of rollback.”15 In 1950 he visited
“‘all the countries between [Burma] and Japan,” advocating covert action
against the Chinese Communists.” In addition Donovan “was in and out as a
consultant to the Agency as early as the [Bedell] Smith reorganization [of
1950].”16 He circulated a plan of his own, somewhat like Chennault’s a year
earlier but calling specifically for the appointment of a supreme U.S. military
leader for the whole region.17

After his appointment, Donovan asked repeatedly to be made not only an
ambassador but also a “Personal Representative of the President,” with “the
right to travel to such areas as in my discretion seems necessary.”18 Denied
in his hopes of a higher, regional appointment, Donovan nonetheless “began
flying all over Asia, paying his own expenses and those of his assistants,”
because he believed that “if Thailand was to be secured against Communism,
the problem must be tackled regionally as well as locally.”19 Donovan also



cabled his old OSS buddy Willis Bird from America “before anyone else.”20
Newly hired CIA Paramilitary Case Officer Bill Lair had arrived in
Thailand on March 1, 1951, and began training the BPP, first at Lopburi and
later at Hua Hin near the royal summer palace.21 (Lair would soon marry the
sister of Sitthi Savetsila, thus becoming a brother-in-law of Willis Bird.) With
Donovan'’s arrival, CIA aid to the BPP, which had begun in 1951, was greatly
augmented. By the end of the year there were at least seventy-six overt U.S.
advisers in Thailand, supplemented by as many as 200 covert Sea Supply
advisers.22 Donovan himself spent many of his weekends at Sea Supply’s
paratrooper camp in Lopburi province, which had been opened up in 1950 to
train Phao’s police.23 Unquestionably the camp had become by then the base
for what PSB D-23 had called for—“expanded para-military and other
programs beyond the borders of Thailand”—and specifically in Laos.24 To
ensure support, “the CIA and the U.S. Information Service [were soon]
manufacturing fake communist tracts in Thai that attacked the monarchy.”25
Once again, as in the case of Operation Paper, these rollback activities had
begun well before their official authorization by PSB D-23 in September
1953—and for that matter well before the 1952 U.S. election had substituted
rollback for containment as an accepted U.S. policy goal. Already by June
1952, “one hundred graduates from the Lopburi camp were in Burma [for
Operation Paper] training the [KMT] Nationalists in jungle warfare.”26

1954: With the French Defeat,
Phase II of PARU Is Belatedly Authorized

It is doubtful whether Phase II of PSB D-23—the rollback phase of
Donovan’s plan—received presidential approval from Eisenhower before
1954. As Fineman notes,

JCS [Joint Chiefs of Staff] preference for direct aid to French forces forced the NSC [National
Security Council] in September [1953] to authorize implementation of only phase one
[“strengthening Thailand’s will and ability to resist”], postponing indefinitely execution of the
provisions in phase two taking the psychological war to neighboring countries.27

By September the much-revised text of PSB D-23 conceded that
“Indochina remains the principal theater of resistance . . . and consequently



U.S. assets and resources cannot be diverted therefrom.” (The change
reflected the armed services’ preference for supplying conventional air and
naval support to the French in Indochina over the CIA’s alternative interest in
preparing for unconventional warfare.) Because of this insertion, Admiral
Radford told the NSC that “the Joint Chiefs would probably have no
objection” to the report. It was Robert Bowie of State who secured a further
amendment to “clearly indicate that any decision to initiate Phase II of the
plan for Thailand must be made by the National Security Council itself.”28

In the FRUS, there is no sign of further NSC consideration of PSB D-23
until July 1954, after the French defeat in Indochina. At this point a report to
the NSC notes that “military developments in the Indochina area . . . have
punctuated the transition from Phase I of PSB-23 to one approaching Phase I1
which visualized the loss of Indochina to the Communists.”29

Yet Donovan took steps to implement Phase II directly on his arrival in
1953, using the assets of Sea Supply’s Lopburi training base that had been
used to train Phao’s police. (By 1953, “two hundred CIA advisers had arrived
to train and supply the police.”30) Fineman writes that PARU expanded in
this period into an offensive, cross-border unit. In his account this was largely
the result of Lair’s initiative, although some people in Washington had
decided by 1953

to discontinue the Lopburi training program, . . . the CIA head of the Lopburi camp, William Lair,
resisted. Lair proposed . . . forming a new Thai unit to operate covertly in neighboring countries.
Because the plan answered the demands of PSB D-23, Donovan and Washington readily
approved Lair’s recommendations. PARU was the result. Over 1953 and 1954, PARU developed
into a small, but effective, guerrilla and anti-guerrilla force.31

But from the FRUS, we learn that C. D. Jackson, the original author of
PSB D-23, now looked to Thailand as a fallback base for an anticommunist
response after the French were defeated. In early 1954, after rejecting
Admiral Radford’s recommendation for U.S. military intervention at Dien
Bien Phu, Eisenhower ordered five top security advisers (including C. D.
Jackson) to form a special committee and discuss responses to the impending
“reverse in Indochina.” According to Gareth Porter, “One of the ideas
discussed at the meeting was that Thailand could ‘constitute a bastion if
Indochina fell’”:32

Both Dulles and Radford agreed that, after the Geneva agreement was signed, the most likely



form of “aggression” would be subversion. Dulles told Eisenhower that the risk of subversion
could be “largely countered by some buildup of local forces, as in Thailand . . . which he pointed
out would be “infinitely” cheaper than building a “major military defense in the area.”33

It seems clear that Washington proceed with two types of buildup.
American military assistance to Thailand was stepped up under the umbrella
of a new but largely ineffectual Southeast Asia Treaty Organization
(SEATO), an unwieldy assemblage of eight nations among which only one,
Thailand, was on the Southeast Asian mainland. The treaty committed the
United States to fight in defense of Thailand but was carefully drafted “so as
to exclude any U.S. military commitment to use force in the circumstances . .
. most likely to arise in Vietnam.”34

The United States, in other words, would not overturn the Geneva
agreements with military force. It was equally clear, however, that America
was still planning how to resist the full implementation of the accords and in
particular the holding of Vietnamese elections in 1956, which, by every
estimate, would confirm Hanoi’s control over both North and South Vietnam.

Partly to reassure Thai anxieties, the United States made clear its
determination that Laos, in particular, would not succumb to North
Vietnamese influence:

In discussions with Thai Foreign Minister Prince Wan Waithayakorn and Ambassador Pote
Sarasin, Dulles portrayed the new [SEATO] pact as drawing a new defense line in the region that
would include Thailand, Burma, Laos, and Cambodia, and “perhaps part of Vietnam.”35

PARU at this point was the only serious nonmilitary asset that the United
States possessed to fulfill this assurance. As we shall see, PARU did become
a mainstay of U.S. intervention in Laos and did become the initial cadre of
the U.S. secret war in that country.

This happened only after a Thai coup in August 1957 overthrew Phibun,
who had become increasingly neutralist after Geneva. Thai’s new leader was
Army Chief General Sarit Thanarat, a foe of Phao Sriyanond and the police.
Phao promptly fled to Switzerland, and Sea Supply, his source of American
support, was closed down permanently. On the other hand, Sarit reaffirmed
Thailand’s commitment to SEATO and negotiated an understanding with the
CIA:

BPP and PARU would lose their autonomy, and the United States would no longer provide large
amounts of lethal aid to the police, but the CIA’s intelligence activities and Thailand-based



regional operations would continue unimpeded. Indeed, at this time or soon afterward, the CIA,
working partially through the Thai station, began its aid program for Sarit’s cousin in Laos. Sarit
and the CIA had found common ground.36

PARU was America’s chief paramilitary resource in the region to subvert
the Geneva Accords but not its only one. By early 1954 the NSC was also
discussing plans for developing stay-behind guerrilla bands in Vietnam itself.
By 1955, CIA officer Edward Lansdale was initiating attacks against North
Vietnam, using Tai-speaking and other hill tribes involved in the drug
traffic.37

How Was PARU Paid For? In Part by Drugs

According to Fineman, the “CIA paid the salaries of PARU, as well as BPP,
troops.”38 But his statement is sourced only to an assertion in 1957 by
Phao’s successor as police chief, Sawai Sawaisaenyakorn, discussed shortly.
In fact the program’s chief, Bill Lair, has admitted in his oral biography that
by this time, PARU was receiving some of its funds by turning in opium
seized from the KMT.39

By 1953 the CIA had already supplied $35 million worth of assistance to
Phao’s police.40 Did the CIA at this time also pay from its own unvouchered
funds for the Phase II project the NSC had turned down? Or did it follow the
NSC’s prohibition against “US assets and resources” to the letter, drawing
instead from other sources?41

One possibility (as Sterling and Peggy Seagrave have written) was that
there was by the 1950s “a worldwide covert political action fund for covert
operations,” drawn from SS loot in Europe and Japanese hoards of stolen
gold in Asia.42 The hypothesis is highly controversial and also plausible. As
already noted, it is not questioned that in December 1947 the NSC created a
Special Procedures Group “that, among other things, laundered over $10
million in captured Axis funds to influence the [Italian] election [of
1948].743

It is not clear when this practice ceased. It is certain that for years, until
1972, the CIA liberally funded the Liberal Democratic Party in Japan.44
Norbert Schlei, a distinguished attorney who was later severely penalized for
his investigation of this matter, argued that the funding came from a secret



“M fund,”45 and the existence of the M-fund was later corroborated by
Chalmers Johnson:

The M-Fund . . . was initially created from sales of confiscated Japanese military stockpiles of
industrial diamonds, platinum, gold, and silver that had been plundered in occupied countries; the
sales of shares of dissolved zaibatsu companies; and so-called GARIOA or “counterpart funds,”
which were accounts of nonconvertible yen derived from the sales in Japan of official American
aid imports and authorized imports of such commodities as petroleum. All three funds were
combined into one M-Fund when the occupation ended, and the fund was jointly operated by
Americans and Japanese until the late 1950s, when it was turned over to the Japanese by then
Vice President Nixon to then Prime Minister Kishi.46

A key figure in the administration of the M-fund was Yoshio Kodama, a
jailed war criminal turned CIA asset whom we encountered earlier as a
cofounder of the Asian People’s Anti-Communist League: “Kodama formed
an unholy trinity between the yakuza [Japanese mafia], the LDP [the ruling
Liberal Democratic Party] and the United States forces of law and order with
a host of ex war criminals hovering on the sidelines.”47

The persecution and conviction of Schlei for his investigation of the M-
fund can be seen as part of this narrative—as a sign or warning that behind
the public face of the U.S. government are deep political processes that
remain private and mysterious.48

Furthermore, the recycling of funds for political purposes may not have
been confined to Japan. I myself heard from a former CIA officer that the
CIA spent $20 million in futile support of two right-wing parties in the 1957
Indonesian election.

But eventually, as we know from Bill Lair’s oral history, PARU was at
least partially financed through the drug trade itself.49 In his oral interview,
Lair described how his first PARU unit raided the opium depot of KMT
remnant troops in northern Thailand and seized “a lot” of opium because
under “Thai government regulations” they were entitled to retain a portion of
the value of the opium they seized. “That’s why we went up there in the first
place.”’50 Whether or not he realized it, Lair described exactly the standard
agreed procedure

of police border patrols staging elaborate shootouts with the KMT smugglers near the Burma-
Thailand frontier. Invariably the KMT guerrillas dropped the opium and fled, while the police
heroes [the BPP, of which Lair was an officer, and PARU was a unit] brought the opium to
Bangkok and collected a reward worth one-eighth the retail value.51



Lair added, “There was I think like 40 tons of opium—that’s a big stash.”
(He then added further that there were “a lot of smaller operations.”52) Forty
tons was indeed a big stash: more than Burma’s entire annual output before
World War II and twice the annual opium consumption in Thailand in 1949-
1950; it probably represented from a fifth to a tenth of Burma’s total annual
output in the mid-1950s. The BPP reward for a staged seizure of twenty tons
in the summer of 1955, “staged by Gen. Phao Sriyanond,” was $1.2 million,
or 15 percent of the total appraised value.53

Lair, who retired to Texas, seems never to have profited personally from
the drug trade.54 One cannot be so sure about his brother-in-law Willis Bird,
who was not in government service and who later helped establish the Thai
Stock Exchange in 1961.55 Meanwhile, the drug traffic through Thailand
made Phao Sriyanon, a CIA client, allegedly “one of the richest men in the
world.”56 (I was told in 2002 by a British expert that tons of Burmese heroin
still exited secretly through Thailand.)

Thai Drug Money and U.S. Politics

Visibly there has been great resistance to the suggestion that drug money
could have been used to lobby the U.S. Congress. The claim in a scholarly
book about the 1950s China Lobby that “the narcotics business has been an
important factor in the activities and permutations of the China Lobby” led to
a swift recall of the book by the book’s original publisher, Macmillan.57 This
is only one of many examples of books that have been recalled, suppressed,
or “privished” for venturing into this field.58

Fineman reveals that in the mid-1950s, after scandals had forced the
revamping of the China Lobby,

the private arm of the Thai Lobby had mustered its own resources. . . . Through Donovan, Bird, or
his other CIA connections, Phao had, by that time, hired lawyer Paul Helliwell . . . as a lobbyist in
addition to Donovan. Donovan [who received a reported $100,000 from the Thai government]
and Helliwell divided the Congress between them, with Donovan assuming responsibility for the
Republicans and Helliwell taking the Democrats.59

How did Helliwell, an influential Republican lawyer working full-time in
Miami, “take” the Democrats? By consulting the Annual Reports on
Registered Foreign Lobbyists, one learns that James Rowe, of the influential



and CIA-linked Washington law firm Corcoran and Rowe, had received a
single payment of $30,000 in one year as a registered foreign lobbyist for the
Thai Consul in Miami. (Thomas Corcoran had been a key figure in the
history of the airline Civil Air Transport [CAT], later known as Air America,
which flew arms to the KMT drug camps in Burma.) And the Thai consul in
Miami, it should come as no surprise, was Paul Helliwell.60

Because of Lair’s revelations, we must look more narrowly at the public
statement in 1957 from BPP Chief Sawai Sawaisaenyakorn, a probable
catspaw of the CIA, that the CIA paid the PARU and BPP salaries.61 What
may well have been true after the NSC authorization of 1954 cannot be
automatically extrapolated to the first unauthorized years of PARU.
Meanwhile, Sawai’s disclosure helped achieve the termination of Sea Supply
and the transfer of PARU to support from the International Cooperation
Administration (the predecessor of the Agency for International
Development). The United States had been pushing for this change anyway
to weaken its links to Phao and make the CIA connection to PARU less
publicly conspicuous.62

But it would have violated decorum for Sawai in 1957 to have declared
BPP and PARU to have been supported at any point by the illicit drug traffic.
Nor should we expect Daniel Fineman’s excellent book, written as a Yale
dissertation, to have raised the question whether PARU, like BPP, had ever
been financed by drugs. Here one has to contemplate the sociology of
parapolitical research. To have asked in the 1990s whether the CIA might be
using the drug traffic to finance its operations was not then a question often
encountered in doctoral dissertations.63

Meanwhile, this confusion and reticence on the forbidden topic of drug-
financed CIA-related operations has created what I long ago called a dark
quadrant in American politics, a zone of silence about which one can gather
only inferential clues from outside.64 The presence of this dark quadrant has
slowly come to deprive us of more and more of our political history.65 And
insofar as we are deprived of our history, our society ceases to be a
democracy or even a republic.

The costs to the body politic are palpable. In this specific case it helps
explain how a bureaucratic cabal, using Thailand as a base, was able over a
decade to induce U.S. military engagement in Southeast Asia in advance of
presidential authority or even knowledge.



By 1965, if not earlier, this engagement had produced the Vietnam War.

Pentagon, CIA, and PARU Prepare for War in Laos, 1958-1959

With the 1954 defeat of the French in Indochina, PARU began working with
the Hmong and other hill tribes in northern Thailand, mindful that many of
them were “seminomadic . . . roamed freely across . . . poorly defined borders

. and often maintained close relations with kinsmen in neighboring
countries.”66 (It is relevant that Hmong had poured into Thailand’s hill
country from the north in order to grow opium, with the encouragement of
Phao’s BPP.67):

The BPP, again with CIA funding and equipment, began establishing sometime after the summer
of 1954 a permanent presence in hill-tribe villages in the north. Openly, the BPP set up schools
and clinics and improved village infrastructure.

Secretly, it armed and trained tribesmen in guerrilla warfare. The United States hoped
eventually to deploy these roving tribesmen, with their ethnic connections in neighboring
countries, in Laos. . . . The CIA devoted a large proportion—perhaps most—of its resources to the
program.68

From a Thai perspective, this program was in part defensive. Most of the
hill tribes, in particular the Hmong, had little respect for the borders dividing
nations or the governments within them. But within four years, this had
become a cross-border offensive operation, designed to challenge the
neutralism of the new Laotian government under Souvanna Phouma.69

“Around 1958,” writes Fineman, “the CIA, with Thai help, began forming
an anticommunist army of Hmong hillsmen—the largest such group in Laos
—under the command of Hmong leader Vang Pao.”70 This was part of a
determined CIA effort to oust the government of the Laotian king’s neutralist
nephew, Prince Souvanna Phouma, who had been elected premier in a
landslide victory in 1951, returned to office in 1956, eventually ousted in
1958 by a series of U.S. interventions, and restored to office in 1960 by a
U.S.-trained neutralist officer, Colonel Kong Le, with Soviet support.71

William M. Leary, the CIA-approved historian of this period in Laos,
describes the CIA’s efforts to circumvent Ambassador Horace Smith’s
support for Souvanna Phouma (and the 1956 Geneva Accords):



Smith wanted to encourage the neutralist stance of Souvanna Phouma, a French-educated political
leader, who headed a coalition government that included the Communist Pathet Lao. [CTA Station
Chief Henry] Hecksher believed that the United States should provide covert financial assistance
to anti-Communist and pro-American forces in the deeply divided country. With Washington
indecisive, the CIA was able to ignore the ambassador and go its own way.72

But the CIA was not the only constituent in the U.S. war machine’s
preparations for war; it was acting in concert with elements in the Pentagon
and two pro-KMT officers (Walter S. Robertson and J. Graham Parsons) in
the Far Eastern Division of the State Department. Under Robertson’s
guidance, U.S. financial aid was channeled to build up the Laotian army in
relation to the other aspects of Laotian government.73 Then, by withholding
the monthly aid payment in June 1958, these elements were able to force
Souvanna Phouma’s resignation. His replacement, Phoui Sananikone,
declared in February 1959 that Laos was no longer bound by the provisions
of the Geneva Accords. Phoui recognized the KMT government in Taiwan
and accepted a buildup of U.S. military aid, including nonuniformed advisers.

The Joint Chiefs of Staff had been pushing since September 1958 for
introducing a Military Assistance Advisory Group into Laos.74 They
promptly approved nine teams of U.S. Army Special Forces (Operation
Monkhood) to arrive in Laos by threes on March 1, April 1, and May 1, 1959,
all in civilian clothes.75 The CIA also responded, reconstituting its airline
CAT in March 1959 as a completely CIA-controlled company and changing
its name to Air America. Air America, for the first time, began to lease larger
C-130 transports and prepared to train pilots for helicopters assigned to it
from the U.S. Marines.76

The Pentagon’s push for a Military Assistance Advisory Group to develop
a military elite in Laos, though incongruous to anyone who has visited that
peace-loving Buddhist country, was in keeping with the U.S. war machine’s
strategy at that time for developing the third world. In 1959 RAND sponsored
a conference on “The Role of the Military in Underdeveloped Countries,”
attended by military officers from nations such as Brazil, Burma, and
Indonesia. At this conference, CIA-linked US academics challenged the
western “bias” against “militaristic societies,” and urged officer corps to play
a more active political role. The following remarks by Professor Lucian Pye
of MIT were far from the most extreme:

Military leaders are often far less suspicious of the West than civilian leaders because they



themselves are more emotionally secure. . . . [M]ilitary rule itself can become sterile if it does not
lead to an interest in total national development. . . . This leads us to the conclusion that the
military in the underdeveloped countries can make a major contribution to strengthening
essentially administrative functions.77

Within six years, military officers of Burma, Brazil, and Indonesia (some of
whom had attended the RAND Conference) staged successful military coups
in their home countries. As we shall see, by the end of 1960 the Pentagon and
CIA had induced a military coup in Laos as well.

Emboldened by the U.S. buildup, Phoui in May ordered the Pathet Lao
forces to submit to the discipline of the Royal Laotian Army (RLA). One
battalion instead defected and withdrew to the northeastern region near the
North Vietnamese border. There in mid-July it set about ousting the RLA
from its isolated outposts. Thus were fired the first shots of what would
become the Second Indochina War.78 But not many shots were needed: the
small RLA garrisons “were only too ready to retreat to safer
surroundings.”79 Historians agree that these events in July and August 1959
were local and did not involve North Vietnam. According to Martin Stuart-
Fox, “not until September 1959 . . . did the DRV [North Vietnam] activate a
new support group . . . to arm and supply a renewed Pathet Lao
insurgency.”80

Yet in August 1959, Laotian officials were complaining about “the
participation of North Vietnamese troops” and that Chinese communist
troops “were actively patrolling the frontier.”81 Ambassador Smith cabled
the State Department on August 9 that the Laotian claims were “manifestly
exaggerated” and specified that the active participation of North Vietnamese
troops “has not been proven.”82 But Allen Dulles on August 6 told the NSC
that “the fight against Laos had been inspired by the Communist powers, and
undoubtedly had been discussed while Ho Chi Minh, the President of North
Vietnam, was in Moscow.” He proposed that the NSC consider the use of
free-world volunteers and pointed out that “Thailand as well as South
Vietnam had good soldiers who would make effective volunteers.”83 This
bid for using PARU in Laos failed to win Ike’s support at this time.

Matters changed on August 30, when according to Bernard Fall there was a
“resumption of heavy localized attacks against Lao Army posts” in
northeastern Sam Neua province. Again the Laotian army blamed the attacks
on North Vietnam. Western press dispatches bore such news as “Viet-Minh



[North Vietnamese] troops advanced to within 13 miles of Sam Neua City
(UPI), . . . while on September 5, an editorial of the Washington Post, citing
the “splendid, on the spot reporting” of its columnist Joseph Alsop, spoke of
a “full-scale, artillery-backed invasion from Communist North Viet-Nam.”

“All this,” commented Fall, “was just so much nonsense.”84 More
precisely, it was the result of a deception staged in Sam Neua for Alsop’s
benefit by two client generals in the Laotian army, one of them army chief
Ouane Rattikone. Alsop was introduced to “four ‘scrawny, wiry little
villagers,” one of whom had a ‘severe leg wound.’” Allegedly they had just
trekked through forty-five miles of jungle in the monsoon season, when in
fact it would have been difficult to travel more than ten.85 The motives of the
generals were probably simple enough: to preserve the flow of U.S. aid
dollars for their padded troop payrolls after a recent congressional report had
noted the graft surrounding the program.86 But the timely arrival of Joseph
Alsop suggests that some in Washington wished to use a false Laotian crisis
to promote their own deeper agenda.

Alsop had been a Washington insider ever since his days of influence with
Franklin Roosevelt, his distant cousin. At Harvard he joined the aristocratic
Porcellian “gentleman’s club,” the club that had also accepted his great-uncle
Theodore Roosevelt, but had rejected Alsop’s cousin FDR.87 He was later a
member of New York’s elite Brook Club, along with men like Henry Luce,
Desmond Fitzgerald, and Walter Robertson. In World War II he had served
as a naval intelligence officer and in that capacity had been assigned to the
Flying Tigers of General Chennault. Although technically an aide to
Chennault, he was, in fact, along with his friend Thomas Corcoran, a direct
intermediary between Chennault and FDR.

In 1949, Alsop endorsed and publicized Chennault’s unpopular plan for
using airpower to help Chiang survive on the mainland.88 In response to the
French crisis at Dienbienphu in 1954, Alsop “advocated American air
support, the deployment of American troops, or even the use of tactical
atomic bombs.”89 Alsop was also a longtime personal friend and supporter
of Department of Defense, OPC, and CIA figures like George Forrestal,
Allen Dulles, and particularly ex-OPC Chief Frank Wisner, as well as
Wisner’s close friends Philip and Katharine Graham of the Washington
Post.90 Thus, it is not surprising that Alsop’s scare column in 1959 helped
implement the CIA’s plans to initiate air support for the Laotian army from



Chennault’s old airline, now reconstituted as Air America.91

The falsity of the Laotian nonsense exploited by Alsop was amply exposed
in the 1960s by astute observers like Bernard Fall (a Frenchman) and Denis
Warner (an Australian).92 And yet historians like William Leary still allege
that the steps taken in 1959 by the CIA was in response to the fighting that
summer:

The quiet in Laos changed dramatically in the summer of 1959 when fighting broke out between
the Pathet Lao and the Royal government. . . . The United States answered a request for assistance
and dispatched Special Forces teams (later known as White Star) to train the Royal Lao Army. At
the same time, the CIA increased its logistical support to the army by using the transports of Air
America, an airline that it secretly owned.93

In fact, the first two planes from Air America (as CAT had been renamed
in March 1959) had arrived in Vientiane by August 23, one week before
Alsop’s alleged “massive new attack.”94

Pentagon, CIA, and PARU Begin a War in Laos, 1960

Backed by Allen Dulles in Washington and a U.S.-promoted coalition of
colonels, the Committee for the Defense of National Interests (CDNI) in
Laos, Phoumi interfered more and more energetically in Laotian politics. On
December 23, 1959, at an NSC meeting, Dulles “noted that in Laos drastic
changes in the government will be required if the Pathet Lao is to be
restrained.”95 The very next day Phoumi deployed troops through the
political capital of Vientiane, forced the prime minister to resign, and would
probably have seized power himself had Western ambassadors not “made it
known to the King . . . that they were opposed to a military government.”96
The following April, CIA officers, distributing bagfuls of money to village
headmen, helped rig a blatantly fraudulent parliamentary election in favor of
the CDNI.97 Appalled by the corruption, in August 1960 a U.S.-trained army
colonel, Kong Le, restored Souvanna Phouma to power, and the Laotian
Assembly ratified Souvanna’s new government. This government was then
officially recognized by the U.S. government but not by the Pentagon and the
CIA, that is, the war machine. Souvanna Phouma was also opposed by Ngo
Dinh Diem in South Vietnam and Sarit Thanarat in Thailand (who was



related to Phoumi), and Sarit imposed a total trade embargo on Vientiane.

The Pentagon and the CIA, having lost control of the Laotian political
process, began preparing for a military coup to displace Souvanna Phouma a
second time and to install Phoumi Nosavan in his place. By September 1960
the planes of Air America were supplying Phoumi’s rebel base from Thailand
to Savannakhet on the Thai border, bringing supplies for “two hundred Lao
paratroops who had just completed training in Thailand.”98 In the same
month U.S. military supplies were cut off for Kong Le’s forces, “while the
monthly cash-grant to pay government and military supplies was suspended”
for a month.99

In December 1960, Phoumi’s PARU-trained troops, “led by US Special
Forces officers,” moved north from Savannakhet toward Vientiane.100 After
a two-week delay, they fought their way into Vientiane, where “as many as
500 people lost their lives.”101 According to Roger Warner, the PARU-
trained troops were central in this military push; in addition, “PARU
communications and medical technicians, working with U.S. Army advisors,
played an important part in Phoumi’s capture of Vientiane.”102

Here is Leary’s account of these developments, including the reaction in
Washington:

Heavy fighting took place in December, when Phoumi’s troops reached the capital. [L.eary does
not mention that these were the CIA’s foreign-backed insurgents, attacking a government
recognized by the United States.] By the end of the year, Kong Le—who was now receiving
support from a Soviet airlift—had retreated to the Plaine des Jarres. . . . “If we lose Laos,”
[Arleigh Burke, Chief of Naval Operations] told the Joint Chiefs on 31 December, “we will
probably lose Thailand and the rest of Southeast Asia.” [Burke predicted that the effects of this
loss would be felt worldwide.] President Dwight D. Eisenhower, in his last days in office, rejected
direct military intervention. The administration, however, did approve a recommendation from the
CIA that had been endorsed by Admiral Felt and State Department officials to arm and train
Hmong tribesmen in northern Laos. In January 1961, CIA paramilitary specialist James W. “Bill”
Lair met with Hmong leader Vang Pao. He found Vang Pao eager to obtain modern arms and
training for the Hmong. . . . As the CIA wanted to maintain a low profile in Laos, Lair arranged to
have the Thai Border Police train the first 1,000 Hmong recruits.103

This is the PARU training program of Hmong that, according to Fineman,
had actually begun two years earlier, in 1958.

All accounts agree that in December 1960, Bill Lair and CIA Far Eastern
Chief Desmond FitzGerald arrived in Vientiane, on separate flights, “while
smoke was still billowing.”104 In a fortnight Lair and his Thai PARU



commander had made direct contact with the Hmong leader Vang Pao, of
whom Lair had first heard in Thailand.105

Thus began the Laotian phase of what was called Operation Momentum,
the CIA program for training and arming Vang Pao’s Hmong against the
North Vietnamese.106 Ninety-nine PARU paratroopers in Laos trained the
Hmong and in the early 1960s fought alongside them.107 It was from this
entrée that Lair became “founder and leader of a thirty-thousand-man army”
for the CIA.108

The CIA’s aim, as an officer explained in 1961 to Time magazine, “was to
‘polarize’ the communist and anti-communist factions in Laos.”109 By 1960
this destabilization campaign had led the CIA, using PARU troops, into war
in Laos. This was a unilaterally initiated campaign, against the advice of U.S.
Ambassador Winthrop Brown in Vientiane. It also marked the first
resumption of warfare in Indochina since the Geneva Accords of 1954, with
the initiative taken by the CIA, PARU, and their proxies.

Although ostensibly intended to counter the influence of the North
Vietnamese in Laos, the CIA’s campaign predictably had the opposite result.
“The political effect of the Battle of [Vientiane] was to force [Kong Le’s]
neutralists into the waiting arms of the Pathet Lao.”110 The North
Vietnamese gave more and more support to the Pathet Lao forces, composed
principally of troops from the country’s Tai-speaking L.ao Loum majority,
and increasingly entered the conflict itself.

McCoy has shown how the CIA and Air America facilitated the traditional
Hmong opium harvests by supplying both rice and air transportation. To
maintain Vang Pao’s loyalty and help pay for his troops, they transported
“the tribe’s cash crop” of opium (and later heroin).111 But McCoy does not
mention the extent to which the partially drug-supported program of
Operation Momentum was an extension of the original Sea Supply support
program for the opium-smuggling Thai BPP.

Although supported by a high-level cabal including C. D. Jackson,
Donovan, Dulles, and Fitzgerald, some of the CIA men on the ground were
also close to the original Helliwell-Willis Bird clique. Bill Lair, though
unlike Bird a bona fide CIA operative, had come to Thailand under cover of
Sea Supply.112 Lair also became Bird’s brother-in-law after both men
married sisters of the Anglo-Thai OSS veteran Sitthi Savetsila.113 Phao,
“who knew Lair worked for the CIA, accepted [the PARU program] on the



condition that Lair also become an aboveground, legitimate officer in the
Thai police.”114 (The word “legitimate” obscures the fact that the BPP,
including perhaps PARU, was being used at the time by Phao “to build a
virtual monopoly on Burmese opium exports.”115)

Bangkok CAT Chief William Bird, said to be Willis Bird’s relative,116
received the CIA contract to construct landing strips for the Hmong villages.
He also acquired a fleet of fifty aircraft to fly supplies to the Hmong, until in
1965 he sold his airline for about $1 million to Continental Air Services
(headed by Robert Rousselot, the CAT pilot who had flown Sea Supply arms
to the KMT in Chiang Mai).117

Willis Bird himself was awarded U.S. aid contracts for construction in
Laos and indeed was eventually accused of bribes and nonperformance in a
1959 congressional report.118 Three years later, as Kennedy struggled to
disengage from Laos, Bird was indicted by Bobby Kennedy’s Justice
Department.119

KMT Troops Join CIA and PARU in Laos, 1959-1961

From as early as March 1959 (the month when CAT in Taiwan was renamed
Air America), some of the KMT troops in Burma moved into Laos, where
they were supplied by what Bernard Fall described as “an airlift of ‘unknown
planes.’”’120 The KMT would help establish a CIA presence in western Laos
to complement that of the Hmong in the east. That the planes were in fact Air
America’s was confirmed when a supply plane was shot down by the Thai air
force in 1961, and responsibility for the flight was accepted by a group in
Taiwan affiliated with the Asian People’s Anti-Communist League.121
Starting in 1958, the KMT in Taiwan had been sending fresh arms and
troops to Burma, inspired by reports of widespread starvation in China, as a
consequence of the ill-considered Great Leap Forward of 1958-1962. In
Kaufman’s words, “Reports of China’s difficulties led Chiang [Kai-shek] to
believe that the time was ripe for an attack.”’122 But the renewed KMT
incursions into Yunnan instead moved Beijing to launch a decisive
counterattack. In January 1961 the Burmese army, assisted by the much more
powerful mainland Chinese People’s Liberation Army, finally evicted the



remnants of the KMT from their Burmese headquarters. In their effort to
impose government order on the wild Shan frontier, the Burmese and
Chinese were responding to the renewed KMT provocations.

After overrunning the KMT base in Mong Pa Liao, the Burmese displayed
freshly dated cartons of ammunition that had been shipped through Travis Air
Force Base near San Francisco. The resulting publicity determined incoming
President Kennedy and his new secretary of state, Dean Rusk, to dismantle
the embarrassing KMT presence in Burma. However, the U.S. ambassador in
Taipei, Everett Drumright, who tended to sympathize with Chiang, softened
the full tenor of Kennedy’s pressures on Taiwan to do so0.123

About 1,000 KMT troops retreated south with Generals L.i Wenhuan and
Duan Xiwen into northern Thailand. A larger force of at least 2,000 to 3,000
crossed the Mekong into Laos, establishing themselves at Nam Tha.124
Under pressure from Kennedy in Washington, Taiwan cut back support for
the so-called Third and Fifth KMT Armies in Thailand.125 But it organized a
new Special Battalion 111 [“Bataillon Spécial 111”], adding to those in Nam
Tha new recruits from anticommunist ex—prisoners of war (POWSs) in the
Korean War126

Commanded by the highly competent Li Teng, it was manned mainly by ex-POWs from the
Korean War. The allied forces had captured more than 20,000 Chinese PLA troops from the
human-waves of young conscripts which the Communists had sent down across the 38th parallel.
More than two-thirds of the Chinese POWs were violently opposed to the idea of returning to
their communist homeland, and after careful vetting by Taiwanese intelligence agents, a fair
number of them were resettled on the Nationalist Chinese island. The most trustworthy were
given special training and had slogans like “Death to Communism!” Tattooed on their arms to
prevent defection. They were sent to the Chinese frontier in northern Laos, where they remained
for years as the most secretive of all the mercenary groups that were deployed there during the so-
called “Secret War.”127

Kennedy and Rusk, with only recalcitrant support from men like
Ambassador Drumright, were sincere in their efforts to terminate the
embarrassing KMT presence in the region.128 However, “within months, the
CIA began hiring these disowned KMT remnants as mercenaries for its secret
operations in northwestern Laos.”129 Thus, the KMT control of the Burmese
opium trade had not ended but was now run instead out of Thailand and Laos.
(And in 1962, with the coup d’état against U Nu in Rangoon, the KMT
reentered Burma.130 It has in fact been estimated that the KMT, through



isolated outposts, continued to dominate as much as one-third of the Shan
State, or 20,000 square miles.131)

Summarizing a CIA document, Lintner writes that “four or five hundred
KMT troops were said to have been recruited by the Laotian army to patrol
the area between Luang Prabang and Ban Houei Sai—and the government in
Vientiane was attempting to enlist more to garrison Nam Tha province
further to the north.”132

Although Lintner fails to make this clear, the “Laotian army” here referred
to was the CIA-backed insurgent army of Phoumi Nosavan, whose backbone
was the PARU force loyal to Bill Lair. Just one month earlier, in December
1960, the CIA, its Thai PARU units, and the Pentagon (with active but futile
opposition from the U.S. ambassador) had installed this so-called government
in Vientiane. This was in fact the armed insurrection of the CIA’s client,
Phoumi Nosavan, in a military revolt against the constitutional and neutralist
government of Souvanna Phouma.133

In 1962, the KMT troops in Nam Tha province, which had been built up in
1961 against U.S. advice, provoked a major international crisis. Repeating
the KMT performance of a decade earlier, they first probed into enemy
territory; then, after the first retaliatory shots, they withdrew precipitously to
Thailand.134

During this crisis, CIA financial support for the KMT troops in Nam Tha
became a contested issue. President Kennedy tried vainly to remove the
troops by stopping the payments, but some unknown power continued
them.135 The London Times suggested that the CIA itself was the source, but
the funds may have come from other U.S. clients—perhaps Taiwan or
Phoumi’s cousin Sarit Thanarat in Thailand—or from the drug traffic.136

Kennedy achieved a peace of sorts in Laos with the 1962 Geneva
Agreements. But he did so at a momentous price: by allowing the Pentagon
to put 4,000 U.S. ground troops into Thailand (the first such troops on the
Asian mainland) and agreeing to similar compensatory buildups in
Vietnam.137 In short order, these troop movements would embroil the
United States in the Vietnam War.138

There was energetic support in the CIA and the Pentagon for Phoumi’s and
the KMT’s defiant provocations in Laos. One motive may have been support
for Thailand’s anxieties about a communist Laos and especially about the so-
called Red Hmong on both sides of its common border. Another local



explanation may have been an American desire, like the earlier French desire,
to ensure that the valuable Laotian opium harvest did not fall into the hands
of the newly activated Vietcong.

But the easiest explanation, as I have written elsewhere, is that there
continued to be high-level support for Chennault’s vision of a U.S.-supported
KMT reinvasion of South China, as first authorized by Truman back in 1951.
As we have seen, this dream was intensified by reports of widespread
starvation in China as a consequence of the ill-considered Great Leap
Forward.139 Both Eisenhower and Kennedy were unwilling to provide
assistance, but some in the CIA, the State Department, and the Pentagon,
notably Desmond Fitzgerald, felt differently.

PARU—and the Hmong it trained under Vang Pao—continued to play a
central role in the CIA’s war in Laos. When CIA Far East Chief Colby visited
Laos in 1967, he learned that the Hmong were accounting for more than 400
dead Pathet Lao per month as well as contributing intelligence for air strikes
killing twice that number. “By contrast, the royal Laotian army accounted for
a mere seventy battle deaths per month.”140 Increasingly, Vang Pao’s
Hmong, enhanced by Thai Hmong replacements as their casualty rates
increased, were integrated into the activities of the RLA.141

But PARU troops were also dispatched to a new guerrilla base, Nam Yu, in
northwestern Laos to work with Yao and Lahu guerrillas under a CIA officer,
William Young, who had been recruited by Lair.142 As we shall see, the
Nam Yu base was destined to become by 1966 a focus of serious drug
charges reaching the Federal Bureau of Narcotics in Bangkok.143

The CIA’s Manipulation of Presidents and Its Effect on the Drug Trade

There was a difference between the CIA’s performance with CAT in 1949
(which was concealed only from the public) and in Laos a decade later
(which was largely concealed from President Eisenhower). The OPC’s covert
plan to subsidize CAT was cleared after consultations with the State
Department and funded by an emergency vote in Congress that was approved
by the president.144

In the late 1950s the top CIA and Pentagon leadership plotted not so much
with President Eisenhower as against him.145 The advice he was given was



often either belated or deliberately misleading. For example, in December
1959, President Eisenhower was notified of Phoumi Nosavan’s imminent
right-wing coup in Laos. Although this coup had in fact been fomented by the
CIA, Eisenhower was assured in a CIA memo that “throughout this matter
the U.S. has been making every effort to stand aside.”146 In fact, it was only
Ambassador Smith (who had strongly opposed the CIA coup) who on
December 22 had been told to “step aside.”147

Ten months later, on October 11, 1960, Eisenhower was notified that
supplies “will be flown in to the non-Communist area in the North,” that is,
Vang Pao’s Hmong.148 In fact, Air America flights to Vang Pao (thus
cementing his alliance to the CIA and Phoumi) had already begun on October
5.149

As I have described in detail elsewhere, key decisions in escalating U.S.
support for Phoumi were belatedly approved by Eisenhower at artificially
contrived times when he was in isolation—on holiday in Scotland, at the
Augusta National golf course, or in the hospital.150 The effect of the last
decision in December 1960—to supply U.S. aircraft in support of Phoumi—
finally ratified what Air America had been doing covertly in Laos for more
than a year.151

This had the same result as the contemporary decision to approve plans for
a military invasion of Cuba at the Bay of Pigs: to limit and postpone
Kennedy’s ability to respond to Khrushchev’s proposals for détente.152
Significantly, the old Chennault backers Helliwell and Pawley were both
involved in the Bay of Pigs preparations.153

The CIA was even more actively opposed to Kennedy’s stated intentions in
Cuba and Laos. By 1961-1962, as we have already noted, the CIA was
actively opposing President Kennedy’s attempts to defuse the growing
confrontation with China in Laos. An example of collusive CIA opposition to
Kennedy’s policies was the CIA’s role in planting a dishonest article by
Charles Murphy about Cuba and Laos in Fortune magazine, for which the
CIA had the gall to seek an official State Department clearance.154

The Willis Bird cabal had also helped to install a narcoregime in Laos.
Their protégé, the drug-trafficking CIA client Phoumi Nosavan, for the first
time directly involved his army in the opium traffic “as an alternative source
of income for his [Laotian] army and government. . . . This decision
ultimately led to the growth of northwest Laos as one of the largest heroin-



producing centers in the world” in the late 1960s.155 Conversely, when the
United States withdrew from Laos in the 1970s, opium production there
eventually plummeted, from 200 tons in 1975 to 30 tons in 1984.156

Back in America in the early 1960s, Paul Helliwell, mastermind of the
CIA’s involvement with CAT and Sea Supply, further involved himself and
the CIA with Lansky and money laundering. In 1965 he helped launch the
Castle Bank in the Bahamas, which rapidly collected deposits from the CIA,
organized crime, and KMT figures like Chiang Kai-shek’s daughter.157
Although I have yet to see proof of the frequent charge that Castle Bank was
set up to launder drug profits, there can be no doubt that Helliwell and
Pawley intensified the CIA’s mob connections in the Bahamas in the 1960s at
just the time that the Bird cabal intensified the direct involvement of the CIA
with drug trafficking in Laos.

With the benefit of hindsight, we can say that the initial strengthening of
off-the-books assets for a clique in a little-known and little-controlled covert
aspect of U.S. government—the OPC—was also a weakening of the integral
health of the constitutional polity of the United States and a transition from
an American defense establishment to an offensive American war machine.
Put differently, we can say that institutions appropriate for the unsupervised
management of an empire were beginning to expand, even to metastasize, at
the expense of democratic domestic government.

We shall see that with the passage of time, the problem of off-the-books
assets became more and more relevant to the conduct of covert U.S. foreign
policy, with more and more disastrous consequences for the well-being of the
domestic United States. Drugs, furthermore, continue to play a dominant role
in the financing of these assets. Reckless support for drug-financed off-the-
books assets in Afghanistan in the 1980s was a major factor in the rise of the
al-Qaeda menace that America has faced ever since.158

The same reckless support has created more than 5 million heroin addicts
in Pakistan and a million in Afghanistan, two countries that back in 1979
were relatively free of heroin addiction.159

Policymaking by Cliques: Long-Term Consequences for Thailand

The CIA-supported KMT drug armies in Burma had an analogous negative



impact on Thai democracy as well. The covert reality of the drug trade
through Thailand subjected Thai politics to a succession of military
strongmen from Thailand’s drug-trafficking Northern Army—from Phao
Sriyanon (1947-1957) and Sarit Thanarat (1957-1963) to Kriangsak
Chamanan (1976-1980). These men rose to power with significant support,
initially from Helliwell and Bird and later from the CIA.160 And when, after
the end of the Vietnam War, this type of support declined in the 1970s, their
influence likewise declined.

The strongmen all shared a background of service in the Thai Northern
Army. Back in 1943, when it still occupied the opium-growing Shan states
taken from Burma, this army had made contact with the KMT armies to
create the postwar KMT-Thai drug connection.161 Despite the rivalries
between some of these generals—notably Phao and Sarit—this small clique’s
shared dependence on Northern Army exploitation of the underlying drug
traffic qualifies them as a cabal.

With the gradual disappearance of Chinese and Iranian opium from the
world market in the early 1950s, the KMT radically increased annual
production in the Shan states of Burma, from less than 80 tons after World
War II to an estimated 300 to 400 tons by 1962.162 Most of this reached the
world via the Thai border police and Bangkok: “In 1954, British customs in
Singapore stated that Bangkok had become a major center for international
trafficking in Southeast Asia. . .. By 1955 the Thai police under General Pao
Sriyanonda had become the largest opium-trafficking syndicate in Thailand,
and were involved in every phase of the narcotics traffic.”163

The emerging conflict between the police under Phao and the army under
Sarit was in part a struggle over the considerable profits from this traffic.164
American military interest in the new SEATO led to increasing U.S. support
for Sarit and his Thai army and concomitant exposures of Phao in the U.S.
press as a drug trafficker. After meeting with Dulles and Eisenhower in
Washington, Sarit consolidated his power with the second of two swift coups,
suspending the constitution, and abolishing all political parties. But the CIA
connection continued.165

The generals’ connections to the drug traffic helped to make all of them
wealthy. It also gave them access to off-the-books assets in their fight against
communists and their allies. When in 1961 the KMT armies were finally
expelled by Burma with Chinese help, the troops of Generals Li Wenhuan



and Duan Xiwen were allowed by Sarit to reestablish themselves inside the
Thai border at Tam Ngob and Mae Salong. In exchange for their freedom to
continue their drug trafficking, the two KMT armies (the Third and Fifth
KMT) supplied protection to Thailand against Burma and helped to suppress
an indigenous insurrectionary movement in the northern part of the
country.166 In 1972 the two generals and their armies were officially
incorporated into the Thai defense system and “placed directly under the
control of the Supreme Command in Bangkok.”167 Their opium dealing
continued.



5

Laos

Financing a War by Drugs

The CIA’s Involvement in the Laotian Drug Traffic

IT IS STILL QUITE COMMON FOR MAINSTREAM HISTORIES, like Tim Weiner’s Legacy
of Ashes, to describe in some detail the CIA’s involvement in Laos and with
Vang Pao without ever mentioning the topic of opium or the drug traffic.1
However, in 1972, Alfred McCoy’s monumental book, The Politics of Heroin
in Southeast Asia, broke the silence. McCoy revealed that the Hmong villages
under Vang Pao grew cash crops of opium for export out of Air America
landing sites; that the CIA’s client in Laos, Phoumi Nosavan, had used the
opium traffic to fund his army and government; and that the military
successor to Phoumi, General Ouane Rattikone, both headed the Laotian
army and chaired the semiofficial Laotian Opium Administration, importing
opium from a CIA employee and Shan leader in Burma.2

Summarizing his findings in Laos and elsewhere, McCoy made a strong
case for CIA complicity in the drug traffic that was judicious, if anything
understated, yet at the time sensational:

American diplomats and secret agents have been involved in the narcotics traffic at three levels:
(1) coincidental complicity by allying with groups actively engaged in the drug traffic; (2)
abetting the traffic by covering up for known heroin traffickers and condoning their involvement;
(3) and active engagement in the transport of opium and heroin. It is ironic, to say the least, that
America’s heroin plague is of its own making. . . . American involvement had gone far beyond
coincidental complicity; embassies had covered up involvement by client governments, CIA
contract airlines had carried opium, and individual CIA agents had winked at the opium traffic. As
an indirect consequence of American involvement in the Golden Triangle until 1972, opium
production steadily increased.3

At the same time McCoy judged that, “unlike some intelligence agencies,
the CIA did not use the drug traffic to finance its covert operations.”4 He thus
took issue with observers like Burton Hersh, who have written that the
Kuomintang (KMT) army assembled under Li Mi “developed over time into



an important commercial asset for the CIA.”5 I shall argue in this chapter
that, although we know of no formal financial relationship between the CIA
and traffickers like the KMT, the CIA did use influence and, if necessary,
military force to direct drug proceeds into support of its own operations.

McCoy’s judgments have stood up well despite almost forty years of
official semidenials. Today some would say that he was too circumspect
rather than too rash in his charges. Even in the first edition of his book, his
discussion of what he called in 1972 “a mysterious Bangkok-based American
company named Sea Supply Corporation” indicated that the CIA did not only
cover up for known drug traffickers but also enabled and fostered their drug
trafficking.6

More recently McCoy himself has stressed that the CIA did not only ally
itself with and protect traffickers but also recruited and strengthened them:

The CIA recruited as allies people we now call drug lords for their operation against communist
China in northeastern Burma in 1950, then from 1965 to 1975 (during the Vietnam war) their
operation in northern Laos and throughout the decade of the 1980’s, the Afghan operation against
Soviet forces in Afghanistan. Powerful, upland political figures control the socie-

ties and economies in these regions and part of that panoply of power is the opium trade. The CIA
extended the mantle of their alliance to these drug lords and in every case the drug lords used it
to expand a small local trade in opium into a major source of supply for the world markets and
the United States. While they were allied with the United States these drug lords were absolutely
immune to any kind of investigation. If you’re involved in any kind of illicit commodity trade,
organized crime activity like drug trafficking, there is only one requisite for success, immunity,
and the CIA gave them that. As long as they were allied with the CIA, the local police and then
the DEA stayed away from the drug lords.7

Since 1972, additional evidence has come from new books, demonstrating
that CIA officers had done more than “wink” at the traffic. In 1987, James
Mills, after interviewing disgruntled Drug Enforcement Administration
(DEA) and Customs officers, showed that CIA officers were intimately
involved with traffickers “around the world,” obstructing DEA investigations
and lying about this:

The tracks are everywhere. The dapper, aristocratic Mr. Lung—O02 to his American government
contacts—speaks laughingly of CIA-supported Thais helicoptering up the mountains to collect
their “goodies” from CIA client Chang Chi-fu [Khun Sa], the world’s foremost opium dealer.
Chang’s heroin-dealing colleague, Chinese General Li Wen-huan, is known to be a CIA
dependent. The CIA terminates Operation Durian, a DEA assault against [Teochew] Lu Hsu-shui,
whose wife happens to be a cousin of Poonsiri Chanyasak, the Communist Lao government’s
“minister of heroin,” and who himself turns out today to be associated with a representative of



Communist Chinese intelligence. . . . Alberto Sicilia-Falcon, a major marijuana-heroin-cocaine
dealer also suspected of employment by the CIA . . . is rescued by a high Mexican official the
CIA later identifies as its “most important source in Mexico and Central America” [Miguel Nazar
Haro]. In Panama the CIA inhibits a DEA intelligence operation, and blocks a Washington
meeting between Panama’s drug-dealing leader and DEA bosses.8

The complaints of Federal Bureau of Narcotics (FBN), DEA, and Customs
officials are now further endorsed and expanded on by Douglas Valentine in
his new second volume on the history of postwar U.S. drug enforcement: The
Strength of the Pack. Valentine reports a former FBN agent’s claim that he
actually busted Vang Pao in Vientiane with 50 kilograms of morphine base
and that when the CIA found out, it returned the dope to Vang Pao and threw
the FBN agent out of the country.9

Reflecting the impressions of his FBN informants, Valentine also reports
as fact allegations that “the CIA was flying heroin out of Xeno” (Seno, an
airfield near Pakse in southern Laos).10 However, Valentine himself
corroborates the statement by Alfred McCoy that the opium passing through
Pakse and Seno was handled by diverse traffickers, ranging from the
Vietnamese air force to Corsican entrepreneurs.11 Some of these traffickers
(e.g., Nguyen Cao Ky, head of the Vietnamese air force) were CIA clients;
others, such as the Corsicans, perhaps were not.

Valentine writes that the KMT base at Nam Yu in western Laos, “which
provided the bulk of narcotics in the Far East, was a protected CIA
operation.”12 Other sources describe Nam Yu (or Nam Lieu) as Lima Site
118A, the forward base for northwestern Laos in the CIA’s overall air
support operation known as Project Sky.13 The first chief of base there,
William Young, opened the base to serve “as CIA headquarters for cross-
border intelligence forays deep into southern China.”14 His eventual
replacement, Tony Poe (Anthony Poshepny, a veteran of Sea Supply in
Bangkok), also trained tribal warriors and sent intelligence teams into
China.15 The easiest way to infiltrate teams on the ground was to insert
agents into the KMT’s regular drug caravans traveling up the traditional
opium routes.

Citing both Tony Poe and an FBN memorandum of 1966, Valentine claims
that massive amounts of opium left Nam Yu for Hong Kong, via
sophisticated air drops of oil drums in the Gulf of Siam:



Poe . . . made sure that the CIA’s share of opium was delivered from Nam Yu to the nearby
airfield of Ban Houei Sai.16 . . . As Poe told the author, the opium was packed in oil drums,
loaded on C-47s piloted by Taiwanese mercenaries and flown to the Gulf of Siam, then dropped
into the sea and picked up by accomplices in sampans waiting at specified coordinates. The opium
was ferried to Hong Kong, made into heroin by Chinese chemists, and sold through established
brokers to the CIA’s Mafia partners from OSS [Office of Strategic Services] days. Most of Poe’s
account was confirmed by CIA officer Don Wittaker at a January 1966 meeting with FBN Agent
Al Habib in Vientiane. The FBN knew what the CIA was doing. Wittaker’s boss, James Lilley—
whom President Bush appointed ambassador to China in 1989—knew all this too, and more.17

Valentine’s charge that the CIA had a share of the opium is vigorously
contested by most observers and relies on the alienated and unreliable
reminiscences of Tony Poe. But the claim of sophisticated oil drops,
confirmed by Roger Warner in Shooting at the Moon, would indicate that the
Laotian drug traffic was organized by experienced international traffickers,
not by amateurs like either Vang Pao or the Laotian air force.18

International Drug Connections and Laotian Opium

The most obvious candidates would be the Corsicans, who for years had been
flying small planes into the drug regions of Laos (including Ban Houei Sai).
Back in 1962 a pilot for the Corsican airline Air Laos Commerciale had been
arrested and briefly detained in Thailand after he had dropped into the ocean
south of Cambodia “twenty-nine watertight tin crates, each packed with 20
kilos of raw opium and wrapped in a buoyant life belt.” The airline’s owner,
Bonaventure Francisci, “was allied with the powerful Guerini syndicate in
Marseille” (whose thugs, as noted earlier, helped Irving Brown clear the
Marseille docks of communists).19

We should contemplate this important possibility when we hear the
charges in 2010 that skilled international traffickers, not Afghans, control the
massive export of drugs out of Afghanistan. As to who these international
traffickers in Laos could have been, there are two obvious possibilities. The
first is the KMT element in Taiwan who in 1961 dispatched Ma Jingguo to
head the First Independent Unit in Laos. Ma’s base in Vingngiin, Laos,

was led by Col. Sao Tuen-sung (Sao Duansong), a high-ranking intelligence operative. His three
main assistants were three enterprising brothers who had fled Yunnan shortly after the Communist
takeover in 1949: Wei Xuelong, Wei Xuekang and Wei Xueyin. Popularly known as the “Wei



brothers,” they were engaged in both espionage and opium trading.20

According to McCoy, Wei Xuekang (a former KMT-CIA operative)
became one of the four biggest traffickers in the region (the others being Li
Wenhuan, Lo Hsing Han, and Khun Sa) who rose “to extraordinary wealth by
expanding opium output.”21

Even bigger were Ma Sik-yu, a Teochew Triad member in Hong Kong,
and his brothers. In 1967, Ma Sik-yu

travelled to the Golden Triangle to set up a purchasing agreement with Kuomintang general Li
Wen-huan. . . . Yet it was in Laos that the Mas made one of their most valuable alliances, striking
a supply agreement with General Ouane Rattikone, head of the Laotian Army from 1965-71 and
mastermind of a narcotics ring with agents in Bangkok, Saigon and Hong Kong. . . . Whether or
not the Mas met Trafficante [who visited Hong Kong in 1968] is unknown. However, Hong Kong
police sources believe, with hindsight, that they probably did for, shortly afterwards, a courier
network of Filipino drug runners started trafficking heroin to the USA via Chile, Paraguay and the
Caribbean.22

(Eventually, Ma Sik-yu fled in 1977 to Taiwan, where he remained,
“protected by KMT intelligence.” His brother, Ma Sik-chun, and his nephew
then jumped a U.S.$200,000 bail each and fled as well.23 From Taiwan, Ma
Sik-chun parlayed the family drug business into a media empire, including
the Shijie Ribao or World Daily, the largest Chinese newspaper in America.
In 1998 the family-owned Oriental Daily News, Hong Kong’s largest
Chinese-language daily, reported that four years earlier Ma Sik-chun had
donated 1 million pounds to Britain’s Conservative Party. Three months later
Ma Ching-kwan was invited to dine with Mr. Major at Downing Street.24)

The other international presence was American. The French researcher
Alain Labrousse has written how Americans in Bangkok, including veterans
of the war in Laos, continued after the war to traffic in Laotian opium, in
conjunction with Corsicans, residual Hmong elements in Laos, and
Chinese.25 Many of these traffickers were not amateurs either. Among them
was the ex-GI Leslie Atkinson, who with his stateside cousin-in-law Frank
Lucas developed a sophisticated network for “moving heroin shipments
almost exclusively on military planes routed to Eastern Seaboard bases.”
(Among their more celebrated coups was a system for transporting kilos of
dope in the coffins of Vietnam War casualties.26) The Atkinson—Lucas
connection had protectors inside the Bureau of Narcotics and Dangerous
Drugs, two of whose officers were accused in 1970 of protecting it but



acquitted after two mistrials. A case against Atkinson’s in-laws in America
collapsed after the bureau’s informant was murdered.27

According to former DEA agent Michael Levine, then a Customs agent,
the Chiang Mai factory producing heroin for the Atkinson—Lucas connection
was also protected—by the CIA. Posing as a high-level mafioso, Levine had
made an initial drug deal with someone in Bangkok who promised to take
him to the factory in Chiang Mai (which almost certainly was processing
KMT opium). But a CIA officer in the embassy intervened and forbade
Levine to go there, saying, “Our country has other priorities [than the drug
war].” He ordered Levine to arrest only his initial contacts and then desist.28

So sophisticated and well protected an operation is a sign of organized
crime. According to Professor William Chambliss, Laotian opium had
attracted the attention of South Florida Mafia chief Santo Trafficante:

An informant in the Drug Enforcement Agency told me that Lansky’s lifelong competitor and oft-
times nemesis, Santo Trafficante, Jr., went to Southeast Asia in 1968 carrying “untold millions” in
cash, which he generously distributed to Asian narcotics manufacturers, especially to one Vang
Pao, in order to insure a constant supply of heroin from them.29

Joseph Trento also writes that in this period Santo Trafficante became
“General Vang Pao’s biggest customer.”30 FBI records from the time
confirm that Trafficante flew to Hong Kong in January 1968 to meet with
Frank Furci, a man involved in Mafia corruption of U.S. noncommissioned
army officers in Vietnam.31 He paused en route in Los Angeles to confer
with John Roselli before crossing the Pacific to Hong Kong, Singapore, and
Bangkok. On the same trip (McCoy was told by an official in the Saigon U.S.
embassy), Trafficante also met in Saigon “with some prominent Corsican
gangsters.” Soon afterward, heroin from Hong Kong began reaching America
via the Caribbean and Chile.32

Unlike Trafficante, Roselli had collaborated on high-level paramilitary
operations with Shackley in the past. In 1962, William Harvey and Shackley
in Miami drove an arms-filled U-Haul truck to a Miami restaurant parking lot
and left the keys in the truck to be picked up by Cubans selected by Roselli
(who observed the event along with his CIA case officer Jim O’Connell).33
And when the CIA decided to involve the U.S. mafia in a plot to assassinate
Fidel Castro, the CIA’s cutout Robert Maheu “passed the contract” to Sam
Giancana and Roselli. “They, in turn, enlisted Trafficante to have the



intended assassination carried out.”34 Both Roselli and Trafficante knew
thereafter that they enjoyed a de facto CIA immunity from prosecution, and
each man had already had played his CIA card at least once for this purpose.

Why did Trafficante consult with Roselli before he reportedly made
contact with the Shackley’s top Laos asset Vang Pao in Hong Kong? The
answer to this question, like many others raised in this book, lies in a dark
quadrant, inaccessible to this author and most readers. We are justified,
however, in saying, on the basis of the FBI report, that Trafficante’s trip was
undertaken within the ambit of the CIA’s global drug connection.

I know of no foundation for the frequently encountered allegation that
Theodore Shackley, the CIA’s station chief in Laos, himself set up the
Trafficante-Vang Pao meeting and perhaps even participated in it.35
However, many observers have noted that Shackley and his complement of
officers arrived in Laos from Miami, where Shackley had worked with mob
figures like John Roselli.36 Furthermore, David Morales, who in Laos under
Shackley became the chief of base at Pakse (near the air base at Seno, where
Vang Pao’s opium was shipped abroad), was said by his Miami colleague
Tom Clines (who became chief of Vang Pao’s base at Long Tieng) to be
someone who “would do anything, even work with the Mafia.”37

Although it is not the topic of this chapter, it is noteworthy that both
Trafficante and Morales have often been accused of prominent involvement
in the assassination of John F. Kennedy—Trafficante partly on allegations
from his longtime attorney Frank Ragano and Morales partly because of his
own alleged admission.38

The significant point is that Shackley’s Laotian team of Tom Clines and
Dave Morales had worked extensively with Cuban exiles involved in the drug
traffic (along with Trafficante’s South Florida Mafia) before being moved to
Laos to deal with the drug traffickers there.39 The man responsible for the
reassignment was Desmond Fitzgerald, the Office of Policy Coordination
(OPC) veteran of Operation Paper and patron of Lair and the Police Aerial
Reinforcement Unit (PARU).40 According to Shackley’s biographer Alfred
Corn, Fitzgerald “took a shine to Shackley” and “would propel Shackley’s
career forward, setting him toward the highest regions of the CIA.”41

Shackley would soon become the most prominent exemplar of the OPC
spirit in the next generation of CIA operatives, even after he formally left the
CIA in 1979. According to Joseph Trento, Shackley cooperated under



Reagan with former OPC officer Richard Stilwell, who “by the end of 1981 .

was running one of the most secret operations of the [U.S.]
government.”’42 Stilwell, by then retired, was helping the Pentagon set up the
Joint Special Operations Command, the military’s own new outfit for CIA-
style covert operations.43

Shackley, Secord, Drugs, and Off-the-Books Operations

Valentine adds Shackley to McCoy’s account of the so-called 1967 Opium
War in Ban Khwan, Laos: the successful intervention by the Laotian army
after KMT troops from Generals Tuan and Li in Thailand intercepted a
sixteen-ton opium caravan in western Laos controlled by the maverick Sino-
Burmese warlord Khun Sa. According to McCoy, the battle was won by
Ouane Rattikone when Ouane “dispatched a squadron of T-28 fighters from
Luang Prabang.” In McCoy’s account, “General Ouane was clearly the
winner of the battle,” and “Khun Sa, of course was the loser”: “General
Ouane’s troops won the right to tax Burmese opium entering Laos . . . and the
Ban Houei Sai region later emerged as the major processing center for
Burmese opium.” (This arrangement was similar to that enjoyed earlier by
Phao Sriyanon and the Border Patrol Police in Thailand.44)

According to Valentine’s account, however, based on an interview with
former U.S. Air Force officer (and CIA detailee) Richard Secord, it was not
Ouane who dispatched the T-28s; it was CIA station chief Shackley himself:

Apprised of the situation, CIA station chief Ted Shackley in Vientiane informed Pat Landry, chief
[after Lair] of the CIA’s major support base in Udorn, Thailand. Landry ordered Air Force Major
Richard Secord to send a squadron of T-28s to the rescue. Within hours, the battle had ended with
both Khun Sa and the Kuomintang in full retreat, and the Laotians in total control.45

(Shackley in his memoir admits that the CIA transmitted intelligence on
Khun Sa’s caravan to General Ouane but otherwise claims to be ignorant of
and puzzled by the event.46)

Other events at this time corroborate the frequently encountered allegation
that Shackley, a protégé in the CIA of Desmond Fitzgerald, was not “turning
a blind eye” to the drug trade in Laos but actively exploiting it. The CIA had
already given airplanes to senior Laotian generals that soon “ran opium for



them.”47 In late 1967, Shackley, in coordination with USAID, also helped
Vang Pao form his own private airline, Xieng Khouang Air Transport:

Two C-47s were acquired from Air America and Continental Air Services. . . . The USAID
officials apparently realized that any commercial activity at Long Tieng [Vang Pao’s base] would
involve opium but decided to support the project anyway. Reliable Hmong sources reported that
Xieng Khouang Air Transport was the airline used to carry opium and heroin between Long
Tieng and Vientiane.48

The CIA officially prohibited the transport of drugs on its own airline, Air
America, which “established a fifteen-man team with drug-sniffing dogs at
Udorn to inspect aircraft and personnel.”49 But witnesses and academic
researchers have charged that Air America’s planes, wittingly or unwittingly,
flew opium and/or heroin from Vang Pao’s base at Long Tieng directly to
cities like Bangkok and Saigon, not back to Udorn.50 If so, the dogs were
obviously placed at the wrong airport.

In June 1971, as Kissinger prepared for his secret visit to Beijing, Nixon
declared a war on drugs. These two important developments combined to
doom the CIA’s drug-assisted war in Laos, and threaten its protection of
KMT-linked dope movements there. (It was only three months later that
Alfred McCoy, on his way to expose the Laotian drug scene, witnessed with
myself the fire-bombing intimidation of an ex—Green Beret, who had at first
agreed to tell us of seeing CIA aircraft loading opium in Laos.)

McCoy’s verdict on the CIA was and remains that, “unlike some
intelligence agencies, the CIA did not use the drug traffic to finance its covert
operations.”’51 However, Victor Marchetti, who at the time was an up-and-
coming CIA executive, later told reporter Joe Trento, “We were officially
spending $27 million a year on the war in Laos while Shackley was there.
The war was costing ten times that amount. It was no secret how they were
doing it: they financed it with drugs. They gave Shackley a medal for it.”52

William Corson, a marine intelligence officer on special assignment with
the CIA in Vietnam, also told his coauthor Joseph Trento that “the opium
profits that financed these secret operations for the CIA in the Golden
Triangle reached hundreds of millions of dollars.”53

Marchetti’s and Corson’s statements clarify Shackley’s motive for
bombing the Thai-based KMT contingent in the 1967 Opium War. Secord’s
air attack guaranteed that the profits from the opium caravan would stay in
Laos and be taxed to support the activities of the Royal Laotian Army there,



not be drawn off to support the KMT armies in Thailand. It was not necessary
for the income to be deposited into the CIA’s own accounts; the secret war
could be conducted off the books.

(There were also humanitarian reasons for fostering the movement of
drugs. Once the CIA’s Hmong clients had been driven by warfare into areas
where dry rice farming became more difficult, the Hmong were forced to sell
significant amounts of opium to survive, and this fostered a drug milieu or
market system that was also necessary to their survival.)

We shall see that it is clear that when Shackley returned to Washington, he
was promoted rapidly, until CIA Director George H. W. Bush, who became a
personal friend, made him associate deputy director of covert operations in
May 1976. In this capacity Shackley met regularly with former CIA operative
Ed Wilson, at the time when Wilson “began selling his services to the
Libyans, using his access to the agency to advantage.”54 It was also at this
time that Bush “ignored repeated signals that rogue, off-the-books operations
by former agents were out of control, leading to Agency acquiescence in
illegal activities.”55

With the election of Jimmy Carter, Bush was replaced as CIA director by
Admiral Stansfield Turner. And when stories about Ed Wilson were leaked to
the U.S. press (at first in connection with the Letelier assassination), Turner
learned about Wilson’s close friendships with Shackley as well as Shackley’s
assistant Tom Clines (who earlier had been Vang Pao’s chief of base at Long
Tieng under Shackley). Turner demoted both men, who accordingly left the
agency and became involved, along with Richard Secord, in dubious business
deals with Ed Wilson. In consequence, Clines was indicted in 1982 for
defrauding the government and eventually pled guilty.56

Even after their Wilson connection, Shackley, Secord, and Tom Clines
remained a team, involved in activities that repeatedly put them in contact
with the global drug connection. All three became major players in the affairs
of Michael Hand, a former Green Beret in Laos under Shackley, and of
Hand’s drug-trafficking Nugan Hand Bank in Australia.57 An Australian
joint task force investigating the affairs of the bank reported that when one of
the chief culprits in its arms-trafficking activities, Bernard Houghton, fled
Australia, the “unnamed American” assisting Houghton in his escape “has
been identified as Thomas Clines.”58

Shackley, Secord, and Clines, along with drug traffickers, later became



involved in the Iran-Contra arrangements to finance and supply the Contras at
a time when the CIA was forbidden by Congress to do s0.59 As late as the
1990s in Azerbaijan (under oil company cover), Richard Secord, along with
Heinie Aderholt and Ed Dearborn, two other veterans of CIA operations in
Laos, set up an airline on the model of Air America that soon was “picking
up hundreds of mujahideen mercenaries from Afghanistan.”60 These jihadis
had been recruited by the former CIA protégé Gulbuddin Hekmatyar, who at
the time was allied with Osama bin Laden and who is a part of the anti-
Karzai insurgency today.61 The Arab Afghans’ Azeri operations of these
jihadis were also financed with Afghan heroin.62

Postscript

Valentine’s account that the CIA resolved the battle at Ban Khwan (the so-
called 1967 Opium War) is consistent with other accounts of Shackley’s drug
strategies and that there were no real losers. The KMT generals returned and
concentrated their forces at Tam Ngob and Mae Salong in Thailand; there,
both generals and their troops were eventually subsumed under a special task
force of the Thai army, and General Duan participated in the Thai army’s
campaign against dissident guerrillas.63 Khun Sa continued to move opium
and eventually became Duan’s neighbor, establishing a new base near him in
Thailand at Ban Hin Taek. Lintner quotes reports that Khun Sa’s opium was
not simply seized by Ouane (as McCoy claims) at Ban Khwan: “the opium
had already been sold, and . . . Khun Sa had subsequently made his first
significant investment in Thailand.”64

The CIA’s intervention at Ban Khwan left all the combatants still in place
for the fight against the communists. Although Khun Sa was never (like the
KMT generals Li and Duan) formally accepted into the Thai military
command, it is clear that he was tolerated by the Thais. McCoy’s own
account actually corroborates this. McCoy notes how U.S. Navy Seabees
helped build a road in northern Thailand “linking Mae Salong [General
Duan’s KMT HQ] with the main provincial highway,” and he adds that
“while this road was not much help to the Thai army, it was a boon to the
KMT’s involvement in the international drug traffic’65 As can be seen by
consulting a tourist map, the road also opened a gateway to Ban Hin Taek,



which today shows far more signs than Mae Salong of prosperity from the
smuggling facilitated by the newly paved road.66



6
The War on Drugs in Asia

A Phony War with Real Casualties

Most well-developed heroin networks very quickly move towards a complementation of
interests between the narcotics traffickers and corrupt elements of the enforcement agencies
responsible for the suppression of the illicit drug trade.1

THIS CHAPTER WILL SHOW HOwW THE U.S. wAR oN DRUGS, declared by Nixon on
June 17, 1971, has been constrained by the political realities in the Far East to
concentrate on and sometimes virtually to invent secondary targets while
protecting the CIA’s allies and proxies who have been the biggest Asian
traffickers. This protection of the top traffickers did not happen in the Far
East alone but in the Middle East and Africa as well. As we shall see in the
next chapter, Dennis Dayle, a former top Drug Enforcement Administration
(DEA) investigator in the Middle East, once said on television that “in my
30-year history in the Drug Enforcement Administration and related agencies,
the major targets of my investigations almost invariably turned out to be
working for the CIA.”2

The results of this constrained war have been summed up by Michael
Levine, the former Customs and DEA agent who was forbidden by the CIA
to target a major heroin factory in Chiang Mai:

When Nixon first declared war on drugs in 1971, there were fewer than half a million hard-core
addicts in the nation, most of whom were addicted to heroin. . . . Three decades later, despite the
expenditure of $1 trillion in federal and state tax dollars, the number of hard-core addicts is
shortly expected to exceed five million.3

(Three decades ago Pakistan and Afghanistan had almost no heroin addicts.
Today there are an estimated 5 million addicts in Pakistan and 1 million in
Afghanistan.)

This does not mean that the DEA has achieved nothing. On the contrary,
billions of dollars of repressive equipment have been transferred to foreign
governments, where (as we shall see) they have often been used for
oppressive purposes.4 In this way, regardless of the intentions of well-
meaning DEA agents, the DEA and CIA function together today as integral
parts of the U.S. war machine.



Years later, speaking of his Thai experience for Customs and that of his
unit, the Hard Narcotics Smuggling Squad, Levine wrote,

We could not avoid witnessing the CIA protecting major drug dealers. In fact, throughout the

Vietnam War, while we documented massive amounts of heroin flooding into the U.S. from the

Golden Triangle . . . , while tens of thousands of our men were coming home addicted, not a

single important source in Southeast Asia was ever indicted by U.S. law enforcement. This was

no accident. Case after case . . . was killed by CIA and State Department intervention and there
wasn’t a damn thing we could do about it.5

(The same would be true of the Golden Crescent in the 1980s, when
Afghanistan became the world’s major source of heroin.)

Douglas Valentine has now written a two-volume history of narcotics
enforcement in America, based both on archival research and on interviews
with scores of frustrated DEA agents. What he reports is very similar:

The moral to the story of federal drug law enforcement is simple: in the process of penetrating
organized crime, case-making agents invariably stumble upon the CIA’s involvement in drug
trafficking, along with the CIA’s political protectors. One of the reasons the FBN [Federal Bureau
of Narcotics] was abolished, was that its case-making agents uncovered these political and
espionage intrigues. Adapting to this reality is perhaps the primary reason the DEA survives. It
certainly has not come close to winning the War on Drugs.6

There are signs that Nixon intended to diminish CIA influence over drug
enforcement, and he may have created the DEA to gain this important source
of power for the White House.7 But after Nixon’s departure from office, it
soon became clear that the CIA, having earlier placed its officers at top levels
of the FBN, was now placing them in the DEA.8

The Origins of Nixon’s War on Drugs

When Richard Nixon declared a war on drugs in June 1971, he did so for
many reasons, a major one of which was straightforward. Nixon had good
reason to be concerned about narcotics from the time of his election, partly
because of the increasing rates of heroin consumption by U.S. troops but also
because domestic public concern about crime made drugs a hot political
issue.

In September 1969 his first major effort, Operation Intercept, targeted
marijuana coming from Mexico:

two thousand customs and border-patrol agents were deployed along the Mexican border for what



was officially described as “the country’s largest peacetime search and seizure operation by civil
authorities.” Automobiles and trucks crossing the border were delayed up to six hours in hundred-
degree temperatures; tourists appearing suspicious or recalcitrant were stripped and bodily
searched. Although more than five million citizens of the United States and Mexico passed
through this dragnet during the three-week operation, virtually no heroin or narcotics were
intercepted from the tourists.9

Observers commented that, while Operation Intercept aggravated an
already prevalent drought in marijuana supplies, there was a consequent
increase in heroin smuggling and sales on both the East Coast and the West
Coast.10 However, the White House may have considered it a success.
Nixon’s narcotics adviser, Egil Krogh, noted that “Operation Intercept . . .
received widespread media coverage” and recommended more highly
dramatized crackdowns with similar code names.11

On June 21, 1970, the Justice Department launched Operation Eagle. One
hundred fifty suspects were rounded up in cities across the country, and the
Bureau of Narcotics and Dangerous Drugs (BNDD) proclaimed it to be “the
largest roundup of major drug traffickers in the history of federal law
enforcement.”12 Attorney General John Mitchell claimed that it had closed
down “a nationwide ring of wholesalers handling about 30 percent of all
heroin sales and 75 to 80 percent of all cocaine sales in the United States.”13

Less publicized was the fact that as many as 70 percent of those arrested
had once belonged to the CIA’s Bay of Pigs invasion force.14 For the first
time since World War II, a CIA connection was failing to provide protection
to drug traffickers.15 It is probably relevant that Nixon, for reasons going
back to his electoral defeat in 1960, mistrusted the CIA and was already
seeking to diminish CIA influence in his administration. (According to Len
Colodny and Tom Schachtman, “Nixon hated the CIA, believing it had
misled him in 1960 about the ‘missile gap,’ allowing John F. Kennedy to
outflank him on that issue and win the election.”16)

Those arrested in Operation Eagle were at the heart of the Trafficante-
dominated “Cuban Mafia,” identified by the New York Times in February
1970 as “for the most part previously little known underworld members
employed and trained in pre-Castro Cuba by the American Mafia.”17
Arresting them contributed to the winding up of the historic French
Connection because much of the heroin that had reached America via the
casinos of Batista’s Cuba had been refined by Corsicans in the region of



Marseille.

By June 1971, Nixon had an important new reason to challenge CIA
operations in Southeast Asia, which relied heavily on Nationalist Chinese
Kuomintang (KMT) armies for actions in Thailand and Laos. Secretly,
without advising the CIA, Nixon was having Kissinger prepare for his
historic trip to Beijing in July. This would soon lead to an order in August
1971 that the CIA terminate its cross-border operations into Yunnan and
other activities offensive to Beijing.18

These orders constituted a remarkable reversal of U.S. priorities, which up
to 1971 Nixon had endorsed, not only with respect to China but in Southeast
Asia as well.

The War on Drugs and the Shift in
America’s Heroin Supply from Turkey to Southeast Asia

At this time Nixon created an Ad Hoc Cabinet Committee on Narcotics,
chaired by his national security adviser, Henry Kissinger. The next phase of
Nixon’s drug war was directed against opium growing in Turkey, a minor
source of global opium production but the main source of supply for Corsican
heroin labs and the celebrated French Connection.19

The oddity of choosing Turkey as a target is pointed out in Edward J.
Epstein’s well-informed but very one-sided account, fed with information
from James Angleton and his CIA supporters, who were not disinterested:

According to CIA estimates compiled for the ad hoc committee, India, Afghanistan, Pakistan,
Thailand, Laos, and Burma all produced substantially more illicit opium than did Turkey.
Moreover, after a thirteen-year prohibition, the Shah of Iran had decided in 1969 to plant 20,000
hectares with poppies, which was a 50 percent-greater area than Turkey had in cultivation. In all,
the CIA estimated, Turkey produced only from 3 to 8 percent of the illicit opium available
throughout the world.20

Particularly noticeable was the committee’s initial avoidance of the
problem of Far Eastern heroin. Epstein explains this avoidance by practical
rather than strategic considerations: “In the case of Burma (as well as of
Afghanistan and Laos), it was recognized that the central government had
virtually no control over the tribes growing and smuggling poppies, and that



any American pressure or incentives given to the central government would
be at best unproductive.”21

But according to James Ludlum, the CIA’s representative on the
committee, both “Lebanon and the East were declared off-limits for national
security reasons. The focus of the meeting was the flow of Turkish opium to
heroin labs in Marseille.”22 It is hard not to see in this the Nixon—Kissinger
strategy for Indochina, which in Laos still relied heavily on the drug-
supported efforts of Vang Pao’s Hmong army as well as the Royal Laotian
Army.23 To quote McCoy, “The U.S. embassy [in Laos] was well aware that
prominent Laotian leaders [such as General Ouane] ran the traffic and feared
that pressure on them to get out of the narcotics business might somehow
damage the war effort.”24 (The war, especially in Cambodia, along with
other issues, also contributed to tensions between France and America, even
after de Gaulle in 1969 was replaced as president by Pompidou.25)

BNDD agent John Cusack was largely responsible for the BNDD’s
targeting of Turkey, and he “produced statistics showing that Turkish opium
was the raw material for 80 percent of the heroin emanating from . . .
Marseille.”26 I shall argue later that the heroin estimate by Cusack, who is
described by Valentine as an agent “with close ties to the CIA,” was false and
a falsehood useful to protecting the war in Laos. For now it is enough to
stress that Turkey was not a major supplier to the United States, and the
BNDD itself soon recognized that “a large percentage of French connection
heroin came not from Turkey, but from the Golden Triangle via Manila and
Hong Kong.”27

Eventually, $35 million was supplied to the Turkish government in June
1971, resulting in a temporary drying up of Turkish illicit opium. But this had
little impact on heroin supplies as opposed to the domestic political goals of
Nixon’s White House:

Although this victory would cut off o