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EXECUTIVE SESSION

WSLCNESDAY, SEPTEMBRER 21, 1983

Committee on Finance
Washington, D.C.

_The Committee mat, pursuant to notice, at 10:20 ae.m. in
Room S0-215, Cirksen Senate Office Building, Hon. Robert Dole
CChairman of the Committeel presiding. |

Presenti Senators Doley Danforth, Chafee, Heinz,
Durenbergery, Symms, Grassley, Long, 2entsen, Moyhihan,

Baucusy Bradley and Pryor.

The Chairmani I think our first order of business this
morning is the nomination of Xatherine 2rtega, ancd the
hearing was held last week, last Friday. As far as I know,
there were nc additional reasons to recall Ms. Ortega. And
think one thing we are waiting on was z report from the
Government £thics. What is the name of that office?

" Mr. Celdrment: The Gffice of Government Ethics.

The Chairmani Have they made their report? I understand

it is directed to Senator Thurmond, who is the President Pro
Tem of the Senate.

Mr. OeArment: That is correcty Mr. Chairman. They
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incorrectly addressed the letter, but the letter in substance
indicates that the 0ffice of Gevernment £thics has reviewed
the financial disclosure statement and found no potential

conflict of interest, and they conclude by sayings: '"We

believe that Ms, Ortega is in compliance with ths applicable

laws and regulations governing conflicts of interest.

The Chairmans Right. I think the record should -- maybe
we should get another letter from them addressed +to thé
Finance Committee.

Mr. OecArmant: We haye so requested this morning.

The Chzirman: I hope they are more accurate in their
other areas than -- what do we need to report her out?

“Mr.. ﬁeArment: Eleven.
The Chairman: I think if‘thefe is no objection what we

might do is just poll the Committee, if there should be

. eleven after a while.

Mr. DeArment: We could call the roll now and poll the
absent members.
The Chairmans Gkéy.
‘Senator Bradley?! What is this?b
The Chairmani: This is the Ortega nomination.
The Clarks: Mr. 9anforth.
Senator Danforth: Aye.
The Clerks Mr. Heinz.

Senator Heinz: Aye.
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The Clerk: Mr. Symms.
Senator Symms: Ave.
The Clerke: Mr. Long.
Senator Long: Aya2.

The Clerk: Mr. Sradley.

Senator Bradley: Aye.
The Clerk: Mr. Chairman.-
The Chairman: Aye.

The Clerk: That is six. We will poll the absent
members..

The. Chairman: Thea nexf matter on the agenda is possibie
Finance Cbmmittee amendments to S. 979, the Export
Administra&ion Act Amendmehfs of 1983, And as I understand,
there'is an area of Fihahce Committee jurisdiction with |
reference to the import controls, and‘I think just for the
record staff might»refer to the rules so there will be no
gquestion about at least possible jurisdiction by this
Committee.

The Finance Committee

Mre. DeArment: Yesy Mr. Chairman.

has Jjurisdiction 6yer matter$ governing imports and the
3anking Committee has jurisdiction over exports. And I am
looking in Rule 25 governing the Jjurisdiction of the standing
committzesy, and the Banking Committee’s jurisdiction is

descrited as export controls and the Finance Committee’s

jJurisdiction is responsible for reciprocal trade agreaments,

'
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tariffs, and import quotas and matters related therato.

This jurisdictional quastion was addressed in the letter
thaty Mr. Chairman, you and Senater Long ;ent-to the 3anking
Committee laying forth our interecst in the import control
nortion of that bill.

The Chéirman: Righty, and what we wanted to do, we wanted
tc accommodate the 2arking Committee and others in moving S.
379. As I understand it, Senator Heinz, wes must act on that
legislation by the end of this month, is that correct?

Senator Heinz: That is correct, Senator Cole.

The Chéirméh: And @hat we hope we might agree on this
morning is; tﬁere are two areas that we are primarily
concerned about in the legislation.that are in S. 979. We
hsve ﬁadvﬁeéfings An these pfovisiohs,-ag Senstor Danforth’s
Subcommittee conducted hearings.

And SO‘berhaps I can Eall on .Senator Danforth and Senatér
Heinz;’who ha; an interest not only as a member of that
Subcommittee but as a member of the Banking Committee, to see
if there is any'resolution of these differances of opinion
between the two Committees. Senator Danforth.

Senator-Danforth: Mr. Chairman, thank you very much.

Mre. Chairmany, I am troubled by each‘of the two issues
that are beforas the Finance Committee, and the first issue

ccncerns whether import controls are going to he available as

well as export controls for foreig¢n policy purrcoses. At
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first blush, that seems to be a rezsonable idea. If for

foreign policy purposes the U.S. 1is going to shut cff exports
to znother country, why should we not shut off imoorts from
that country.

3ut from the hearing and- from considering this concept,
it is my view that the possibility of import as well as
export controls is & trap, and that it would build a
censtituency ¢of import-sensitive industries which would
campaign for export controls. In other words, I think that 
wrhat we would see would be that industries affected, for
example, by‘imports from say the People’s Republic of Chinay,
fhe textile industry, would be engaéing in f;reign policy
crusades against the People’s Répgblic of Chinay urging a
combination of imboft andueprft cdﬁtrols._ That might help
the textile ihdustry; it would hurt égriculture.

So I se2 in this-proposal in the bill a move toward
protectionismy a move toward more divisiveness on American
trade policys and an acceleration of the use of trade as a
foraign policy wespone And I am not convinced thzt tradz2 as
a general rule is an effective foreign policy weapone.

'And therefore, i% it is in brder, I would -- I do not
know if it would be offering an amendment or suggesting it in
the Committee and then to cffer it on the floor, to delete
import suthority related to foréign policy exrort controls.

The Chairman: That isy as I understandy Section 46(1) of
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S. 979, the Export Administration Act Amendments of 1983.
And what it cdoes essentially is give the President authority
tc impose controls on imports from a country against whom
foreign policy export zontrols are imposed.

I have a letter which will be made a part of the record,
which says in a2ffect, we strongly oppose Section 4(1) and.
recommend its delétion from the Senate bill, and that is from
Lionel H. Clmery th2 Under Secratary for International
Trade.

CThe material referred to follows:l

CCOMMITTES INSERTI
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The Chairmani There are two provisions trkat I think
directly affect the jurisdiction of this Committee. One is
Section (1), the other is Section 9¢7). And Senator
Danforth has just addressed Sectien &(1).

Senator Heinz feels just as strongly the other way, so I
think we 'should hzar from Senator Heinz.

‘Senator Heinz: Thank yousy Mr. Chairman.

I do not think thzre is any question, first, that the
Finence Committee has jurisdiction over these ﬁatters. I do
not contést that a2t ally, and hearings were held, and the
testimony.at“thoéé hearings I think would, if taken
particuiarly in the context of the overall bill, I think lend
considérable credence to the necessity of rétaining both the

foreign policy and national security import controls here in

~this legislation.

Let me discuss thz foreign policy control issue, and
first put into the recordy, if I mayy @ letter signed by
myself, Senator Garn, Senator Nunn, and Senator Proxmire on

both of these issues. It was sent to members of this

'Committee on the 19th.

CThe material refarred to follows:]

CCOMMITTEE INSERTI
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Senator Heinz: I think for the members of the Committee
to understand what is at issue here, you have to understand
all of the foreign policy control section of the Zxport
Administration Act. Now, I happen to agrez wholehaartedly
with Senator Janforth that expdrt controls have been
overused. The Committee felt that export controls had baen
overusedy and the purpose of Section 65 the fcreign.policy
export control section, overall is to restrizt, in our
5udgment,.and'impr09e, mhen they are usedy foreign policy
controls.

What the Administration wants to do is get rid of one
cdmponént-of a larger'iésue. Let me ready if I mzy, or give
you the backgrpund, if I may, on foreign policy controls.
Current law which this Act would amend simply says fhét the

President or the Secretary must consider 2a list of factors

and then advise fhefCodéress.

Thé-way thattwbrked was that a few days after the Amal
Pipéline sanctions were imposed we got a paper advising us of
their imposition, which is ridiculous. What *his section.
doesy therefore, in the first instance is to say to the
President, yod must stipulate.what you are going to dos why
ycu are going to do it, what you hope to achieve, and get it
before you do anything; and secondly, we want you to not have
to put the entire burden, if you have got a really valid case

te makey do not put the burden just on our exports. And in
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cases where you cannot get allied cooperation, sometimes the
only effective sanction that you can impose if thz other
people ar2 not willing to go\along with youy is 3 sanction on
importse.

Mowy we cannot seem to get much cooperation from the

European allies on export credits being extended to the

.Soviet Uniony which just shot down the Korean airliner, I do

not have to, I suppose, mention. So what do we do? Shall we
Jjust tell our banks to let the German banks and the French.
banks do-a1l'of the export fihancihg fo the Soviet Union?

No-§ne is”pfoposing>that» The President does not propose
that. 3ut if the President wan{s to,.if he first said, there:
is a seribus foreign pblicy problem herey the President right
now ha§ thé au{ﬁofity to embargo vodka and caviér; Nows, that
sould. not be~§opuiar‘with the vodka and caviar import
associations, bu{‘I woﬁia tell méAfriends that that at this
point, if-a President was so inclined, would ke about all one
could do effectively;

And stfiking this foreign policy section ;hat'Senator
danforth proposes to do would very much undercut our ability
tc react. Now, I think Sénator Danforth has put his finger
on something that is of concern to some of our allies, and I
would concede that there is a technical problem with the
amendmante.

It is a problem I have discussed with Xen Damm, our
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Deputy Secretary of State, and that is that there is some
appearance that these foreign policy import controls,
notwithst;nding the cara2ful way they are circumscribed by the
necessity of the President necessarily invoking in the first
instance the entire section, réporting to us carefully on
what the objectives ares houw théy are compatible with our
foceign colicy objectives, what the reactioh of other
countries is going to bey whether or not they will have an
extraterritorial;effect, what the cost of controls will be tc
the United States, and tﬁat-me will have the ability to
enforce them, notwithétaﬁding that'cércful circumscriptiony I
think that-mahy of'oﬁr CATT competitors who sell in this
country'are~concerned that somehouw their use-might‘violate
the GATT. ‘V |

I would be preparesd -- and T do not know if Senator
Danforth mould be hacpy with'this -~*to-accect'an amendment
that'wculd clarify that mc do. not intend to use.these against
the GATT members. I must tell you; I think that that is a
very substantial concessione.

Import controls are frequently used by other GATT
memberss namely the European Community that use them
consistently, becsuse they have recognized that it shoots

themselves in the foot when they want to make a foreign

‘pclicy point and all they do to shoot themselvass in the foot

is impose unilateral export controls. They learned that you
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<:} 1 do not hit your mark by hitting the other guy where it hurts,
2 but shoo{ yourself in the foot.
(:) 3 When Argentina was the subject of foraign policy
4. controls, so-calledy by us -- ue would call them foreign
5 policy controls -- one of the things that was used across the
8 board by the Suropeans was import controls, and not a single
7. GATT member except Argentina, for some reason, complained.
8 And I might add, r. Chairman, that it is not at all

9. clear under the GATT'--‘which does, by the wzy, make it very

-

10 clear that national security controls are entirely

11 appropriate -- thzt their definition of what a national
12. security contr§1 is does not cover at least a 1afge part of
i31 what we have in mind here on fofeiéh policy'controls.

659 14 “ For exampley terrorism controls, foreign policy controls,
15 »that we might impose on Irag or Syriay to name tﬁo countries
16 whare foréign pdliéy-controls have heen invoked because of-

17 - terrorist support by those countries, is considered by the

18 GATT“dgfinition a national security control, whereas we would
19 consider it and we have invoked them under the foreign policy
20 control section. |
21 Sc were the Committee to adopt Senator Danforth’s
29 amendment, we could ﬁot, even though it would be consistent
23 with the GATT and their definition of national security

(:) 24 controls, we could not for foreign policy purposes impose
25 export and import controls on a country supporting

9
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terrorists. ‘And therefore, for example, we would have to go
on importing, absent a very specific action of the Congress,:
Libyan oil.

Nowsy Mr. Chairman, I do not want to cause any troubla
with our GATT members, but to say that we want to make it
next to impossible for th2 President to stop importing Libyan
0il when they are going around trying to assassinate our
Ambassador to Rome, as they weres, when they are invading
nations next door, as they have done in Chad, just makes no
sense»l-

Let,us_éddress'the GATT consistency problem,y but let us. -
not.hams{ring 6uf§e1§es and shoo{ ourselves in the foot,.not
oncey but several times overe.:

Senator'Symmﬁz Would the Senator yield?

Senatér Heinzd I would be happy to yieid.

Senator Symms: f$appreciaté what you are saying, and
generaily I have been supportive of free trade initiatives, I
think as vyou have. 3ut it seems like that if we gét'down to
the ‘bottom line, ultimately are we not talking also about a
second pipeline from Zast to West? And if we storp this now
instead of waiting, so that we do not have to cut across
contractsy like when the President tried to do it and found
out it was impossible to do, how else can the Soviet Union
get hard currancy other than %o either sell gold or sa2ll oil

and gas? Is there any other way?

ALDERSON REPORTING COMPANY, INC.
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Senator HKeinz: I do not pretend to be an‘éxpert on fhe

Soviet economy, but I think the Senator makes a pcint. Those

are their two main 2xports.

Senator Symms: ‘So if we would give the President this
authority, it may be that we could head this off doﬁn the
road and not allow the second pipeliné. qut if we give them_
free rein to get all the hard currency they wanty, they are
going to keeop on building war machines. If we éell them
grain, then they have to séll gold to buy the grain if we
hake'fhem pay cash féh'it-

Sénator‘Heinz: The Seha{or makes exactlf the right
boint.. | ‘

Senatqh’ﬁoynihant Would the Sznator yield for a moment?

Senatar‘ﬁeinz:.'May f clarify something, Senator | |
Mcynihan, {hat Senator-SymmélhAS'said? Insofar aé I am
ccﬁcernédy:I ;m thetfloor'manager with Senator Gafn of this
legislatioﬁ,»if we ever get i{ out of the Finance Committee
bacé to the Etanking Committee..

My view on the Amal Pipeliné sanctions as implemented uwas
that they were well-meaning, but ultimately destructive only
to fhe United States. They made & political point, perhaps,
with our allies, but they made U.S. exportars be viewed by
others as unreliable people to do business with.

It is my view that if the amendment we seeck to the Export

Administration Act had lLbeen the law at the time, the
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Administration would have had to come ugp a lot sooner with a
plan to deal with the pipeliney nct after the fact when,
frankly, it was too late and all it could do was cause
trouble.

Se as it wasy, I opposed, because of the wsy and when they
were implemented, ths pipeline sanctions. Eut that does not
mean that they would not be a good thing_to impose in the
right wayy at the right timey on some future pipeline. 3ut I
leave that decision to our President.

And what you'are saying,is fhat this section indeed will
help if a future President wanfS‘to have a meaningful |
attack..

Senator'Symms:~ Wwhat I am trying to get a3t is, I would

‘like- to see the U.S. Government get in a position where we do

not try to cut‘acros§ contracts that are made in good faith
by>pecp1e like-CaterpiilaE, even though five years ago uwas
the time that we should have done éomething. Now you are. .
éaying, if we pass these amendments the way they are today,
you and Senator  Garn and Senators Nunn and Proxmire, you are
saying that this migh{ be avoided in the future.

Senator Heinzi This will force us to confront the
foreign policy choicas =zt a time when they should be
cenfronted and not too late.

Senator Symms: So we do not try to shut the door --

Senator Heinz: Thereby, we will avoid the needless
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breaking of contracts that.I am afraid has characterized the
Amal Pipeline situation. |

Senator Symms: Thank you.

The Chairmani: I wonder if we might hesr from Mr. Hurwifz
of the State Department.

Senator Moynihan: Mr. Chairman, could I?

‘Senator Heinz: Is this debate between me and the members
or between me and the State Department?

The thairman: Welly I just want to get it resolved. 1
fhink:it'isthry imbortant,:buf we have a big iong liét of-
thinjé_to-dé.._And as T understaﬁd, the Administration doe§ 
not seek tﬁé_adthorityy they do not want the authorify-
There‘are_é;lof of good reasdns; at least in their view, that
tﬁéyidofhafywant'thé éuthﬁrity. They do not seék ity and I

thqught;we ought to h2ar from somebody in the

Administration.

Buf;i_fiﬁst Gill_recognize Senator Moynihan.
Senator Moynihéﬁ: I just wanted to make a very brief
comment and maybe & query. My friend from Idzho Senator

Symms: made the observationy, I believe, that the Soviet Union

pays goldy pays in gold fof the grain they buy from the

Wast.:
Senator Symms: Well, they sell gold to get hard
currency.

Senator Moynikan: Is he aware of the proposition that
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hés 5een put forth by Chgse Econometrics that the Soviets
have.an approximately three to one comparative advantage in
the production of o0il and gas =as against_the eroduction of
grain?. And I will tell you in a momenty these numbers have
bean disputed, but they are-vefy important numbers, and I
think that the Senator from-LoQisiana would be interested in
this..

The proposition is tha2t the Soviets have to have grain.

-They have to feed themselves. And as they buy grain from the

United States - so they have two choices, either to. grow it
themselves or imporf it; "When they import it, they free up
resources in their economy that produce o0il and gas that is
scld abroad for hard currency, and that the comparative
advantage is such that for every dollar spent on grain,
sdmething morz then a dollar is earned in o0il and gas.

I undérstand that the Chase study is relatively new and

disputéd,-and'it nead not be a three to one comparative

advantage. .But there is éné. Otherwise they would not do
it, dbviously. And.it would be very interesting if somebpdy
in-our‘GoveEnment_or somewhere in our Congress,y, maybe the
Jbinf Committee, the Joint Economic Committee, could study
that for ué, or the Joint Committee on Taxatien.

I think it is something we ought to have zan informed
judgment about. 8ut I do believe it is fhe case that they

gain currency in this manner, and that the public perception
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is wrong. I am not saying that the sales are wrong. I am
Just saying that the nublic perception of what is the
consequenc? might Jjust be just the opposite of what the real
ona is.

The CHairman; I wonder if we might ask Mr. Hurwitz,
since I guess what Senator Danforth has proposed to do is to
offer, if we have a Committee approval, and then.either along

the lines suggestedy by deletiony, or maybe some compromise

that can be worked out.. But I think we, as we normally doy |

-

‘we should heér frem the Administration if they support

‘deletion or if there is somé compromise that would be

acceptable..

:Mr, Hurm;tz: Thank you, Mr. Chairman.

°L aﬁ'an-aﬁsistant'to Under Secrétary Wallaceys the’Under
Secretary for‘icbnomic Afféirs, and as Senator Heinz stated,
we woula welc&me an émeﬁdmenf to-this proQision on, as uwe
call it, GATT-ébility, consistency with our GATT
obligations; |

But &ss we see it in the Stafe.Department, éven if that
provision were enacted there would still be a number of
difficulties with the bill. First of ally, we have
international obligations beyond that agreement, such as the
treaties of friendshi;, commerce and navigation, that impose
on us certain obhligations for nondiscriminatory treatment of

imports, which we might be in violation of with non-GATT

ALOERSON REPORTING COMPANY, INC. -
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signatories if this were enacted.

Secondlyy for non-GATT signatcries or non-signatories of
thase other obligationsy our main fear is that the enactment
of this measure would provide aﬁ avenue for protectionist
pressure. We believé, based ubon our past experience, that
if this were‘enécted'thaf manufacturers whose markets were
threatened by foreign imports would seek to use this
autharity as an avenue to persuade the Exééutive Branch to
impose prbtectionism to benefit them.

we-haVe:éeéﬁ-fﬁiS'qvér and'over'againr Where there is an
aufhérity, wbehe:{hér; is an avenue thatAthey»can usey they
have cohe in and:said éﬁat{ we are a special exception, we
deserve‘érotectionm And of course the whole thrust of our
pclicy..oUr'foréién policy and'trade policy in general, is to
avoid prbtectionismy_is to plead with qthers to reduce
protectioniét barriers ahd to increése trade cverall, in the
belief:thattthat*would:benefit everybody.

.Senator-Symmsi Could I ask you a question on that?

Senator Heinzi~ S{eve,‘could I make an incuiry? Wall, go
ahead.. |

Senator Symms: My-inquiry is that, my understanding of
what Senator Heinz just said was that we want to have the
situation so that -- and it does not really conflict with
what the Senator from New York was talking about -- that if

ycu wsnt to have access to thes big open market in the United
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Statesy which is the world”s greatest market for any coun{ry

to import into, then there is going to have to

be some

international cooperation in terms of murdar a2nd terrorism

and civility b2tween nations, and we are not going to

cooperate.

Then our friends have to decide whose side they are on,

if they want to be friends with the Russians or'they want to

be friends of ours and 2nter into our market.

~you are- trying to get at?

Senator Heinz: No.

Is that what

vSéna{or;Symms; Lét me finish my point here, while I have

got the floor.

Senator Heinzi I want to be very clear. on what the bill

is'tryihg to do and what you are trying tc do, jusf so there

is no misunderstanding. The hil) simply says that if we

cznnot get cdbperation just from our allies against Libya and

therefore,thg purposa of our foreign policy controls on

exports is going to be rendered nil because it will be

ineffective, but we still want to do something that will get

to Libya, we would have the ability to embargo, to impose

import controls on Libyan oil.

Nows, it is not within the meaning,

it is not within the

intent either, of this amendment to say that we could impose

import controls on the French for importing Libyan oil. That

is not what this is about. This does not give us a cause of
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action against the non-cooperafivé allies. That is a
different issue that we dealvwith in a different section in a
different way. ’

Mr. Hurwitz: Senator, if I may just add a point here, it
is noj generally zppreciated, but the Unitad States has
foreign policy export controls against a very large number of
countries in the world at any one time. For example, the
crime control equipment controls are very widespread. I
hbelieve they include almost all tﬁe countries of the world
except f§r our NATO alliesr

And so:téchnically speaking, legally speaking, we would:

have the authofity if this were enacted to enact import

sanctionsy not just against the L;byas and other countries
xhét you are citing;:buf against otherwise friend1y countries
for;which’we might not want to dq that.

Senator‘Heinii Mr.. Hurwitz, you have made a lot of good
boints; Let me ask you this. Let us assume for the purpose
of this'---and this is a concession that I would gladly make
--mthaf we solve the crime control equipment problem as not

== 1in a way that does not trigger import controls. Just say,

except wherz the embargo of crime control equipmsnt is

concerhed, those will not trigger import controls. Because
you are absolutely right, we do not sell crime control
ecuipment to a lot of countries for human rights reasons, and

I think it would be unwise to trigger.

ALDERSON REPORTING COMPANY, INC.
440 FIRST ST., N.W., WASHINGTON, D.C. 20001 (202) 628-9300



10

11

12.

13

15
16
17

18.

19

20

21

R

8

O 26

25

21

Notwithstandiné-some of the other things in the Act that
I will get to in & minute, I think we need to carve that out
in a particular way. Nowy leaving that aside, what. do you
understand that the President has to do here before he may
impose export controls under the amendments to this Act?
What does he have to do before he can do it?

Mr. Aurwitz: Well, you are talking about the
determinations that he has to reach before he can impose
export controls? |

Sena{or'ﬁeinztr-Xes¢ '

Mr--HLrwitz{ Sen#ibr)4I would havé.to review that
section of the Ac{‘béfore I coula read them to you
feithfully.. |

Senator Heinz: :L§t me.ésk'that the record at-this_boint
reflect what the_cfiteri§varer Let me rémind the Committee,
I;guéss;‘that the~Pré§ident ma§ impo$e, expand or extend
export controls uhderqthis‘Act only if hé determines:

One{ fhét sdch‘confrolé are ;ikelybt6 achieve the
intended foreign policy purpose, iq light of other factoés,
including'the availability from other countries of goods or
technologies prﬁbosed'for such controls;

Twos such controls are compatible with the foreign policy
objectives of the United States, including the effort to
counteract internztional terrorism, and with ocverall United

States pclicy tocward the country which is the proposed target
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of the controls;

Threey the reaction of other countries to the imposition
or expansion of such controls by the U.S. is not likely to
render the controls ineffertive in achieving the intendad
fcréign policy purpose or counférproductive to the United

L 4

States” foreign policy interests;
. Four, such controls wiil not have an extraterritorial
effect on countries friendly to the U.S. adverse to overall

UeSe foreign bolicy intérests;

Five,: the cos{'of'such conirols to the export performance

of thévUnited States, to-the-combetitive position of the

United States in*tﬁe intérnatibnal economy,y to the
intefﬁational reputation of thé United States as a supplier
of gcéds:and"technblogy, éﬁd to individual countries and |
comm&nifieg;vtaking_intO‘accountkthe effects of the controls
in fhé e#isting contexf, does-not exceed the benefit to the
UniteQTStates' foreign policy objectives, and the United

States has the ability to enforce the proposed controls

effectively.

fhose are_{he determinations that must be made by the
Precidenty sent tc‘fhé Congress in advance,; not two or three
dzys after the lapse of controls, of their imposition. It
means that if, as a few people frankly in the agriculture
community fear, that tha textile manufacturers --

The Chairman: More than a few,
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Senator Heinz! -- that the textile manufacturers are

2 going to come to the President of the United States and say,

3 Mr. Chairman, those textiles from China are killing Ls, ;
4 invoke Section 6(1) or Section 6 of the Export Administration
5 Act. And you know, you have got a great backdoor way to shut
X:] out those textiles.
tf” .Thelfarmers understaﬁdablyr if thgre was any credibility
8 to any President ever'doing thaty, should be wcrried, becaUse

‘9" China undoubtedly would retaliate and mess up‘our'grain
10 expphté,,dubfsoybéan ekporfé'pariicularlyr‘I'understand, to

11 thé'Péodle'siRepublic of China.

12’ : 'Su% mhat.I'Hope'fhe-memberé of the Committee understand
13 - -and  the reason I tpok the timz to read these criteria is, a

15;: persdna~nqh1gkaié with the United States. He would have to
167 Sanyhyvhe-wanted”toiisolate China, the People's‘Republic-of.

.659 . V”1ﬁ{ Prééident'would.baSically'have to declare that China uwas
|
\
17 Chima. And I doubt that any President, no matter what the
|

18 failu}es of our electoral systemy would be so stupid as to do
19- that.

20 _ Ndﬁ, let me ask,’Mr; Hurwitz, dolyou really believe that
24  any sane-ﬁfesident’would invoke the foreign.policy controls
22 of this Act as a bkackdoor way of imposing impert controis on

23 Chinese textiles?
(:) .24 Mr. Hurwitz?l Sir, our concern was not that the President

25 . would intend that this eventuality would occur, but only
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that, giveﬁ the breadth §f our current foraign policy export

controlsy that some inadvertent occurrence would happen where
we would have a set of controls in place against a country --
for exaﬁple, I note that the People’s Republic and Taiwan are

not signatories of GATT -- and that this inadvertent

situation would occur where the maznufacturers could come ‘in,

as you saidy and ask for protection in their case only.

Senatér Heinz? Do you know of any instance uwhkere foreign
policy-cohtrals‘have been inadvertently invokgd?
.Mr;fﬁqrwit?:' No. Where the foﬁeign policy controls were
in'blace foria diffefent réason and that-tﬁe idadvertent
,cut imports occurred, that is what I meant,.

S i e

Senator Heinz: May I point out respectfully, Mr.

Hurwitz, that thé Act would not permit the expansion of the

use ;-:és'it:is written in the law before us, would not as I

underéfand'it -Q'tﬁe use of import controls unléSS‘the

President made this new set of determinations. There is not

a single set of'determinations made by the President in

existence on anythih§ at all right now.

So. it woulﬁ be a very strong effort at inadverteﬁce that
the President m;uld have to make. You cannot use those
import controls without going through this prccess as of
todays, assuming the law was enacted one minute ago.

Now, if the fscts are as I state them, do you still have
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concern about inadverténce?

Mr. Hurwitz: Senator, I would have to work with you on
the specifics of narrowing down the set of foreign policy
céntrols th;t e have in place now. As I said, it does |
include most of thte nations of the world, and we would have
te work on the specifics of narrowing that doun.

Senator Heinz: I'think going back to your first two of

~

“three points, the GATT-ability and the treaties of friendship

and so forthy it would be == it is consistent withk every
dbjective of this Adct to make it clear that the imposition of

any,-the use of any of these import sanctions, must be -

cénsisten}:ncf justvwith'the GATT but with 211 of our
.mqltilateral<obliéations, which is a term I choose because I

“think it'would.sweébfin with it the freaties of friendship

and sb-forth~fovmhich you referred..

Mr}fﬁufwifél ‘We would welcome that, Senator.

Senator Heinzd If we tooklﬁare of the crime
confrol/human'rights iésue and if we took care of the
GATT-ability/multilateral obligations issde, would you feel,
and if ydu wer; sétisfied as to the fact that this is not
going to trigger any new inadvertent use of import controls
because ofy, in light of our previous discussion, then would
you feel that we have met most of your concerns?

Mr. Hurwitz: Well, clearly, <ir, those would be

improvements from our point of vieuw. I cannot speak right
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now as to whether we would then be completely satisfied, bhut

I can get an answer for you very soon.

Senator Heinz: Mr. Chairman, I do not know houw you want

to proceed. What I propose to do is to make 2 substitute for

Senator Danforth®s amendment tﬁat did what we just

discdssedr I think what the State Department has stated is

véry reasonable. It seems to bz the heart of their concern.

I want to meet it.
v -Senator Symmss  Mr. Chairman-

"The'Chairmahf_ I just wanted to ask one question. We

.have export controls rlgh now-on Chinay do we not?

T Mre Hurwztz.f Yes, Senatorw
' The Chairman: You would not have to make any more
findings if you had this section?

Mr.. Hufwiti&.'well; as the Senator statedy if new

'criteria were in:placé-I suppose that we would have to put

inte process meetlng those criteria under the\new
leglslatlon. 3ut under the present legislation uwe do not
have to make any more determination.

'Senaibffﬁéihzi« Mr. Chairman, may I say that the Act is
very ;pecific'on fhis. He can only expand controls or can
only impose them, expand them or extend them under this
section if the Presidant makes these determinztions. We have
drafted it that way because we did not want to upset the

soykean exporters. They are apparently very upset.
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The Chairman: You say - if no sahe President would make

these findings, what is the value of the amendment?
Senator Heinz: Well, what is the naturg of our foreign
policy controls on the People’s Republic? |
Mr. Hurwitz: I am sorry, I could not.answer in great
detail. It would include human rights and crime contr;l and
nuclear materials. |
Sénator Heinz: But let mé suggest that tke nuclear

materials is not invoked under the Export Adminiétration

,Aétw That would be invoked under a different Act.. The crimgg

control may be invckad-under'thiS¢Actf We are going to takéf'
care of that.

Under what Act are the other export controls 1nvoked°

Bacause Senator Danfortb put into the record of the Commlttee

at- the hearing a list of all klndsxof_export cantrols that
haVeﬁbeén'invoked. Thére is'only one problem-wi{h this
1151: The largest’parf of those export controls are not

invoked under this Act and are not invoked under this section

" of the Act.

 A lot of them are national security, which we are ﬁot
even talking sbout néw- A lot of them are emergency economic
pcwers and othar Acts. And I think we have tc be a little
careful about what we are sayirng.
Senator.Qanfcrth: Mr. Chairman.

The Chairman: Senator Danforth.
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~Jepanese impbrfs, was that a violation of GATT,-my answer was

28

~Senator Danforth: Mr. Chairman, I must say that Senator
Heinz’.suggestion of how tc remedy this situation with
respect tc.GATT-ability, 2s I understand the suggestion, does
not do the job, and it does not do the job for two reasons.
First of all, with respect %o GATT member countries what.is a
violation of GAfT and what is not a violation of GATT is
sometﬁing which is determined by GATT. It is not something
which is predétérmined.

When I was asked at the time that I suggested quotas on

df coursé not. .That-is a ma{ter'which is argued by both ‘
éi&es.until it is determined. So I do not think that it is
suff1c1ent to wrlte into law a guess or a2 judgment call as to
wkat is a GATf v101a*1on and what is not. |

Sécondly, if GATT ablllty is to be the criterion that
woﬁld allouw free rein for meort restrlctlons against i
non-GATT members ;4 and I would simply p01nt out some of the \
meorts that we now have from-ﬁon-GATT members: from the ‘
. |
PRC, textiles; Taiwan, which is not a GATT member, textiles,
shoes, steeIJfTV's;-from'angary, machinery, chemicals; from
Rcmanié --

Senator Heinz: Those are ;he ones where they stole the
patents. ’

Senator Danforth: From Roménia, textiles; frem UeSe3eRey

¢césein.
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So I think-that the original obhjection still stands..
There is a debate within our country right now as to who is
supposed to be making foreign policy. Some people think that
there are too many people in the Act of making foreign

policye. 'Sut what you are going to do if you have import

restrictions along with export restrictions is, for the first
time: to my knowlédge,.build in major constituencies of

imporf-affected industfies which are going to be right in the

mlddle of forelgn pollcy con51der=tlons.

I wlsh I could be confldent that a President of the

Unlted States were hermetlcally sealed in some dec151onmak1ngﬂ

roomsy . 1solated frcm the storms of public cpinion and able to
makeIStriéf7légél judgmenté.on'ﬁatfers such as this. But I

fear that what we are- bulldlng is enormous political pressure

'on the p011t1c1an=, where kashlngton, even more than it is
:now; is 901ng to be the. focal p01nt of pressure for varlous'
:iﬁterests;wantlng protectlon from exports. And they are
igding:té hgie aiwhélefnew means-of attacks and that is going

‘to. be foreign-boiicy controls..

-S& I think;that’this iS'a very bad idea and I think that
itvié'going to_escaléfé sométhing which has been escalating
anyhéw, and fhat is the use of trade as a foreign policy
tool.

Senator Heinz: Mr. Chairman, I have great.respect for my

friend from Missouri. I am troubled by his argument because
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shat he is in essence arguing in saying that the Pfesident
should not have a power which I think we have very
responsibly circumscribed is in effect to say, not only is it
a bad ides té give =-- to put any ammunition in the
President’s guny but if we arefgoing to have ammunition anq

there is some ammunition therey, rather than do anything else

let us make sure the an is_always pointed at éur_foot;'an¢

that by pointing the gun only at our foot we will somehouw.
1mprove our aim..

And I do not thlnk that that is really the way to solve

_the problem. If is. a’l very good to play on the publlc s

distrust. of polit1c1ans and say there is nobody in Washington

mho can be trusted to make rational deCISlonS, and 1f you-

gglve the Pre51dent some add1t10na1 powery or- some other

.Pre51dent, they are 901ng to go-. around the bend.

But I hope my: frlend from Mlssourl has actually read not'

,Just that portlon of the Act that seems to offend him, but

that he has read. the overall criteria and process through
thch - President must go.

I~w§uld only addr.and I will be brief, that the iroﬁy in
this is that theré are a lot of people who are exporters, who
are e*ﬁorters, who support this in the Act, because they
believe it will make foreign poliéy controls essentially more
difficult to impose and, when impoéed, imposed more

thoughtfully.
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And that is, I assume, why the Electronic Industry

Association is for it. They do not anticipate clamoing douwn
on the imports of semiconductors from Japan. -That is not
their objéctive. We are not enemies with Japsn. We are
going to axempt-them with the‘GATT-abili&y proevisions. They
are members of the GATT. There is nothing in this for them
in that regérd. -

So I just hope that the Committee would accent my
substifutey-Mr; Chairman*-
| —fhe_Chairman&  Séna¥or Symms..

Senatar*Symﬁéﬁf wéxl, Mr.. Chairman{ I just want to sé&
égaiﬁ'that~in ﬁorméi cichmstancés T would say I would come
dc&n on the side witH the Senator from Missouri, that mé
should alwﬁyéfﬁﬁsﬁ f0r~f;eeitrade policies and not have
éovébnhent ini§rférénces @ith the free flow of trade. But-
wh;nvit?gdmés:tézEéit?wesf tradey, I think that we need to
give tﬁe-Preéidentfﬁhe.éuthority'toAtry to get some
cooberatidq, so'that there can be some thihgs that could

happeny that could bé not necessarily punitive in nature, but

wduld in fact_slod dowun and restrict the ability of the

Soviets to build a massive war machine.

Nows I am trying to sugport my good friend from
Pennsylvania here, but I want to read back whzt the letter
says. Nowsy I know you are talking about two a2mendments here,

but your letter says:
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"After extensive investigation, we concluded that the

2 best way to do thzt is the import control authority uwe have
3 included. Keep in mind that such authority could be used
) 4 only in cases where a company had violated COCCM standards
5 and the standards the governmedt had agreed to and agreed‘t;
8 enforce. In reality, uwe expe;t the actual sanction would bhe

7 imposed‘less'frequently than the authofity would be used

8 . quiéfly td peréuade éﬁother government to fulfil its ouwn
9 .anforégmentwﬁ |

" 10. :? Q"QéiIQ;Iisdépoft:fhat.:
51 ‘A\Séﬁé{§F Heiﬁ£;;;That.is-going.to be the second

. 12. amendments. He are still . on thé foreign policy amendment.

13?_ B _Seqa%br:symms§ 'I would.just Iike to have you try to
553 :~‘ 1{f cfafif?i¥;r?ﬁéiif;900 —; mhat‘ére you weakening with your:

152ﬂ_aﬁqnﬁment?; - o

16 »pfséﬁéféF?Héihé:.,ﬁéIlr first df-all, we ara ﬁot at this

jT‘ poiht; We aFéjﬁo¥tﬁeakéning. Neither Senator Danforth has

15_' propbsed, nor havé I broposéd,van amendment, although he does

19 intend-to;br§ppse oner i am_told, to weaken the nztional
20. ﬁecurity impart_cdntnol.section.
21 >Theré are}twbvséétions'of‘this bill under which import --
22 excuse me -; undér which export controls may be imposed. The
23 one that you have just referred to is when the President

(;) 24 claims that the national security of the United States is

25 invokede It is typically invoked to prevent high technoiogy
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and other vital resources from falling into the hands of
counfries whose interests are inimicable to ours.

8ut the other part of the Acty, the one we are really
focused on now, is that part which deals with actions taken
by the President under thes foreign pglicy sectiony which 1is
Section &y where in a sense what the United States'is doing
is to express dispieasure of one'kind or angther;-

And.Mr.-Hurwitz, would you care to add to my’distinc{ibn
between Section 5 and Section &2 |

MP . Hurwitz: I. think it is a very accurate description. ’

Hhere we want to distance ourselves from the zctions of a

particular government,.would be how we normally déscfibe

fpreign*policy conirbls, put ourselves at a distance and not
broyideLany écoadmic;su;port'in any way fdr“a goverﬁm;nt thét-
engégasgiﬁ'aétivifies'that:we find obnoxious. {

}Thé:Chairman: If%I,might*make a suggestion,-becadse we
have“a lét ofitehritoby.to éover.. If we might go on.and
disﬁuss‘thg'second amendment briefly, and so we would have
them both on the_tablé.

And then I might say, for the comfort and convenience of
those’who are standing or seated here, that about all we aré
going fo do this mcfning is try to address these tuo
amenqments and look at some spending reductions, and fhen we
will meet again tomorrow morning at 10:00 o°clock, if that

will help aﬁybody.
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Senator Heinz?! That is going to give a lot of people in

this room & new leasz2 on life.
-LLaughter.]

The Chairman: But if you are not here -- unless you are
Just very interested in this débate == it emptied the
Ccmmittee pretty fast as farvas membars.

EL;uéhter.J

The Chairman: And I think it will empty the room, right
after you know that nothing else is coming up except.we are
gcihg'tO'diséu351budget réduetions. .There will be no votes. -
this-ﬁorning;igo éll tHose-lobbyists who - want to get an éarly
iunch can leavs. |

v»tLaOghter»i
?The>Ch$§rman# Let us téke number’twq and discuss that
one.

Seﬁatbr'oanfogth;, Mr. Chairman.

Thé Chaifméﬁ:~ Léi’me ask the staff, let us go to the
second'amenAmént; Leoﬁard, do you want to explain it
briefly.

Mr; Santoss Amendmént number two would deal with Section
9>of S. 979. That section in part authorizes the President
te deny U.S. entry to imports from, the term is used,
"whoever violates a2 regulation iséued pursuant to a
multilateral agreement to control exports for national

security reasons to which the United States is a party."
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The purpose of this amendment --

The Chairman: Could we close the rear door there? I

<:3 3 think most of those who are not interested in this-oarticular
4. subject have departed.
5. Mr. Santost The~purposerf this amendment is to delete-
6 the power-granted in the bill to punish, in effecty, those who
.r v1olate the COCGM controls -- those are controls maintéined. 
'8 - in cooperatlon w;th our allles on exports to the Communist .
9- ‘bloc of hlgh technology 1tems -= to0 punish those who v1olate
1oo regulatlons Lasued by CGCOM ny denylng them the ability to
111 'lmport goods 1nto the Unlted States.
12. It does not address, does not delete,Adoes not-deal at
19 _all, wlth the authorxty 1n Sectlon 9 whlch is also granted in
655 | : -14{ fthe—blll to deny 1mport pr:.v:.legee to flrms that violate
,45; ;Un1ted State= natlonal securLty export controls. That'would
16 \romaln 1n the b111 and that authorlty would be avallable to.

17" the Pr951dent.

18 ' ~,The-,ChaJ.r-ma}n:‘—' i'mill turn this over to Senator Danforth
jg énd;Sénator.Heioz.. 3ut it is my understanding there are some
20: 'areas of concarn where this particular provision could be

21: helpfuly And Iﬁthlnk there has been some effcrt, asgain --

and T am-not‘cértain whether it has achieved anything -- to

22‘,
23. work out somes compromise that would address tFe real concerns
{:) 24 that some may have and still satisfy some of the fears that

25 others may have.
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Mr. Santos. .Yés, Mre. -Chairman. The concern essentially
is that COCOM, which is after all a voluntary organization of
countries that have joined together in an allianca, is not
aluays enforced as effectively as the United States would
like. And we have had problems from time to time with

axports from the COCCM mémbers to the Communist bloc of items

which the United-States feels shoqld not have heen exported.

For our own exporters, that means they lose 2 sale which

is nonetheless obtainedtby ah exporter from one of the alliédﬁ

-

countriéé. So our owrnr exporters, some of them feel that 1t

is- lmportant that we. glve the Pre51dent this. import control

authorlty as a way of obtalnlng greater'dlsc1pllne in CGCDMr_

and there is disagreement.as to whether or not it would
achieVe greater disciplineaJ'But that is its purpose.

From the Commlttea ‘s standp01nt, it would be helgful 1f

the authorlty could be quallfled 1n ways which apply to the

appllcatxon of'export controls 1n>the foreign poldicy area,-
and there are two. pOSSlble ways that we could suggest, and
there may be others, of modlfylng this authority in 2 way
that is con51stent wlth thls Committee’s interest and at the
same time gives the Presxdent this tool.

One means of éccomplishing that would be to require that
when the President wishes to use this tool he make findings
comparable.to the ones he must make when he uses foreign

policy export controls about their utility and their

ALDERSON REPORTING COMPANY, INC,
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compatibility with the trading interests and national
B 12

security of the United States.

Those findings could be transmitted to the Finance
Committee and the Ways and Means Committee in the Congress.
They could be required to be made prior tq the use of import

ccntrolse That way there would be a record of the rationale

and the reasons add the motiva{ing factors, and the relevant

Committees could at least be informed.

Senator Heinzi Are we talking foreign policy, Section

Mr. Santos: No, we are talking Section 9 nAow. But we

are'talking ébout requiring fhat the use of import controls

Qnder Sectlon 3 as a tool ofy, in effect, punishing firms bhe

accompanled wlth 2 raportlng requzrement similar to the ones

that apply in Section 6 on forelgn pollcy export controls.

The Chalrman. That 1sroneirecommendatlon.

th~5ahtosa That is one_ﬁdssible course. The_secondi
possiblé c6ur§é‘is to require that when the President wishes
to use this authority, the éuthority to impose import
controls, against firms that violate national security export
contfols either‘of the United States or of COCOMy, that he
transmit a bill, in effect, to Congress requesting this
authority, that that bill be treated in a so-called fast
track procedure, that Congress be given a period of time, }

perhaps 60 days, in which to act on this measure, and if |
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Congress does not act on such a.measure then the President
does not.have that authorify.

It would Ee similar to the procedures provided for fast
track legislation in the Trade Act of “74.

The Chairman: Senator Danforth.

Senatcr-Danforth: Mr . Chairman, I think that the first
thing to come to grlps with is what CCCOM is.. ANow, please
correct me 1f I am wrong. "COCOM is a voluntary arrangement-
by the Unlted States and NATO allles and Japan, entered lnto
for the purpose of restrlctlng ‘the export of sc1ent1f1cally
sensltxye technolog1cal 1tems to«Eastern.bloc countriese.

.Mr;vSantés;' That is correct.

Senator*oanforth:. The 115t 1s a llst of products mhlch

we and our allles together agree should not be shipped into

Eastern bIOC‘countries; NOWr tha;voluntary nature of that

list is a veryﬂlmportant thlng to focué on. There is nothing.
that compels France or Germany or Great Britain or Japan to
agree. that somethlng should be. on-the list in the first
place. It is strlctly voluntary on their part.

vNowy-the propcsal,here is that if something is on the

~list and if a foreién'country, in spite of the 1list, sells 2

product to an Eastern bloc country, the United States can
impose import controls against that foreign country.
I think it is fair to éay that this issue of the CQCOM

centrols has been one of the greatest bones of contention

ALDERSON REPORTING COMPANY, INC.
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over the last year or so that we have had with our NATQO -
allies. Virtually every discussion that I have»had witﬁ
anyone from Europe who has anything to do with 2ither trade
or econcmics, virtually‘every discussion, early on in~thé
discussion has resulted in a compléint_Being lodged on what

our Zuropean allies have viewed as an attempt by the United'

‘States of extraterritorial enforcement of American lauw.

One of'the-concerns abdﬁt this section in the bill is

jthét, if CDCGM in the first place debends upon a voluntary

anrangément:betméen us and our allies, this threat of
) 1

'Amerlcan 1mport sanctlons agalnst companles akroad would make
'lt less 11kely, rather than more llkely, that items would'be'

bput“on thé Iist'in the first'place. That is to say that,

wlth respect to the uorklng of COCOM 1tse1f, this proposal
would not make 1t a tlghter agreenent, a tighter errangement,

but Af fact would tend to remove the cooperation which is

necessary forﬂthe arrangement*in the first"place»

ALDERSON REPOARTING COMPANY, INC.
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(:) . _ 1 "~ Senator Heinz: Hi}l fhe-Senator yield at that point?
. 2 | Senator Danforth: I will finish in just a minute. The
(i) v -3 idea of extraterritorialityy even the idea of the United
4 Stafes attempting to enforce an agreement extraterritorially
5 against = company located in another country kas been a bone
8 of contention with those other countries and with their

7 priVatg sector. The EEC has taken'the pdsition, as 1

8 uhdefstand ity that it woﬁld consider such import

9. restrictions against.theih éohpanies a-GATT'violation, and
‘_jQ  nf0erermoEé, woui& reféliatem-' ]
1" -Andvfinally,_ihe same'érguments that were made with

12 respect to-fOrei§n-policy~sanctions are equally applicable

‘13; he}e; However,:theysare appLicable not against th; People;s
659‘ i  ‘ ‘; 14;  ?epdﬁiic df;ChiHa or Téiwanioanoh—GATT members. These are

!Hs? appliﬁable.réal;y'against ouﬁ'allies.l These are trade

ie‘ 'sén;tions mhiéh-aFé propqéed to usé'against our~NATG ailies,

-j75 'and it*wéuid bé:éh'ehormous source of continuing friction.

18 Senator Heinz: Mr. Chairman? |

19 | Thé Chairmans Senatég Hein??

20" senétor-Heiﬁz: Mr. Chairman, I am glad Senator Danforth

21 clarifiéd one thing, because I think from Hr. Santos”

22 explanation {here, it was unclear that the sanctions are only

23 " company specific. They are not country specific.
O 24 Mr. Santos: Well, if I may, Senator Heinz, the bill says

25 whoever --
U
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jSénator-Heinz: It is the intention of the Committee, and.
we are perfectly willing to clarify it, that they be company
specific. They wers always intended to be that way. I think
if you read th2 report it is fzirly clear, and if you read

the debate and so forth in the‘Committee, it only took us

five years to write this, that we are talking about company

: pfoblems.

Senator Danforth also made clear +hat what we are talklng

about here under these natlonal securlty controls generally,

not Just COCOM,,but‘genorally,;ls to~pnevent the-lllegal

'export of controlled goods, highitachy 1f you wzll, and that

fwe have had con51derable problems in. controlllng the exoort”

of'hlghxtechnology not only from this country, because of

énfofcéméntgproblemSy»butfﬁecauée of a very leaky COCOM

“arrangamante.

‘Nouws one of the things Senator Danforth said strikes me

;as'afiory~good aroumoot for this section of the bill. As I

underétahd what he said, it is that COCOM is a voluntary
arrangement, that if the'items fhat:are»put on the list are
really going to be enforced in termé of their export to the

Soviot Union, it is less likely that countries will put those

-items on the list, presumably because they want to sell them

and will sell them, and they therefore do not want us
enforcing our law sgainst companies that break the COCOM

arrangement, and my attitude towards that is, that would be a

ALDERSON REPORTING COMPANY, INC.
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hell of a good improvement, because we who observed the cacoM

standards rigorously and do not export five access machine

tools would not find ourselves in Chicago looking at a five
access machine tool that is on +he COCOM list along with four
access and three accass computer controlled machine tools

made in Hurngary or Romania, 'I forget which one, made in an

eastern bloo:countny, under license to Fujitsu of Japan.

Nowy we have not been selling those five zccess or four

-‘access or three access machlne tools. They are on the COCOM
.llst, and how do. we flnd out about the v1olat10n, but that
-one of the eastern bloc countrles has at a trade shouw 1n>
’Cklcago a machlne tool 1dent1cal to the one Fujitsu makes
that is. not suppoeed to be sold as. a machlne, let alone to

fchenee the technology to make these mach1nes; and here uwe

are.. The Sov1et Un1on ‘s allles are_eelllng te us something

"we are not allowed to sell to them.

That is mhy I thlnk Senator Danforth’s argument is a very

gaood argument}for what is in our hill.~

Letﬁme'give‘my colleagues on the Committee a couole of

examples, because youuhave,io understand the problem we are
~N
dealing with, and it is not a guestion of whether somebody

saysy gees, that is GATT inconsistent. We all agree with

Senator Danforth that GATT is what people call it.
Consistency or inconsietency with the GATT is what peopla say

it is. So if our European allies say something is

ALDERSON REPORTING COMPANY, INC.
440 FIRST ST., N.W., WASHINGTON, D.C. 20001 (202) 628-9300




10:
8 ., tt
1z
13: ‘.
f1z;
15
TS
BT & :

8

19:

21

B

24

25

inconsistent with the GATT, it does not mean it is.

In one particuiar casey, a representative of one of these
companies that we want to have the authority-to crack down on
and deny if necessary their ability to import into the United
Statesy set up a frent company‘by the Polish government,

succeeded in obtaining several classified repcrts of prime

importance te er-national'securityy ihcludiﬁg the F-15 made

ih.St- Louis, look downy shoot down radar systemy the quiet.

Aradar system for the 5 1 and Stealth bombers, and an all

-meather radar system for tanks, an experimental radar system
mfcr the U S. Navy,'the Phoenlx air to air missile, ah

.shlpborne survelllance radar, the Patriot surface to air

mLsslle,'a tow to: raise submarlne systemy the air to air

“m15511e, the 1mprcved Hawk surface to air mlssxle, and a NAfO

alr defense systew.

.For*hIS‘effbrtSytthisVparticular'gentleman'who set up
thls.front company was made pre51dent of the Pollsh company._
He was subsequently apprehended and convicted of espionage..
The compeny that he morked under contznued its operations,
1nclud1ng the sale of Pollsh mach1nery in the U.S.

‘Let me share two other casesy also violations of our
natlonal security, re-export'controls, which is what I.think
the main arghment is about herey, a large diversified
multinational. I should say that these cases are accurate,

but we are not revealing the country of origin nor the
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company involved here, although we.would revaal that to
members in a classified briefing. |

A largey, diversified multimational company in 3 western
turopean neutral nation knowingly sold air control equipment
to the Soviet Unicn in direct countervention of U.S.

re-export regulations. That equipment was clearly dual use

and.very significantly upgraded the air defense capabilities
~of the Soviet Union. Such equipment allows the SoViet’air"

defense command to. keep track of many more targets than had

prev1ously been the case. Addltlonally, 1t allows thelr a1r

:defense command to: direct 1nterceptors to the site of these L

multlple targets.

’ The country involved did not at the time have 51gn1f1cant

Psanctlons for such 1llega1 tra nsshlpments, nor was there
;anythlng that the Unlted States government could do other-
than tc strongLy protest and to. deny such company, such
torelgn company future exports from the United States.
'Ubv;ouslyy'an xmport sanctlon 2gainst this large
.muitinational.company, which happens to sell billions of
‘;doiiarsyworth of goods to the United States,y would have been

;highly effective Loth for leverage with the company itself

and with the host government.
One other example, which is really two cases, involves,
and this is during the last three years, 1931, 1982, and

1582, a major diversified multinational corporation with its

ALDERSON REPORTING COMPANY, INC.
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home base in a major western 2lly which is a2 member of COCOM
séld'stored program switching equipment and technology of a
level of sophistication greater than that which is nouw in
place at NATC command headquarters.

The host country repeatedly icnored U.S. inquiries and

warnings of the strategic significance of such equipment, and

further ignored.direct'requests trat the license application
be brodght before COCOM for review. This gquipment, which is
of a'highly'criiical.nature to military command and contol,

'Qaé»theh‘re-exportedy if yéu will, sold a secend time. In

ihe;%irsi(iﬁétenbe,‘ii was sold direbtly to the Soviet Unibng
énd iﬁf{H§ ofher-cé§e it was'sc1d to Bulgaria, a close ally |
of:fhe S§§iét‘Uniqn.

4iﬁeiébmbéh§finidlved seems fo-be in a cééh flom.crisisr

éndvapdaréhtly feit that such sales were critical to its.

econbmic survival. It is thus that avarice and short-term

economic -gain lead to Soviet acquisition of a critical

military technology in this instances and left tha U.S. with

‘no. Option-étjallufo hrevent such technology transfer other

fhaﬁ tHrou§h.dip1omatic overturese..

| 'Tﬁé.ﬁoint'isy-had'the import control sanction been in
place, that cdmpany, which has multi-million dsllar sales in
the United States and is highly dependent upon the U.S.
markety, could have been directly faced with the option of

lesing that market, despite the host country’s unwillingness
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to enforce its own export laws.
Nowy, I want to address the way these controls would work

most effectively. They would work most effectively, Mr.

. Chairman, if they never had to be used. The purpose of

having these controls is to be able to go to the tuwo
multinational companies I just mentioned and say to them, you
'do_not want.tonre;export thie critical technology in |
vielaticn of ¢OCOM.‘ Normally you would not have to listen to
s-~but<tcda9 qu do,‘because~you-run the risk of the

Pres;dent taklng act;on ‘against you if you do. That is .

called qulet dlplomacy. It was called in the old days, I

:guess, walklng softly but carrying a big stick. And it is

the very opp051te of forc1ng 38 crisis with our allies.

) There w111 be a lot 1e=s in the way of crises with our

:allles 1f when an agreement is made 1n CDCOM that it is
'pollced and made effectlve. It doces nobody any. good, it does

our: relatlons thh our allles no good for us to get mad at

them because the bureaucracy in one country or another is

_Iooklng the.other-way when a piece of high technology

equlpment or’ the plans themselves, which is what the. first
1nstance dealt w1th, are.sold in effect to the Soviet Union,
and that is the issue.

S0y I would hope, Mr. Chairman, that Senator Danforth’s
amendment to strike this section and, for that matter, Mr.

Santos” suggestion would be rejected totally by the
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Committee. I must also say that this is one of the most
necessary things we can do if we care about not arming the
Soviet Union, and I do not like the kind of demagégic
statements that are easy to come by when the Soviets have:
jusﬁ shot down a Kore§n Airliné planes and the emotions are

running high, beczuse I do Hot like to fan the fires in that

waye. But I.héve-got to tell you that substaniively-if'you‘:
- really wznt to .do something to help the Soviet Union, uwe
~ought to accept the-Danforth-amendment.

 The§Chéirmén:T§Sehafor Danfdrth,vdo you agree with fhat?i'

i-'EGéneﬁalfiéﬁghtér@J’
-Senatof Dénf;Ethi' Mr. ﬁhairmany I do.&ant1to'be

recogniied jq#t to ask two gquestions of the staffy I am'ﬁof-

tryiﬁg.ta-éidﬂ{hé'deiet»ﬂﬁiohyAI wanf to a§sure.yaur_‘ |

'-Sgnator%Héinz;  I did hot‘say-that was Senator Danforth’s

iintentidn; 'L;kﬁow'he doés ndt*want to.

Sbhétdr~0énfofth:~ Let me just:ask two questions of Len,
if you know,.b#~whoevehm

The Chéirmantk And we also have Mr. Zacharia here from

~Commerce..

Senétorbﬁanforthi First, with regpeet to the company
specific naturs of this import restriction, supposing that =
ccmpany has bzen nationalized by, say, France, and it
violates COCOM, and we were to impose import restrictions.

We would in effect be imposing import restrictions against
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another country,‘would we not?

Mr. Santos: Welly Senator, the distincticn between the
corporate entity and its cuwnership is drawn in various
ccuntriesy and arcuably in that case one could just limit the
import control to the specific entity, although clearly the
interest of the country that owned that entity would be
affectéo,

Senator banforth: Now, secondly, with respect to the.

re- export examples of Senator HEIHZ, if'thé United States

-

manufactures a product, shlps that product to a NATO ally,

that ally in turn reshlps Lt, or a company within that

country reshlps it to ‘an eastern Bloc country, regardless of

what we do 1n th:.e blll that is before us, would that be a
VLolatlon of U Se law’ |

V.Mru Santos:t'YeSy Sénatoru. waiin our export control
Stotute, ‘the =xport Admlnlstratlon Act, do assert
Jurlsdlctlon over the re-export of U.S. goods and techndélogy,
regardless of mhether the re—exporter is a Ue«S. person or
note. So,y in that case,y if, let Us says a8 French company uwere
to sell an Americcnrgood orftechnology in violation of the
rules that are ectablishod under U.S. law, we would clainm
jurisdiction and the right to punish that firm, and if import
control aothority uere aoded to the arsenal of punitive

measures, uwe coulo, regardless of whether this amendment

passesy we could nonetheless impose import controls against
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that companye.
Senétoh Danforth: Regardless of what is done?
Mr. Santos: Regardless of what action is taken.
Senator Heinz?! Under what authority?
Mre. Santos: The Export.Adninistration Act does regulate

exports from~the UnitedAStates and the re-export of those’

items. So to the extent that someone re-exported an item in

violétion of‘the Fxport'Administration Acty or the rules

establlshed thereunder, it would constitute a violation of

U Sy lam, and thls amendment does not deny the4°re51dent to -

meose Import;controls fortvrolations of U.S. law. It only
addheeeee.the:exthe perdotation, which is violations of COCOM
regulatlons. | |

Senator Hetnze iHow about the followzng example, where
the technology 1s on the COCGM lxst’ - It may have been
technology that ncs been 11censed by a U.S. firm to a French
f;rm~ Now, that Ls-not'he-exportatlony

r;fSantosm _fenator, there are situations where the
Commerce Department lmposes llcen51ng requzrements on the
export of the technology ---I am sorry, licensing on the
llcenszng of tne technology. In that eventy if the terms of
the export license of thet 11ceneing technology were
violated, it would constitute a violation of U.S. law.

Senator Heinz! And where is the President authorized to

impose import controls under current law?

ALDERSON REPORTING COMPANY, INC.
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Mr. Santes? There is no authority under current law, but

there is authority in the bill thst has been reﬁorted out of
the 3anking Committee, and none of the amendments hefore this
Cecmmittee today would touch that authority.

Sanator Heinzi As I understandy, I do not have a copy of

-= there are two things Senator Danforth is proposing to

strike or he is. proposing to circumscribe. I do not have a

copy:of his proposal..
The Chairman:A‘I think he proposed to strlke, and I Just
had the Commlttee staff lndzcate a couple of areas.

'Senaton.He;nz;' Nell, I would like to see a copy of lt.

You draftedfit. You know what you have gote. ,I do not have~-

ity and so I do not;khom:what you_have gof;
Thé Chéirmah: Senafdr 8radley wanted to Eaise éndthéﬁ

area, since Senator Heinz is herey, in the Export

'Adminisffafiﬁn Act;“ As I havé axplained, we.do not have.the

_bill before'ué,'bdt'if‘it is something that the Committee.

could agreé'éh.f

.Senatar Brédley: Mr. Chairman, I would like to raises a
smail i$§ue; 'ilfhink'it>is important, though, and it is
relatéd ébAtﬁis ExportlAdministration Act. In the bill we

shift enforcement for'expért controls from the Commerce

Committees to fhe Customs, and what that means is that we will:

have less available Customs officers to do the Jjob of

commercial work or the other kind of enforcement sctivities
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such as drugs, and what I would like the Committee t§ do is
Just to recognize that if we are going to take up that addéd
enfofcement, it is going to cost about another $5 million,
and we do not want it taken away from either commercial.

inspectors or from the Drug Enforcement,-and therefore that

if we do not deal with it in this Committee amendment, that

we agree that on the bill,~S..1295, that we have already

reporfed out, where we say we basically want to do both

things, and we recognize we will need another $5 million in

that bill, and do a Committee amendment that would achieve

 that end to that bill.

':Seﬁator"Héinz:'-Mr. Chairman, Jjust to~be_briefr I think

Senator'Bnadleyjis*abSOIUIeiy-right1 That is,something:thaf

bught‘to hévdone, and I support him fully..

The Chairmans. All,righ{m Let us check that with the

:proper<Adminisiration“beople. I do not think there is any

’brdbieh>Mithuit;_

Senator*sradlgy:_'Sure. I just thought this uwas the time

to raise this issue;-and it iS-consisteﬁtzwith what the

Committee did-in'S;-1295;'wHeEe we said we wanted Customs
inspectors to bé'ﬁn the docks checking the goods as they come
in and not recziving §ome computer printout two months later
that tells them what might have come in..

.The Chairmani I wonder if either one of the

Administration witnesses, either Mr. Zacharia from Commerce

ALDERSON REPORTING COMPANY, INC. -
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or Mr.. Hurwitz have any comments, brief comments -on the

second proposad deletion..

Mr. Zacharia: ‘If I couldy Mr. Chairman, the
Aoministration clearly shares the concern of Senater Heinz
and everyone here about technology transfer to the Soviet
Uniony and we alsc~supoort many of the provisions in the bill
deallng wzth strengthenlng COCOM, because we believe that ls'
a very 1mportant organlzatlon.

The Admlnistratxon also supports the portion of the

lmport control provxszon up to the polnt where the Committee

>1s prop051ng an. amendment today. The problem that the

*Admlnlstratlon has wlthr-and 1s in alignmenf with Senator

Danforth s amendment here, is that we belleve that it would
damage COCOM rather than strencthen CDCGM to have the type of
authorlty, extended authorlty that “the. CUrrent Senate bill
would glve the Pre51dent.- -

In the - Let me- Just make the pointy if I could, about.
the three‘examples th:t Senator Helnz gave. I concur uith
what Mrm Santos-said.} If you have UeSe technology or U.S.

products 1nvolved 1n the vzolatlon, it would violzte U.S.

natlonal secunlty controls,.and the portion of the import

control provision that everyone is in agreement is a good
idea would take effect, and we could go after that company
with an import control penalty. The area --

Senator Heinz: Under Senator Danforth‘s zmendment he

ALDERSON REPORTING COMPANY, INC.
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strikes it.

Mr. Zacharia: That is correct, but he does not strike,
Senator, the portion that would allow the President to impose
import controls as .a penaity for violating U.S. national |
security con;rols, and under the examples that you gave,
those fpreign companies would be violating U.S. national
secdrify controls..

”»Sénator Heinzs UHow about on technolog??

Mr.klachgria;:-fhe'same with technology,y sir.

Senéior-heinzi ‘Do yduvmean-if they had a license to

produce a machine?

Mr. lacharias Yes, sir.
-SenatOﬁ*Heihz& Could you explain how in the Fujitsu.
case, uhiEh'hés~thbe 6neidf'thé most serious problems we

hévelehccﬁpteFedy-tﬁat:Senéfcr*Danforth’s amendment would

'haQe~pfévenféd'iheﬁgtanfingiof the five access machine tool -

_techdoiogy-addiliéghsévfo-prdduce that technology to Hungary

or R@mania?‘lfguess both of them got it throuch Fujitsu in
Japan..

Mr.. Zacharia&f Senator, when U.S. technology or products

ﬁarevihvolved, and {hey involve shipment abroad, they require

an export.
Senator Heinz: This is COCOM proscribed not to send to
the Soviets technology. ANow, how would Senator Danforth’s

amendment have, if it was tﬁe law, how would it have helped

ALDERSON REPORTING COMPANY, INC.
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us with getting the Japanese company, Fujitsu,.to back off?
How would it have helped us in the case of the multinational
comoany that I described in.my<second example, say, of
selling to-the Soyiet Union and dulgaria?

Mr. lachariai: The situation that Senator Danforth”s

amendment would not reach, Senator, is when you have a

.fonéign company that is not U.S. affiliated involved, and
vthey ére trénsmitting a technology or produci‘that has no

- U'S components or- any UeSe. technology involved,-and they

v1olate thelr country s COCOM standard. . If all three of

>those crlterla are met, that is the one situation in whlch 1f

thls amendment is adopted the United States cculd not react,

.but the Admlnlstratlon s p051tlon isy if you do not have‘the
U S& company 1nvolved, 1f‘you do not have a U.3. product or

technology lnvolved, ‘and you do not have a viclation of UeSa

law lnvolvedq-that'lt is an ill-advised extension of U.Se..

rjmrisdfction’to:{ry and impose a penalty by the United States

forcthet violation.

Senaton‘Heinz;- When you say that is the Administraiion’s'

pcint of viewy, is that a State Department point of view, a

'Defense Department point of view? Whose point of view is

that?
Mr. Zachariai Senator, thzt is the Praesident’s personal
point of view. This was an issue that went to him for

decision.

ALDERSON REPORTING COMPANY, INC.
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Senator ‘Heinz: Well, I hate to say it, but I think the
President is just dead wrong on thaf one..:

The Chairman: Mr. Hurwitz, do you have anything to add?

Mre Hurwitz: Yes. Thank you, Mr. Chairman. I just want.
tc make a briaf statement on the national security control.

Cur COCOM partners have told us in no uncertain terms that

- -fheyfbelieve-thaf we in fhe Uni{ed Sta{es héve no legal

.standing fe determine3when.their'own nationel export controls

have been vzolated.“-

They say'hom can an Amerxcan determlne thct a French law :

'on a transactlon that has no U S. contract whatsoever has

been v1013ted, and our fear in’ the executive branch is that

addlng thls 1ncrement of CDCUM cognlzance to the import
ffsanctlons whlch we. proposed and favor 1n general except fon
,thls 1ncrement would be counterproductlve in the sense of

:reducing the propens1ty of our—CUCOM partners to eooperate

mzth us rather than enhancxng the strength of our controls..

As Mr. Zacharla sald, we srare your‘concerns on reduc1ng

the flom of technology to: the Sov1et blocsy and we want to do
everythlng_we-can, but the way that our foreign partners see

this,-fhis would'be a*flagrant,‘in their view, a flagrant

extension of extraterritoriality on which they already have
an outstanding agreement with usy and in our view we are
concerned that it might reduce their propensity to cooperate.

Senator Heinz: Mr. Hurwitz, let me say this. And I

ALDERSON REPORTING COMPANY, INC.
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really do not think that this'issue could have been
considered carefuliy enough by the President. I cannot for
the life of me see how the Precident eould defend a policy
that really makes it impossible for us if your point of view
es expressed prevails to get through quiet dirlomacy the

enforcement that is necessary to prevent critical. technology

whlch 1s leaklng dally to the Soviet Un1on at a time of great-

tension between the Unlted States and the Soviet Union.

»Nowy I understand your concern, and. I mould like to see-

CCCOM work.' Ne would llke to glve you some tools to get our

Aallles to give COCOM a hlgher prlorlty, a hlgher status. Itf

is backloggedm' It has~1nadequate resources. It operates on

the lowest common denomlnator basis. If one ¢f the countries

flnvolved klnd of says, well, ‘Tet us go: slowly on this, tney

go even slower.

It;Is-aggood idea»that'isvnot'working too well, and the

‘pnodf_thet5itf15fnotnworkiné too well is that even in the

last'tmdeyeansr-since it*has been focused on rather

dramatiéaflyg countries, COCGM member countries have been

unébién{§;{eke_meanineful-actions in case after case to stop
the transfen ot reall? tnuly critical technology to the
Soviet Union. Sometimes we find out about that transfer in
the most-amazing ways. The Soviets send it back to France
fer servicingy because they did not think we were going to

catch them when it was serviced and sent back to the Soviet

ALDERSON REPORTING COMPANY, INC.
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Union.
You have all seen the article on the front page of the
New York Times or the Washington Post, and they are all

absolutely true. For once the press was right. ‘And I just

think that it would be very prodent for the Presidant to take

a second look at this issuey becaus2 I just do not think it

is good-for anybody, including‘the'President, to take -- +to

Cat least be portrayed as not understanding the crltlcallty of

- _1Q?‘t;

18 -

RRRT- 0

18

- thls sxtuatlon.

': The Chalrman. Senator Danforth, did you want to he

wfheard’

- Senator~Danfor1h: Mr. Chairman, the United States nouw

enJoys a very 51gr1f1cant trade surnlus with Furope. We are,'
'I am afrald, headzng for a 51gr1f1cant trade confrontatlon
wlth Europe on another matter, thet isy the proposal by

France to the —uropean Communlty for a tax on vegetable 0il,

and a tarlff on corn gluten feed, and possibly a tariff on

. L
soybeans.

.I. have no doubt that if that course is followed by the

EUropean commuqlty, the United States would act in response

to-that, and the result would be 2 very strained relationship
in international trade that would be unavoidable, I think, on
our-part. This is something which is avoidable. I do not
think that this provision in the bill with respect to COCCM

helbs CoCCM. I think instead it is asking for a veryy, very

ALDERSON REPORTING COMPANY, INC.
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combative situation with Europe in'internationalefrade, and.
this is something we can avoid,y, s¢ I would very much hope
that the Committee would approve this.
fha Chairmani: Mr. Zacharia, did you have 2 comment?
Mre. Zachariai: Senator, I just wanted to reiterate the

President’s commitment to stemming the flow of technology to

.ﬁﬁe‘Sevieﬁ Uhiep which is:elear in the‘reeoutce.allocation-
Jtﬁef he.hés made beth'{o the:Defeese Department and Commerce
Department and CustOms Serv1ce to beef up both 11cens1ng

'ecapabllltles as. well as enforcement capabllltees, and also-

;the Presxdent s strong commltment to negotlatlons with the

CGCOM allles to try and urge them to stiffen up thelr

enforcementy~andﬂalso.hls-effbrts to strengthen the COCOM

-Ofgénitaiionfitself by upgrading it .and providing mecre

dbffake fer_ite_

© S0y the Administration and your  opinions are in line

4ﬂright4down»fhe~line, with the exception of the President made

fﬁeﬁdetermineiioh thatfextending the import control
péovisidne toAthe nerrowAeases which_ehe amendment would
reechein-breetiEal effect would not be worth the damage to
fEe CCCaM ergehizatien»which weuld be caused by that
amendment’s presence.

The. Chairman? Senator Chafee?

Senator Chafeei Mr. Chairman, the Environment Committee

was meetingy so I was, unfortunate}y, unable to be here

ALDERSON REPORTING COMPANY, INC.
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during the first part of this session.

The Chairman: That might be fortunately.

CGeneral laughter.l

Senator Chafee: But nonetheless I wanted to just note
for the record how the legislation from the 2anking Committee

does deeplyvdisturb mey and I asscciate myself with Senator

_Danforth's.amendmenfs. ¥ fhimk_they are good amendments,vamd
.I.hope they will‘be.favcrably considered by this Committee,
and I partxcularly would call people” s attention to the last.
iremarks made by %r..Zacharla as regards to COCOM. That 1;,.-
_not'the-world s-most_sol;d organizetiony-and if we venture

'intO'these'areaSy I thihk-weAare lizble to undermine the

strengthifhet COCQM pﬁesemtly hasy and that the members are:

iiabIeftnﬁgo'eff ih seperéte directions unless we are able to

it we venture in the area that has been suggdested by the K

aanklnﬂ Commlttee leglslatlon.

The Chazrman. well, let me suggest that since a lot of

'the members saem to have dlsappeared, and there is not's

quorum here to act on.the amendments, that perhaps in tha

next thnee»or;fogrfhoﬁfs‘maybe the staff and the
repmesenfatives from.Commerce and State and any other agency
that has an interest might be working to see if there is some
way to resolve the d;ffefences, and if not, we will just have
to vote on these.

It seems to me that there might be some resolution of tha

ALDERSON REPORTING COMPANY, INC.
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second one.
Senator Heinz: Mr. Chairman, hope springs eternal, but I

doubt it is going to be worked out at'the staff level.

take it at the Senate level later on, and we will vote on it

tomorrow. We do not want to hold up S. 979, Senator Garn

‘and you both need to get 1t up before this Fr1day, so at

a

least we ought to take actlon one way or the other,. whlch we

-

Nom; these are 1mportant amendments, and certalnly

Senator Heln‘ and Senator Danforth have spent a lot of tlme.'

.He have - Nhat I would like to do, rather than get into -some
5new tOplc;«wexarezf1n1shed wlth thls'discussionu I wonder,-
:Sheilayrif you mlght come up for a2 seconde. Oohyou have
'aeatlaoley Shella, the areas that we would be dlSCUSSIDQ inm
e'spendlng reductlons and in which this Committes has

‘Jurlsdlctlon7 ‘Are.those_avallable? -

_Ms, Eurke&ereSy Senator. The materials were distributed

'to the Committee, the descr ptions of the‘Administration's

\
|
The Chairmani MWell, they can at least try, and we will
|
\

'spendlng proposals and addltlonal spending proposals. The

Commlttee has recelved them. : |
The Chairman:‘ Well, I am not certain that it would do

anybody any great good to have you go over them with me and

maybe one other Senator, but I assume that all Senators have

probably read the material carefully, so that maybe tomorrouw

ALDERSON REPORTING COMPANY, INC.
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morningy without going into a detailed explaﬁation, we can
just sort of do a fast overview of the materizl that has
already been -- the matefial is made available?

Mse. Burke:' Yesy sir, it has.

The Chairmans So we would'like to get into the spending

reductions, but alsc tomorrow we have the extension of FSC{

" and it is my hope we might dispose of that first, Export

Administration émendménts, and then FSC, and then to get info

thq‘Medicare, and then into lezasing,y and then into who knous

what else between now and some time next week.

- ﬂs. Eufke:f Senétor, the other items on the agendaﬁfbr"A

tOmorrdw inélude ofher time sensitive provisions,
,gpecifically disability and child support, and you may alsd
.wish.tO{diSCUSSVthatm -The material has also been‘distributed'

to the Committee.

”;'fThé,Chairmén§ Righte. I understand we might be able to

'Egsoivé_those matie?é without much difficulty if there is

bibartiéan‘agreement., I know that we are going to be working

with Sgngtor Long,;af least.gbing over the disability
ameﬁdaenttu THe only'onevwe {hink is necessary at this time
is an extension. And also the FSC area we discussed. |
Ms. Burke: And the foster care.
The Chairman: Foster care. I am not certain -- there is
no dispute about that that I know of.

Ms. Burkes I do not bhelieve so.
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The Chairman: So we could take care of those very

quickly, and it seems like a good time to quit, with the hell

ringing. Thank you. We will meet at 10:30 tomorrow morningsy

rather than 10:00.
" CWhereupon, at 12200 noony the Committee was adjourned,
to reconvene at 10330 a.m. of the following day,.Thursday,

September 22, 1983.1
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2. Possible Finance Committee Amendments to S. 979, the
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1140 23rd Street, N.W.
Washington, D.C. 20037
Home: 202/466-5233
Office: 202/653-5175

EDUCATION

BUSINESS EXPERIENCE

1982 to present

1982

1977 to 1982

1975 to 1977

1972 to 1975

Attachment A

RESUME OF KATHERINE D. ORTEGA

#5006

Eastern New Mexico University, Portales, New Mexico

B.A. Degree in Business and Economics, 1957

Graduated with honors. Completed work towards degree
within two and a half years.

Licensed as California Certified Public Accountant, 1971

Commissioner, Copyright Royalty Tribunal, Washington, D.C.

The Tribunal is an independent agency in the Legislative
Branch of Government. It is composed of five members
appointed by the President with the advice and consent

of the Senate. The Tribunal's statutory responsibilities
are to make determinations concerning certain copyright
royalty rates and to distribute cable television and
jukebox royalties deposited with the Register of Copyrights.

Presidential Advisory Committee on Small and Minority

Business Ownership. Appointed by President Reagan to this
ten-member committee which held meetings throughout the
country as part of a study to determine optimal pariicipation
of the private sector in the training, development and
upgrading of small businesses, particularly minority
businesses. -

Consultant, Otero Savings and Loan Association, Alamogordo,
New Mexico. Provided managerial direction to family-
controlled savings and loan association with approximately
$14 million in assets. Principal executive officer and
decisionmaker for familv-owned real estate development.

President and Director of Santa Ana State Bank, Santa Ana,
California. Was elected to the above position in December,
1975, and became the first woman to serve as presidsnt of a
bank in the State of California. Assets were $8 to $10
million. Bank was merged into Pan American Bank in 1981.

Vice President and Cashier, Pan American National Bauk,

Los Angeles, California. Assets were $28 to $30 million
with approximately 52 employees. Facilitated financing for
the Hispanic business community in East Los Angeles, as well
as consumer financing.




Katherine D. Ortega

BUSINESS EXPERIENCE (cont.)

1969 to 1972

1968

1962 to 19606

1957 to 1962
1966 to 1968

MEMBERSHIPS

AWARDS

OTHER

Tax Supervisor, Peat, Marwick, Mitchell & Co., Certified

Public Accountants, Los Angeles, California. Was one of a

limited number of women employed by one of the "big eignt"
public accounting firms. Managed accounts for a number of
small businesses and prominent individuals. Supervised
work of four or five staff accountants.

Accountant, Valencia Water Company, Valencia, California.

Improved and implemented accounting system for new utility
company, a subsidiary of Newhall Land and Farming Company.

AAccountant, John H. Trigg Company, independent oil operator,

Roswell, New Mexico. Was responsible for preparation of

payroll for approximately 100 to 150 employees, preparation
of audit workpapers, intangible drilling costs and lease
expenses.

Accountant, Olson and Ortega, public accounting firm,
Alamogordo, New Mexico. Member of family-owned accounting
practice. Was responsible for accounts of various small
businesses.

Executive Women in Government

American Institute of Certified Public Accountants

American Society of Women Accountants, Los Angeles,
California, 1969-1978 '

California Society of Certified Public Accountants,
1971-1978

American Bankers Association, 1972-1977

National Association of Bank Women, 1972-1977

Soroptimist International, Santa Ana, California,
1976-1978

Zonta International, Los Angeles, California, 1973-1975

Outstanding Alumni Award, Eastern New Mexico University, 1977

Business and Professional Woman of the Year Award, Fullerton,
California, 1977
California Businesswomen's Achievement Award .
Damas de Commercio Outstanding Woman of the Year Award,
Los Angeles, California

University of California .Medical School, Irvine, Member of
Admissions Committee, 1976-1977

Bi-lingual, Spanish and English

Have visited China, Russia, Scandinavia, Western and Eastern
Europe, Japan, Israel, Mexico, Central and South America



Attachment B

POSSIBLE FINANCE COMMTTTEE AMENDMENTS TO S. 979,
THE EXPORT ADMINISTRATION ACT AMENDMENTS OF 1983

Background

On August 4, 1983, the Subcommittee on International Trade
held a hearing on certain provisions of S. 979, a bill to amend
and rcauthorize the Export Administration Act (EAA) of 1979.
Unless extended the Act will expire on September 38, 1983. The
Banking Committee bill has not been referred to this Committee,
but Senators Dole and Long objected to Senate consideration of

the bill until the Finance Committee had an opportunity to review
three provisions in the bill falling within its jurisdiction.

The Export Administration Act of 1979 confers authority on
the President (acting principally through his Secretary of
Commerce) to regulate exports from the United States. The Act
permits the regulation of exports based on three separate
rationales: to protect U.S. national security, to further U.S.
foreign policy, and to protect the United States economy from
excessive drain of scarce materials. The sections of the Act
which are the principal focus of S. 979, and the sections which
are the most controversial, are the sections authorizing the
President to regulate exports for national security reasons and
for foreign policy reasons.

In general, S. 979 places significant new constraints on the
President's use of his authority to impose foreign policy export
controls. Two of the most significant constraints are the
contract sanctity and prior Congressional notification
requirements. S. 979 precludes the President from interfering
with exports made pursuant to contracts entered into prior to the
imposition of foreign policy export controls. Similarly, the
President is required under S. 979 to report to Congress on the
rationale for foreign policy export controls prior to their
imposition, rather than permitting the President to report to
Congress after issuing his authority, as is true under present
law.

Another change in the Preisdent's authority to use foreign
policy export controls provided for in S. 972 is the addition of
power to control imports from a country which is the subject of
foreign policy export controls. The addition of this new
authority is based, at least in part, on the desire to place at
the President's disposal the power to inflict on exporters of the
target country some of the economic costs which, under present
law, must be borne entirely by U.S. exporters. This additional
authority would permit the President to avoid the anomalous
situation of denying U.S. exports a market because of foreign



N

policy considerations while the country which is the target of
controls can enjoy undiminished access to the U.S. market.

Amendment 1

The first proposed amendment would delete that portion of
section A of 5. 979 which authorizes the President to impose
import controls against a country with respect to which he has
exerclsed his power to impose foreign policy export controls.

This amendment would eliminate import controls as an
instrument of foreign policy export controls on the grounds that
the linkage under the EAA represents a significant additional
threat to U.S. exports. Foreign policy export controls have
mushroomed in recent years as the term foreign policy has been
given new content and scope. The expanded definition includes
promoting human rights, nuclear non-proliferation and regional
stability, discouraging support for international terrorism,
sending signs of displeasure with particular countries and
denying crime control instruments to repressive regimes. S. 979
would, for the first time, authorize the President to use import
controls against a country subject to one of these foreign policy
export controls. The amendment before this Committee would
delete this new import authority.

Although foreign policy export controls are associated with
attempts to punish the Soviet Union for its trangressions in
Poland and Afghanistan, a very large number of countries have
been the target of foreign policy export controls. The following
is - a listing of the more recent foreign policy export controls,
and the countries which were the target in each case.

Foreign policy export control Target Country

1. Prohibition on export The entire world
without a valideted except NATO countries
license of crime control Japan, Australia and
and detection equipment, New Zealand

and related technical data.

2. Embargo on exports of arms, South Africa and
ammunition, related main- Namibia
tenance materials, aircraft
and helicopters.



6.

Embargo on exports of all
commodities or technical
data to or for military
or police entities.

Prohibition on export with-
out a validated license

of numerous nuclear devices
and related technical data
useful in developing nuclear
explosive capabilities,

A ban on export without a
validated license of off
highway wheel tractors
above a certain tonnage
capacity.

A prohibition on export
without a validated

license of aircraft and
helicopters above a certain
value, and of vehicles
designed for military
purposes.

Total embargoes

A ban on export without =z
validated license of oil
and gas exploration and
production equipment and
related technical data,

a ban on grain exports
(no longer effective) a
ban on phosphate exports;
on any export transaction
associated with the 19393
Olympics, and a ban on
exports without a validated
license of o0il and gas
transmission and refining
equipment and related

‘techinical data (no

longer effective).

South Africa and
Namibia

The entire world

Libya

Libya, Iraq
Syria, and
Southern Yemen

North Korea,
Vietnam, Cambodia
and Cuba

Soviet Union

Accordingly, the use of import control authority as a
corollary of foreign policy export controls could, theoretically
affect

imports from much of the world.

Although S. 979 provides



that the President's use of foreign policy export controls must
be preceded by certain findings regarding their effectiveness,
cost and impact, and cannot interefere with existing export
contracts, no similar constraints apply to the President's use of
import controls, once he has invoked his power to impose foreign
policy export controls. It is ironic that totally unfettered
import authority is to be added to a statute in which Congress
has repeatedly emphasized procedural constraints on Presidential
export authority.

The proposed amendment would delete this import control
authority based on the following propositions:

1. Congress has never before seen fit to delegate totally
unfettered import control authority to the President, and has
not done so in the area of export controls.

2. The availability of this import control authority is likely
-to attract entire new constituencies interested in the use of
export controls as a means of obtaining sweeping import
control authority, thus increasing the likelihood that
foreign policy export controls will be imposed.

3. Use of import controls as a corollary to foreign policy
export controls is not justifiable under the GATT, and in any
event, is likely to invite retaliation against other U.S.
exports by the target country. Thus this new import
authority could prove doubly damaging to U.S exports.

Amendment 2

A second proposed amendment would delete that portion of
section 9 of S. 979 which authorizes the President to deny U.S.
entry to 1mports from "whoever" violates a regulation issued
pursuant to a multilateral agreement to control exports for
national security purposes, to which the United States is a
party.

In addition to and as a corollary to its own national
security import controls, the United States participates in
COCOM, the Coordinating Countires of NATO allies (plus Japan,
minus Iceland) in an effort to obtain a unified allied approach
to the exportation of militarily useful goods and technology to
communist countries. The record of COCOM enforcement of these
controls is uneven. Because S. 979 makes it easier to export
items controlled for national security reasons to other COCOM
countries, S. 979 also seeks to obtain stricter enforcement of
COCOM controls by U.S. allies to avoid undermining the
effectiveness of U.S. national security export controls. Both
the power to ban imports from those violating U.S. national




security export controls and thz power to ban imports from those

violating COCOM controls are seen as a means of obtaining greater

COCOM discipline. The proposed amendment is directed at that

portion of S. 979 which would permit the President to impose |
import controls against whoever violates national security
controls imposed by COCOM (as opposed to U.S. national security
controls under U.S. law). It might be noted that the language of
S. 979 may permit the denial of import privileges to countries as
well as companies, since the term "whoever" could ir.:lude both.
Thus, under S. 979, import privileges could be denied a non-U.S.
firm (or a country) based on the exportation from a NATO ally of
goods which contain non U.S.-origin goods or technology. Even
though such an export was not within the reach of U.S. law and
thus would not constitute a violation of U.S. law, the firm or
country could be denied U.S. import privileges based on the U.S.
interpretation of the applicable COCOM regulations.

Although the proposed amandment would delete the President's
authority to deny import privileges to firms or countries that
violate multilateral national security regulations, the amendment
would leave unchanged the President's authority in S. 979 to deny
import privileges to those violating U.S. national security
export controls.

The proposed amendment is based on the following
propositions:

1. Using import control authority against a firm or a country
which did not violate U.S. law invites retaliation against
U.S. exports. :

2. The import control authority is poorly suited as a provision
intended to bolster COCOM enforcement by the U.S. allies,
since its coercive nature is counterproductive to the
voluntary nature of COCOM.

3. Punishing foreign entities for actions which are outside the
reach of U.S. law is likely to exacerhate existing European
complaints about the extraterritorial reach of U.S. law and
possibly result in resistance to cooperative enforcement of
COCOM.
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~July 1, 1983. During these periods, enrollee premiums wouléd be

Attachment ¢

ADDITIONAL RECONCILATION OPTIONS
1. Modify Part B Premium

Current Law

By law, the Secretary of Health and Human Services has
been required to calculate each December the increase in premiums
of those who elect to enroll in the Supplementary Medical
Insurance (or Part B) portion of the Medicare program. The new
premium rates have been effective on July 1 of the year following
the year in which the calculation was made. Ordinarily, the new
premium is the lower of: (1) an amount sufficient to cover one-
half of the costs of the program for the aged or (2) the current
premium amount increased by the percentage by which cash benefits
are increased under the cost-of-living (COLA) provisions of the
social security programs.

Premium income, which originally financed half of the
costs of Part B, has declined - as the result of this formula -
to less than 25 percent of total program income. The "Tax Equity
and Fiscal Responsibility Act of 1982" (TEFRA) temporarily
suspended the limitation for two one-year periods, beginning on !

allowed to increase to amounts necessary to produce premium
income egqual to 25 percent of program costs for elderly
enrollees. The limitation would again apply with respect to
periods beginning July 1, 1985 and thereafter.

The "Social Security Amendments of 123" (Public Lzw $8-
21) postponed the scheduled July 1, 1983 increase to January 1,
1984 to coincide with the delay in the cost-of-living increase in
social security cash benefit payments. Future increases will

.occur in January of each year based on calculations made the

previous September. Public Law 98-21 further provided that the
suspension of limitations as asuthorizeé by TEFR2 are to apply for
the two-year period beginning January 1, 1984.

Proposal
The proposal provides that beginning in 1985 the -
limitation on premium increases would be repeszled. As a result,

the prcportion of program costs to be met by premlums would
permanently be set at 25 percent.

Effective Date

January 1, 1985.




Cost Savings

3-Yr.
1984 1985 1986 Total
- - -359 f359

2. Freeze "Reasonable Charges" For Physician Services

Current Law

Under present law, medicare pays for physician services
on the basis of medicare-determined "reasonable charges.”
"Reasonable charges" are the lesser of: a physician's actual
charges, the customary charges made by an individual physician
for specific services, or the prevailing level of charges made by
other physicians for specific services in a geographic area. The
amounts recognized by medicare as customary and prevailing
charges are updated annually (on July 1) to reflect changes in
physician charging practices. Increases in prevailing charge
levels are limited by an economic index which reflects changes in
the operating expenses of physicians and in general earnings
levels.

Proposals

: OPTION 1) For all physician services, revert to the
prevailing charge limits that were in effect prior to the annual
updating that occurred on July 1, 1983. For nine months until
July 1, 1984, charge limits for all physician services would
remain at the levels applicable during the 1982-1983 fee screen
year.

OPTION 2) For inpatient physician services only, revert
to the customary and prevailing charge limits that were in effect
prior to the annual updating.

OPTION 3) For inpatient physician services only, revert
to the prevailing charge limits that were in effect prior to the
annual updating. ’

. Effective Date

For services rendered on or after October 1, 1983.



S

3
i
Cost Savings
3-Yr.
1984 1985 1986 Total
OPTION 1 -325 -475 -575 -1,375
OPTION 2 -350 -500 -600 -1,450
OPTION 3 -175 -275 -350 - 8090

3. Hepatitis B Vaccine

Current Law

Ccurrent law precludes medicare coverage of immunization
against viral hepatitis, an infectious cisease that produces
acute and chronic inflammation of the liver which may then lead
to serious illness oOr death. However, end stage renal disease
patients are currently monitored by monthly testing for the
virus, anéd these tests are covered and paid for under the

medicare program.

Progosal

Permit medicare coverage of Hepatitis B vaccine for ESRD
hemodialysis patients.

Cost Savings

3-Yr.
1984 1985 1986 Total
+2.2 -1.4 -2.2 -1.4

Effective late

October 1, 1983.

4. Increase Medicaid Ceilings for Puerto Rico and the Territories

Current Law

Under present law, the Federal Medicaié matching rates
for Puerto Rico, the Vvirgin Islands, Guam, American Samoa, and
the Northern Marianas are set at 50 percent and Federal matching
is subject to annual dollar ceilings. The dollar ceilings are:
$45 million for Puerto Rico; S$1.5 million for the Virgin Islands;
$1.4 million for Guam; $350,000 for the Northern Marianas; and,

$750,000 for American Samoa.



ProEosal

Increase funding to Puerto Rico and the Territories by
the following amounts: Puerto Rico, $18.4 million ; Virgin
Islands, $600,000; Guam, S$600,000; Northern Marianas, $200,000;
American Somoa, $400,000. Total approximate increase: $20
million.

Effective Date

October 1, 19E3.

Cost
3"Yr .
1984 1985 1986 Total
+ 520  + 20 + 20 + 60

5. Increase Authorization for Maternal and Child Health
Block Grant Program

Current Law

The present authorization level for the Maternal and
.Child Health (MCH) Services block grant program is $373 million.
~ Comngress originally appropriacted this zmount, but has since added
(uncder P.L. 98-8) $105 million in additional appropriations to
increase the availability of essential health services for
"disadvantaged children and mothers.

Proposal

The proposal permanently increases the authorization
level for the MCH block grant program to $455 million by 19§6.

Effective Date

Enactment.

Cost

3-Yr.
19864 1985 1986 Total

+ S79 + 80 + 82 + 241

The expenditures resulting from this proposal are assumed in the
Senate Budget Resolution.



Attachment D
1. GOVERNMENT AND TAX EXEMPT LEASE FINANCING
(5.1544)

Present law and background

Property leased to tax-exempt entities generally qualifies for
rapid cost recovery deductions but not for the investment credit. The
accelerated cost recovery deductions snable the taxable lessor to
obtain a substantial tax subsidy from the tax deferral. Thus, leasing
causes a Federal revenue loss that does not occur when a tax-exempt
entity owns its property. This subsidy encourages tax-exempt entities
(including foreign entities) to lease property that they would
otherwise own or to engage in sale-leasebacks of property that they

“already own.

In addition, tax benefits for this property are not uniform,

‘because foreign entites that are not subject to U.S. tax are not

currently treated as tax-exempt entities. Thus, in certain cases, the
investment tax credit is available on such property. Another cause of
nonuniformity is that the investment credit has been allowed for
property used under service contracts which in substance may not
differ significantly from leases on which no investment credit would
be allowed. Finally, additional nonuniformity arises because
rehabilitation tax credits are available for property used by domestic
tax-exempt entities.

Description of S. 15¢4

In general, the bill would limit depreciation deductions to
economic depreciation and tighten the present law denial of investment
credits for property used by tax-exempt entities, so that more uniform
and subsidy-free tax benefits would be availabhle for this property.

Depreciation provisions --Depreciation deductions for personal
property would generally be computed by using the straight-line method
over the ADR midpoint life of the property or 125 percent of the lease
term, whichever is longer. Current ACRS deductions would be allowed
in the case of short-term leases or property (such as computers) with
an ADR midpoint of 6 years or less (if the lease term does not exceed
75 percent of the ADR midpoint).

Depreciation deductions for real property would generally be
computed by using the straight-line method over the greater of 47
years or 125 percent of the lease term. This rule would apply only to
the extent that a tax-exempt entity uses the property and the entity
participates in tax-exempt financing for it, the lease term exceeds 10
years, the lease contains a fixed price option, or use occurs after a
sale leaseback or lease leaseback. An exception would permit current
ACRS deductions if the disqualified use does not exceed use of 50
percent of the building or if the leases term is short.




-2~

Investment credit provisions--The bill would extend the present
denial of the credit to property used under a service contract that is
more properly treated as a lease. Also, no rechabilitation credit
would be allowed for the portion of a building for which reduced
depreciation is required as tax-exempt use property.

Effective dates --The bill would generally apply to property
placed in service by the taxpayer after May 23, 1923. Property would
be exempt if used pursuant to binding contracts which on May 23, 1983,
and thereafter, required the taxpayer (or its predecessor in interest)
to acquire, construct, reconstruct or rehabilitate the property and
required the tax-exempt entity to use it. This exception would apply
to property used by the United States only if placed in service before
January 1, 1984. Mass commuting vehicles leased under the special
rules of the Tax Equity and Fiscal Responsibility Act of 1982 would
not be affected by the new rules.

AL:c



Budget Provisions Previously Agreed to by the
Senate Finance Committee and included in S. 951

1. Repeal of Limitations on Part B Premium Increases

Present law.--By law, the Secretary of Health and Human
Services has been required to calculate each December the
increase in premiums of those who elect to enroll in the
Supplementary Medical Insurance (or Part B) portion of the
" Medicare program. The new premium rates have been effective on
July 1 of the year following the year in which the calculation
was made. Ordinarily, the new premium rate is the lower of: (1)
an amount sufficient to cover one-half of the costs of the
program for the aged or (2) the current premium amount increased
by the percentage by which cash benefits are increased under the
cost-of-1living adjustment (COLA) provisions of the Social
Security program. Premium income, which originally financed half
of the costs of Part B, had declined--as the result of this
formula--to less than 25 percent of program costs for the aged.
The "Tax Equity and Fiscal Responsibility Act of 1982" (TEFRA)
temporarily suspended the COLA limitation for two one-year
periods, beginning on July 1, 1983. During these periods,
enrollee premiums would be allowed to increase to amounts
necessary to produce premium income equal to 25 percent of
program costs for elderly enrollees. The limitation would again
apply with respect to periods beginning July 1, 1985 and
thereafter, ‘

The "Social Security Amendments of 1983" (Public Law 98-21)
postponed the scheduled July 1, 1983 premium increase to January
1, 1984 to coincide with the delay in the cost-of-living increase
in social security cash benefit payments. Future increases will
occur in January of each year based on calculations made the
previous September. Public Law 98-21 further provided that the
suspension of limitations as authorized by TEFRA is to apply for
the two-year period ending December 31, 1985.

Committee amendment.--The amendment makes permanent the &
existing temporary provision which fixes the proportion of the
Part B Medicare costs financed by enrollees at 25 percent of
program costs for the aged.

Effective date.--January 1, 1984

Estimated savings.--

Fiscal years: Millions

1984 ® & 4 90 000 60000 08 0L OGO PO OO L LS C T S L 0 E L0 e Lo eesce 0
1985 ® 6 0 0060660060606 06000000600600c00000000000006060sc00s0000c0so0so0 0

1986 ..............0.00....O..I0..-.0.-..‘0..........-$359

3-year total ...o..ooO000'.-‘.0..0.'.-..oo.-.-o.o..‘. -$359



2. Limitation on Physician Fee Prevailing Charge Level

Present Law.--Under current law, medicare pays for physician
services on the basis of Medicare-determined "“reasonable
charges." "Reasonable charges" are the lesser of: a physician's
actual charges, the customary charges made by an individual
physician for specific services, or the prevailing level of
charges made by other physicians for specific services in a
geographic area. The amounts recognized by Medicare as customary
and prevailing charges are updated annually (on July 1) to
reflect changes _in physician charging practices. ‘Increases in
prevailing charge levels are, however, limited by an economic
index which reflects changes in the operating expenses of
physicians and in general earnings levels. The economic index
limit promulgated for the period July 1, 1983 through June 30,
1984 represents an increase of 5.85 percent over the index
utilized for the previous l12-month period.

Committee amendment.--The amendment provides that the
prevailing charge level which was in effect prior to the annual
updating which occurred in July 1983 would be utilized for the
October 1, 1983-June 30, 1984 period. Thus, for this nine month
perioduntil July 1, 1984, prevailing limits for all physician
services would revert to the levels applicable during the July 1,
1982-June 30,1983 fee screen year. Physicians' current customary
charge screens would not be affected by the rollback.

Effective date.--October 1, 1983.

Estimated savings.--

Fiscal years: ‘Millions
1954 ..t eeeeesoceansesosssccsossssssssssncscnscccce =— $309

1985 ® © 6 0 5 0 0 5 00 0 & 0 008 P E0 OO OO0 0 OSSOSO LSO E P s TS -453

1986000.00000000‘ooocoooo.oooo..oo'o..oo...o.o".o..o.o..o. -521

3-year tOtal ® © 0 O 6 9 O O 0O B S OO S G S OSSOSO P S Oe S G OO O s e -$1I283

3. Medicaid Coverage for Pregnant Women

Present law.--Prior to the enactment of the "Omnibus Budget
Reconciliation Act of 1981" (Public Law 97-35) States were
permitted to make AFDC payments to pregnant women on the basis of
their unborn children. Pregnant women who are entitled to AFDC
cash payments on this basis were also entitled to Medicaid
coverage. Public Law 97-35 prohibited States from making AFDC
cash payments to a pregnant woman on the basis of her unborn
child until the sixth month of pregnancy. However, States are
permitted to extend Medicaid eligibility to these women from the



time the pregnancy has been medically verified., An estimated 80
percent of the States and jurisdictions have elected to provide
coverage to a pregnant woman on the basis of her unborn child for
either all or a portion of her pregnancy.

Committee amendment.--The amendment would mandate States,
for a two-year period beginning August 1, 1983, to provide
Medicaid coverage beginning with the medical determination of
pregnancy to every woman who would be eligible for AFDC if the
child were born.

Effective date.--August 1, 1983, A later implementation date is

permitted where State legislation is required.

Estimated costs,--
Fiscal years: ' Millions
1984...O....Q.........O........0.0..-.........I........0.'..+$25

198500.......0'.0..ooccoo.oto.o.oo.ooot..o...oo..oc.o'o.o...+25

1986....l‘...I.Q........‘.......Q.'........‘...OO....'.....Q. 0

3_year total.......oo...oo.'oo.-oo.o.o...ooooooooo..o.o.o +$50

4. Technical Amendments

In addition to the above provisions, the Committee also

agreed to a number of administrative and technical amendments to
medicare and medicaid.
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