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THREAT TO U.S. TRADE AND FINANCE FROM
DRUG TRAFFICKING AND INTERNATIONAL
ORGANIZED CRIME

TUESDAY, JULY 23, 1996

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL TRADE,
COMMITTEE ON FINANCE,
CAUCUS ON INTERNATIONAL NARCOTICS CONTROL,
Washington, DC.
The hearing was convened, pursuant to notice, at 9:05 a.m,, in
room SD-215, Dirksen Senate Office Building, Hon. Charles E.
Grassley (chairman of the subcommittee) presiding.
Also present: Senators Murkowski and Biden.

OPENING STATEMENT OF HON. CHARLES E. GRASSLEY, A U.S.
SENATOR FROM IOWA, CHAIRMAN, SUBCOMMITTEE ON
INTERNATIONAL TRADE

Senator GRASSLEY. I would like to call the hearing to order. Be-
cause of scheduled votes, I thank very much the Secretary for ac-
commodating us and starting a half hour earlier than our original
schedule.

And because of the shortness of time, I am going to put an open-
ing statement in the record, except for one paragraph I want to
refer to as a starting-off point. I hope, when my colleagues come,
that they will put their opening statement in the record.

We are soing to continue this hearing next week -because of to-
day’s schedule. And so that means we will have the Secretary and
his de%uty with us for today: the Secretary for a short period of
tim% the deputy for a longer period of time, and then continue next
week.

So I want to thank our distinguished witnesses this morning for
their participation in this hearing. This is a joint hearing of the
Caucus on International Narcotics Control and also for the Finance
Committee specifically, the Subcommittee on International Trade.

I welcome our distinguished members. And I thank them for par-
ticipating, hopefully that they will be able to participate.

e criminal thugs that bring drugs into this country obviously
are not philanthropists. They are in the business to make money.
And lots of it.

And that’s wh{ they come to the world’s largest emporium. And
th?' do very well. But that leaves them with the problem of what
to do with all the loot.

(1)
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How do they turn this dirty money into nice, clean cash? To do
it, of course, they exploit our banks and businesses. They smuggle
cash out in bulk. They use our electronic highways.

As the Center for Technology Assessment noted last year, our “fi-
nancial institutions and their wire transfer systems provide the
battleground to control money laundering.”

Criminal gangs employ a thousand techniques that fertile imagi-
nations—the best that money can buy—can devise. They do all of
this in the defiance of our laws, in vicious contempt for common de-
cency.

And when these sorry riches find their way into secure havens,
they are then used to corrupt and intimidate individuals, institu-
tions, and whole governments. The vicious cycle is complete and be-
gins again.

So I am pleased with that partial statement of my opening state-
ment to welcome the Secretary of the Treasury, Mr. Robert Rubin,
and Deputy Secretary of the Treasury, Mr. Lawrence Summers, to
this hearing.

Given the press of Senate business this morning, I hone that my
colleagues will submit their remarks for the record. And I ask for
this follow-up hearing on Tuesday for any members who have
statements to make at that particular time.

The hearing this morning is going to deal with the critical issue
of how we protect our financial systems and trade relationships
from becoming opportunities for criminal enterprise.

How to respond to this threat goes bervlond the simple law en-
forcgment issue and involves high-level policy concerns.

So I welcome the Treasury Department. Particularly I am hon-
ored to have Secretary Rubin here to make statements and for
Deputy Summers to answer questions on this critical subject.

Mr. Rubin, I now open it up to you.

[The prepared statement of Senator Grassley appears in the ap-
pendix.jp

STATEMENT OF HON. ROBERT E. RUBIN, SECRETARY OF THE
TREASURY, WASHINGTON, DC

Mr. RUBIN. Mr. Chairnan, thank you very much for the invita-
tion to discuss the activities of the Treasury Department with re-
spect to drug traffickiag and money launderin%

Let me start by saying, Mr. Chairman, as I mentioned to you a
moment ago before we got to the hearing, I think the letter that
you sent us framed extremely well the very difficult set of issues
that we deal with every day at the Treasury. It was a very
thoughtful letter.

There is no question that American jobs, standards of living, and
profits depend upon effectively engaging in the global economy.

On the other hand, we also well know, as you pointed out in your
letter, that changes in markets, technology, and financial institu-
tions create new vulnerabilities of our society with respect to drugs
and money laundering.

There is no greater priority of this government with respect to
public safety, public health than dealing with the smuggling of
drugs, the use of illicit narcotics, and money laundering, all of
which also impose a serious cost on our economy.
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With respect to money laundering, which I would like to focus on
just for the moment, in order for narcotics criminals to enjoy the
profits of their illicit enterprise, they must convert those profits,
those illegal profits, into legal resources.

In so doing, they act in ways that damage our financial system
and create a new, and very important, problem.

At the same time, however—and I think this is an absolute criti-
cal point—money laundering gives a powerful vantage point from
which we can attack drug traffickers because while those who run
the drug gangs can separate themselves from the street operations
in most instances, they cannot separate themselves from their ille-
gal profits.

The Treasury has special expertise in critical areas relating to
drug trafficking and money laundering, ranging from interdiction
to analyzing financial data for complicated money laundering cases.

We also use the international forums that we are so much in-
volved with-—the G—7, the Summit of the Americas, the Financial
Action Task Force—to develop common strategies of law enforce-
ment with respect to drug trafficking and money laundering.

And ] might add, as finance ministers meet in these various fo-
rums, there is no question there is a greater focus today than there
has been in the past on these very important problems, particularly
on money laundering since so many facets of that come within the
purview of finance ministers.

Let me give you a few examples, if I may, Mr. Chairman, of what
Treasury has been doing in the area of drugs and money launder-
ing.

First, Customs, our Customs bureau, the United States Customs
Service has focused on interdiction problems in the southwest and
put in place an operaticn called Operation Hard Line.

In the first full fiscal year of its operation, seizures of narcotics,
illicit narcotics increased by 24 percent and port running decreased
by over 50 percent.

Second, as the pressure in the southwest has increased, the drug
traffickers have moved to the Caribbean. Customs put in place Op-
eration Gateway in Puerto Rico and the Virgin Islands.

The first half of fiscal year 96, cocaine seizures have increased
by 46 percent. And there have been substantial increases in heroin
seizures.

We know we cannot rest with respect to interdiction, Mr. Chair-
man, but I do believe that we are making real progress.

Third, Treasury’s bureaus are making important progress
through initiatives, such as the combined Customs-IRS anti-money
laundering task force called Operation El Dorado and the Customs-
DEA led Operation Cornerstone which helped indict four Cali car-
tel leaders.

Ray Kelly, our Under Secretary for Enforcement, the former Bo—
lice commissioner of New York City, and I visited Operation El Do-
rado last week.

It is a very good model with respect to how to deal with money
laundering. It is a combined operation with the IRS, Customs, the
New York City Police Department, and other relevent agencies. It
has a high level of energy, and a high level of expertise. And it is
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very focused on this very complicated, but important, set of crimi-
nal activities.

Fourth, Jim Johnson, our Assistant Secretary for Enforcement, is
a principal in the High Level Contact Group which works with
Mexican officials on Mexico’s narcotics control and anti-money
laundering.

Just last week, a delegation from Treasury went to Mexico to
work with officials there on develo&ing reporting requirements pur-
suant to the new legislation in Mexico that criminalized money
launderinﬁ.

Fifth, the Summit of the Americas, a group of 34 nations, has
targeted money laundering and has stated its support for legal,
regulatory, and law enforcement measures to increase our focus,
our effective focus, and efforts in the hemisphere against these
crimes.

The Treasury Department hosted a conference on money laun-
dering for finance ministers and justice ministers in Buenos Aires
some months ago. And we followed up at a finance ministers’ West- -
ern Hemisphere summit in New Orleans a few weeks ago.

Sixth, two weeks ago, General McCaffrey, Attorney General
Reno, and I hosted a southwest border conference in El Paso. We
heard presentations from the people who were involved in the field,
the day-to-day fight against drugs.

What emerged from that conference was an emphasis on the im-
portance, extreme importance, of good intelligence information,
particularly information originating from within Mexico, the criti-
cal role, that coordination amongst Federal agencies and between
the Federal, state, and local law enforcement authorities plays, and
the tremendous potential and importance that the attack on money
laundering has for getting at those who run drug trafficking orga-
nizations.

Seventh, as directed by the President last year, we declared a na-
tional emergency against the Cali cartel, and have taken steps
against 282 companies and persons either, owned or controlled by
or acting for or on behalf of the Cali cartel.

And eighth, the group headed by the Comptroller of the Currency
is reviewing issues that could arise with res‘pect to the development
of new forms of currency, electronic transfers of value, including
smart money, electronic money, and the ways that this could be or
mgly possibly be used in money laundering in the future.

o conclude, Mr. Chairman, Treasury is deeply engaged in the
ﬁiht against organized crime and international drug traffickers
who are intent on using every technological or market development
to sell illegal drugs and launder illicit funds.

The problem with drugs is clearly not a partisan issue. We be-
lieve that hearings like this are very constructive, and will increase
the understanding of all of us with respect to these important is-
sues.

With the leadership of the President and the Congress, we can
all continue to work progressively together against illegal narcotics
and money laundering and the organizations which are involved in
these dangerous activities.

Mr. Chairman, again thank you for providti:f me with this oppor-
tunity to discuss our problems, the issues today. We look forward
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to working with you as we go forward on these extremely impor-
tant matters. Thank you.

Senator GRASSLEY. We thank you very much for kicking off our
hearing. We know that {ou had a very busy schedule and took time
out of your busy schedule to come.

And we had an agreement with you that we would not hold you
for questions, but that Deputy Summers would respond. So we
th you very much for taking time out of your busy schedule.

Obviously, what you stated and what we are up against as a Na-
tion, the Congress, the administrative branch of government seems
to be an impossible task, but it can’t be an impossible task that we
cannot win.

It seems to me that you have put forth a clear statement of what
the administration’s policies are and the resources that we are put-
ting in to them. We hope they are successful. Qur job is to make
sure that they are successful. Thank you very much.

[The prepared statement of Mr. Rubin appears in the appendix.]

Mr. RUBIN. Thank you, Mr. Chairman.

Senator GRASSLEY. Thank you.

Now, we would go to you.

Could we ask you—I know you have a long statement. Could we
ask you to summarize your statement in 5 minutes? And we will
put the entire statement in the record.
d'['Iihe prepared statement of Mr. Summers appears in the appen-

ix.
Senator GRASSLEY. Because, as my colleagues know, we have
just—the votes are going to start at 9:30 which means we will
probably have to quit here about 9:42 in order to get over there to
vote, assuming using the extra 5 minutes up that we have.

I see you are trying to get my attention. You have my attention.
What can I do for you, Senator Murkowski?

Senator MURKOWSKI. Senator Grassley, I would like to ensure
that the record will reflect that I consider that the United States
has a good deal of leverage with Mexico following the tesobono bail-
out, which the Secretary of Treasury, Mr. Rubin, was instrumental
in creating.

And as we note, Mr. Chairman, the influx of drugs coming in
from Mexico has greatly increased. We had no cocaine coming
throughh Mexico in the 1980s. Now, the flood of cocaine is coming
in.

I am not sure we are utiiizing the leverage that we have with
Mexico. We are seeing an increase of almost limitless proportions.

It is my understanding, Mr. Summers, that you know that
ranches along both sides of the border are now owned by the drug
kings. They are owned on the Mexican side. And now, Americans
in many areas have just given up and sold out. How are you going
to stop drugs from coming over the border if these kinds of condi-
tions exist?

Mr. Chairman, I think this is one of the unfortunate by-products
of NAFTA, which liberalized the impediments to trade and, there-
by, increased the opportunity for drug smuggling.

As a consequence, I intend to support Senator Domenici’s and
other’s efforts in this regard. I think that Senator Domenici's
amendment to restrict foreign assistance to Mexico and the Mexi-
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.. can government will make a clear point to Mexico that we expect
better results in stopping the influx of drugs.

I would like to know from Secretary Rubin and Mr. Summers
whether they feel the kind of leverage envisioned in Senator Do-
menici’s amendment is appropriate.

If they don’t, I would like to know what they propose to do about
the problem, which I think is of monumental proportions and has
to be addressed immediately, and with what formal capabilities it
might take to do so: negotiations, cutting off assistance, you name
it.

Thank you, Mr. Chairmar:.

Senator GRASSLEY. I would ask you to go ahead, Mr. Summers,
with your statement. And then, if you want to at tke end of your
statement, you could respond to Senator Murkowski.

Senator MURKOWSKI. Or the beginning.

5 Senator GRASSLEY. Well, I want him to go through his statement
rst.

Senator MURKOWSKI. I understand.

STATEMENT OF HON. LAWRENCE H. SUMMERS, DEPUTY
SECRETARY OF THE TREASURY, WASHINGTON, DC

Mr. SUMMERS. Thank you very much, Senator. I will be very
brief, since the Secretary’s statement laid out the main work that
the Treasury is doing in this vitally important area.

Let me highlight three critical priorities for Treasury in fighting
narcotics and money laundering. First, protecting our border, there
is no more fundamental responsibility that the Treasury, or that
the Customs Service, has.

We have sought to strengthen the southwest border, our border
with respect to smuggling against Mexico, through Operation Hard
Line which is intensified interdiction efforts.

It has received an extra $55 million for more officials at ports of
entry, more vehicle inspections, more drug sniffing dogs, the exten-
sion of drug sniffing dogs to drugs where they haven't previously
been used, such as methamphetamines, more questioning of driv-
ers, and so forth.

It is working. Drug seizures were up 24 percent in 1995 and port
running incidents declined by 54 percent.

We are seeking from the Congress an additional $65 million for
Operation Hard Line for fiscal year 1997 to pay for more x-ray
equipment, automated license plate readers, and additional agents.

The southwest is only part of the focus. Similar efforts in the
Caribbean through O%eration Gateway, which has involved the
Coast Guard and the Defense Department as well, have produced
a 300 percent increase in cocaine seizures within the last year.

The second crucial Iggiority is the fight against money laundering
here at home. As I Commissioner, Margaret Richardson, has
pointed out, it took an accountant to catch Al Capone.

We now have 2,821 personnel whose task is investigations of
money laundering. The IRS and Customs have successtully pros-
ecuted 6,000 crimes over the last 3 years, and in fiscal year 1995,
seized $200 million.

Since the mid-1980s, the cost of money laundering has tripled ac-
cording to our best estimates.
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And we have produced, I believe in the last 3%2 years, a change
in the attitude of American financial institutions towards know-
your-customer rules, and the like, so that money laundering, which
was legal until 1986, is no longer tolerated.

But it is crucial that we carry the battle against money launder-
ing abroad because as we squeezed down on it here, the pressure
abroad, particularly in those countries on our border, increased.

President Clinton chose the occasion of the 50th anniversary of
the United Nations to say that, “We must not allow them to wash
the blood off profits from the sale of drugs, from terror or organized
crime.”

With PDD—42, he authorized actions under the International
Emergency Economic Powers Act to block assets of the Cali cartel.
We have sought—and I believe with considerable success—to
spread the fight against money laundering.

The United States has played an active role in the Financial Ac-
tion Task Force as a result of which 25 countries have now taken
the step of criminalizing the laundering of money.

At the Summit of the Americas ministerial conference in Buenos
Aires, the ministers issued a communique which, for the first time,
outlined concrete steps that each country in this hemisphere
agreed to take to combat money laundering.

Similar issues were raised at the Asian-Pacific Economic Council
meeting, APEC, this March in Japan. We now are in the process
of providing technical assistance to a number of countries, to Mex-
ico, to Belarus, to-Ukraine, to Argentina, in teaching them the
gechniques that they want to use in this fight against money laun-

ering.

To take just one example, more than 20 countries now have fi-
nancial intelligence units, a key tool in the fight against money
laundering, up from just 5 years ago.

Let me, if I might, just conclude by responding to Senator Mur-
kowski. Senator, I believe that you have focused attention on what
is an absolutely crucial prohlem: narcotics and money laundering
in Mexico.

And it is one that we have made a central priority in our dia-
logue with the Mexicans.

As you know, when President Zedillo was here last October, he
recognized that Mexico faced drugs and narcotics as its number one
national security threat.

And in the year of discussion that we have had with the Mexi-
cans, supported by the growing relationship that followed in the
wake of the provision of financial support, we have had a number
of significant achievements: the legislation in Mexico to criminalize
money laundering for the first time, a record amount of eradicated
narcotics crops; for the firat time, a substantial extradition, the ex-
pulsion of Juan Garcia Abrego, a leading narcotics trafficker who
was on the FBI's most wanted list; substantially greater coordina-
tion with Customs air program, permitting U.S. overflights over
Mexico in certain circumstances; and in certain port areas, en-
hanced enforcement against port runne-s who are attempting to re-
turn to Mexico.
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I would be happy to furnish you with a more lengthy exposition
of the steps that have been made, and the steps which we are still
working on, with the Mexicans.

But I am—-I believe that it is fair to say that there has been sub-
stantial progress though no one can be satisfied with where we are
right now in terms of the problem of drug smuggling from Mexico
or from a number of other countries.

Senator MURKOWSKI. In spite of all the efforts, I understand the
increase is still very much in evidence, the increase in drugs com-
ing across the border continues despite these actions.

Mr. SUMMERS. I think there is a great deal. I think there are
some substantial areas of measurement. It is also true that, with
these efforts, the quantity of seizures has been substantially in-
creased.

And, of course, when we are more effective in enforcing in one
area, it pushes the pressure elsewhere. And, as we have been more
effective in enforcing money laundering laws domestically, for ex-
ample, it has tended to increase the pressure by those who wish
to launder profits in other countries on our border.

As we have been more successful in stopping various kinds of
overflights, the pressure for automotive traffic has increased.

So I do not want in any way to minimize the seriousness of these
problems, to suggest that——

Senator MURKOWSKI. You don’t favor any sanctions of any kind?

Mr. SUMMERS. I don’t——

bgenvator MURKOWSKI. Anything other than what you are talking
about?

Mr. SUMMERS. There is a procedure under law which is adminis-
tered by the State Department—I can provide you with more de-
tail, an answer in writing—which does provide for a certification
procedure for countries that are not cooperating adequately with
the United States.

Senator MURKOWSKI. How many people have been extradited by
Mexico in the last 5 years?

Mr. SUMMERS. I'm sorry.

Senator MURKOWSKI. How many people have been extradited by
Mexico?

Mr. SUMMERS. I will have to furnish you with that answer in
writing. I don’t know the answer to that question.

Senator MURKOWSKI. I understand it is pretty low.

Thank you, Mr. Chairman. I de¢ not want to use up too much
time.

Senator GRASSLEY. Okay.

Senator MURKOWSKI. Well, it seems to me that we've got to take
some more formal action of a diplomatic nature. That suggests
some type of sanctions.

I am disappointed that the Treasury Department is not rec-
ommending some hard-nosed action because what we are doing
now just isn't working.

What we are doing now is helpful, I grant you, stopping money
laundering, continuing crop eradication, increasing Customs en-
forcement activites, but it is not doing the job well enough.
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Senator GRASSLEY. I would like to have the lights so I know
when my 5 minutes are up so we don’t eat into Senator Biden’s
vime.

Senator BIDEN. I agree with you.

Senator GRASSLEY. And then, the way I'm planning this is that
probably about 9:42, if the vote started on time, we are probably
going to have to just close this meeting down. And then, we are
going to come back next week to finish it. Okay.

Thank you very much. And I appreciate your remarks. I am con-
cerned about something. How do you measure success?

And I suppose that it might be an impossible question for you to
answer, but I want you to kind of think abeut it in terms of several
questions I am going to put at you all at once.

And I do not mean that you have to answer each question sepa-
rately, but kind of give you a flavor for what I am thinking about.

If we had a strategy for stopping large-scale trafficking and
money laundering, how do we know when we are winning? How do
we judge the cooperation we are getting from others?

As you—maybe as an example, you just had an exchange with
Senatﬁr Murkowski in the case of Mexico, but with other countries,
as well.

Could you give me any sort of a breakdown of Treasury’s views
on how tﬁey might measure success and how this cooperation is in-
tegrated into the administration’s strategy?

And can you tell me where stopping drugs and money laundering
ﬁtls; in qto Treasury’s overall outﬁ)ok? What sort of a priority does
it have?

And if you say it has a very high priority, and I know you have,
what does that mean in the scheme of all the responsibilities that
Treasury has?

Mr. SUMMERS. Let me try to take a crack at that very central set
of issues. Yes, it is a very high priority for Treasury.

I suppose that one way of measuring that is to look at the time
allocation of senior cificials of the department.

I think I can safely say that if you look at the time of the two
top officials in the department, Secretary Rubin and myself, and
you look at the amount of time that we have devoted to issues of
money laundering, issues like Operation Hard Line in comparison
to what has been the traditional pattern in Treasury, I think that
any of the career people who have been around a long time will tell
you that the degree of attention that these enforcement issues have
received from the top has increased very, very substantially in re-
cent years from what it had been historically, reflecting the fact
{;{l;at we think that this is an absolutely central responsiﬁility, you

ow,

if you look at what the Constitution says when it talks about the
Treasury Department, one of the things it talks about is Customs
and the protection of our borders.

And so it is an absolutely central responsibility that is at the top
of our priority list.

For the first time, we have succeeded in getting others to follow
our lead.

When finance ministers from different countries get together to
talk, whether it is in Latin America, whether it is in the G-7,
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whether it is in the APEC group, for the first time, money launder-
ing is now at the center of those discussions, rather than more tra-
ditional financial issues.

How do we know when we are winning? As long as there is a
single American child lost to narcotics, we cannot say that this war
has been won.

So we can talk about doing better or doing worse. But as long
as there is a flow of narcotics into this country, we have not won
this battle. And no one is under any illusion about that.

I think there are several indicators one can use to gauge
progress. One very important indicator is what has happened to
seizures of drugs flowing into our country.

And that is why I am gratified that there has been a 24 percent
increase in cocaine seizures to date, 27 percent increase in mari-
juana seizures, 105 percent increase in heroin seizures, and a much
larger increase in seizures of methamphetamines in 1996, relative
to what we have observed historically.

But, of course, ultimately what is important is not what we get,
but what we miss and what gets in. And that is why the number
of Americans who are using illegal drugs, the nmumber of Americans
who become addicted to iilegal drugs is such an important issue.

And that is not just a matter of what we do at the border, but
is a matter of a comprehensive strategy that General McCaffrey is
directing.

I would defer to him in characterizing our overall progress in the
drug effort, but my understanding is that, with respect to a num-
ber of important categories, we have observed for several years now
declines in the usages of drugs, although there are also a number
of drugs where we have very critical concerns and we are not see-
ing the kind of progress that we would like.

I do not think—if I may just make one final note—I do not think
there is any single criterion that we can use in judging the per-
formance of other countries. .

I think it has to be judged relative to where those countries have
been, the political context in those countries.

And I think we have used, as our treatment to Columbia illus-
trates, the certification process aggressively to lever improvements
in national practices in those countries that pose a particular seri-
ous threat.

Senator GRASSLEY. Senator Biden.

Senator BIDEN. Thank you. Mr. Secretary, let me begin by indi-
cating that I think that the Treasury Department has been more
involved in dealing with the drug problem than any that I have
been involved with, Democrat or Republican, but you are still kind
of State Departmentized. You talk like a member of the State De-
partment.

The idea that we are going to ever not have one child addicted
to diugs or affected by drugs is one of those kind of things we
shou%d not say because it implies an overt promise to the American
people.

If the measure is the war is only over when there is no more
drugs, then there will never be a war over. We should be realistic
with the American people and tell them where we are.
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And there is a measure, with all due respect, Mr. Secretary. And
it is a real simple measure. Maybe, it is taking a little advantage
here because I have spent probagly 18 years of my life dealing with
this problem.

There is a real simple measure. If the purity is up and the price
is down, it ain’t working. That is an absolute measure, number one.
It has nothing to do with seizures.

We have seized 20 times as much at the borders as we ever have.
We are doing a great job. But in fact, there are three times as
many drugs roughly on the street as before.

So the measure is not what we seize. We have to seize. That is
a good thing.

The second thing I would like to point out to you is you can tell
whether Mexico is doing better or worse, or whether Panama was
doing better or worse, as the money laundering capital, or whether
or not the golden triangle is where the stuff is coming from based
on the flows.

Your very success in the Caribbean—you should talk about it
more—is the reason why Mexico is a problem. Mexico increasingly
becomes a problem as you succeed in the Caribbean. This is like
punching a pillow.

And so there is a measure of success as to whether countries in
fact relate or don’t relate.

I am sorry. I hope—I am sounding like I'm lecturing. I do not
mean—] am not being critical. But I think we have to not go out
of hearings without people knowing there are empirical data we
can look at to determine.

For example, we know what's happening with certain drugs
based upon what emergency rooms report. That is a direct and im-
mediate indicator.

And so, there are measures that do not relate to hyperbole about
whether or not we are going to end drugs in our time, or not one
child is ever going to be addicted.

But I want to get right to a very specific problem. By the way,
money laundering also can be determined and the success or efli-
cacy of it, whether we are stopping it, based upon when these guys
start shooting each other, real simple basic things.

When the Cali family starts finding out that their source of reve-
nue is being cut off, they start to kill the other guys, you kiiow.
I mean, these are real crude measures, but also verv precise meas-
ures that we know. And we know in the drug world how it works.

But getting into Mexico, it seems to me there is a really strange
pressure that is working against our efforts: yours, ours, every-
one’s. And you are working at it. You are doing a good job, okay,
in my view. :

But one of the things that, it seems to me, is going to make the
job more difficult I would like you to speak to it because my time
will be up in just a second.

And that is that there is this whole—as the world moves—when
I first got this job years ago, we used to talk about the ability of
the central banks to be able to affect money flows.

Well, hell, more money goes over on a push of a computer button
between one minute of 12 and one minute after 12 than any central
bank in the world controls.



12

And so we figured out how central banks do not have that much
impact anymore, relatively speaking, on the world economy in
terms of momentary blips.

One of the things that you are doing, you, this administration,
the last administration, is you are modernizing significantly the
way in which monies flow,

The whole notion, as the world becomes more integrated and we
have trade agreements that encourage that and necessarily so in
my view, that we end up with this problem that you have com-
merce on an electronic cash and cyber cash sort of at odds with the
ability of people to manipulate that system.

What I would like to do is look, in the moment I have, is ask you
if you don’t—you may not be prepared to speak to this now, but
if you would in writing I would appreciate it, or maybe for the next
hearing, come prepared to talk about. I don’t know if you are com-
ing back or whomever.

And that is, what are we going to do about this, for lack of a bet-
ter, phrase, cyber cash? How does the incredible propulsion of the
transfer of monies, and the change in the way in which national
and international banking systems do that, and the ability for the
drug cartels to use this changing dynamic in a way that it will
make it harder for us to deal with money laundering?

You have made real progress in the changes you have made
about reporting requirements of $5,000 cash or more. We have
been trying to get the Treasury Department to do that for a long
time, not you, previous ones as well.

But what about the future because it seems to me if we have a
problem now, this is just going to increase, whether it is Mexico or
Bolivia or China? Do you have any comment on that? Or would you
like to—

Mr. SUMMERS. Let me make three brief comments in response to
your questions, Senator. First, I think you have hit on an abso-
lutely crucial issue of cyber cash and all of that. And we do not
have all the answers.

The Secretary has asked the Comptroller of the Currency, Gene
Ludwig, to take the lead in formulating our policy in these areas
with a particular focus on enforcement and——

Senator BIDEN. I am not suggesting you should have all the an-
swers. I do not know anybody who has the answers.

Mr. SUMMERS. And I will provide you with the detailed answer
in writing. But I will highlight one aspect of it which is that we
have learned in this area this is not something where Federal cops
can do everything.

If institutions are not working——

Senator BIDEN. Right. ,

Mr. SUMMERS. If major banks are not focused on helping us in
this area, we cannot do it.

Senator BIDEN. Absolutely.

Mr. SUMMERS. And so it is major institutions that have much of
the capacity to do these transmissions of cash and changing their
cultures to one that emphasizes knowing your customers.

And suspicious transaction reporting is at the center of an effec-
tive solution. And we have made that a very crucial priority in our
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dialogue with the banking and the rest of the financial services in-
dustry. But I will provide you with a more detailed account.

Second, Senator, as one whose background is a professional econ-
omist, I share your view in the importance of price measures as
ways of determining what is a measure of success.

And I would cite one in the money launderinf area which is that
one way of gauging our progress there in addition to the price
measure that you suggested is to look at what the cost on the
street is of getting money laundered.

Senator BIDEN. Right.

Mr. SUMMERS. And the estimate is that in the last 5 years, that
has gone from 6 percent to 20 percent.

Senator BIDEN. Exactly.

Mr. SUMMERS. But that is an important-—-

Senator BIDEN. Those are the kind of answers that I wanted you
to make for the record.

Mr. SUMMERS. And that is—that, I think is an important sign of
progress.

Third, I will report in my—I will provide written information on
the extent of the availability price nexus on drugs, drawing on
what’s available at UNDCP. I wouldn’t say———

Senator BIDEN. We have all that information. I mean, I don’t
think we need that.

Mr. SUMMERS. Okay.

Senator BIDEN. I don’t mean to presume.

Mr. SUMMERS. I would say in slight defense of my bit of hyper-
bole that obviously we need to measure the progress we are mak-

ing.
But ! think it is also true that this is a fight that this country
is going to have to carry on indefinitely. And we will be able to do

_ it better. We will make more progress at some points. Hopefully,

we will continually make more progress.

But even if we were to have better information than we do that
the price was rising, I don’t think any of us could relax as long as
there still was a threat in this area.

Senator BIDEN. I thank you, Mr. Chairman.

Senator GRASSLEY. With this subject, I think we all agree that
goi(rllg after the major drug organizations in the world is the way
to do it.

If we just go after a few drug kingpins, we are spinning our
wheels. For the major organizations, we need a lot of effort on in-
telligence, a lot of effort on agents.

We have seen in the last few years Treasury cut enforcement and
intelligence. Is that going to change if we are going to put our
major emphasis on the drug war, on major organizations?

Mr. SUMMERS. I would have to look at the specific reference with-
in the enforcement budget that you are making, Senator, before
giving you a response.

But it is certainly our intention, as illustrated by what we are
doing with Hard Line, to strengthen Treasury’s capacity here and
not to weaken it.

So I would have to look at the categories you are referring to to
make a judgment. I am not in a position to speak to——

Senator GRASSLEY. I would urge——
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Mr. SUMMERS. The broader administration priorities.

Senator GRASSLEY. Can you respond in writing to that?

Mr. SUMMERS. I would be happy to.

{The information submitted by Mr. Summers appears in the ap-
pendix.]

Senator BIDEN. Mr. Chairman, I don’t have a question. Could I
say I would like to submit a question about cooperation between
the CIA, you, the DEA, and the drug agencies in the Justice De-
partment? I would like to, if you would.

I think that is a critical piece. And I would like to know that.

Mr. SUMMERS. Absolutely.

Senator GRASSLEY. We have had a lot of talk among the three
of us, including you, the four of us, about Mexico.

When we decided to certify Mexico, did we have fairly objective
standards that we employed in that certification? And what would
it take to decertify Mexico if, for instance, say, the Mexicans are
not meeting these objective standards?

I assume that when we certified them, we told them what we
thought based on information about what they were doing and why
they deserved certification.

And by the way, when Mexico was certified, I did not blast the
administration for that decision, but I think we need to know on
what basis the administration made their decision, on what the
message is to Mexico about the amount of cooperation we have to
have and what they have to do to keep from being decertified.

Mr. SUMMERS. If I—

Senator GRASSLEY. Yes. Let me tell my colleagues that we have
a vote. And I figured that we would need about three or four more
minutes. And then, we will have to shut down to go vote and be
there on time. \

Go ahead. )

Mr. SUMMERS. With your permission, Senator, that certification
is made by the Secretary of State. And I would refer you to him
and I will refer the question to the State Department for an answer
that lays out the criteria that would be involved in the subsequent
certification.

As you know, this is an annual process. But 1 think it is fair to
say that there is a clear set of expcctations as to what Mexico has
to do within this year if it is to be certified next year.

Senator GRASSLEY. Okay. Well, one area that does come in your
bailiwick when it comes to the free trade arrangements is that of
our relations with Mexico.

I am a supporter of NAFTA, I want to emphasize. But we want
to make sure that these free trade arrangements do not makec it
easier to get drugs into the country.

What sort of priority do we place on not allowing these free trade
arrangements to become an opportunity for increased drug traffick-

ing?

%&r. SUMMERS. The core of our new border strategy, based on Op-
eration Hard Line and a more strategic approach to enforcement,
is precisely to protect our borders at a time when the volume of
traffic is going to substantially increase.
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That has involved a very substantial increase in the number of
border personnel and the use of certain new technologies, cuch as
x-ray machines that are large enough.

It is sort of a CAT scan for trucks that enable us to detect narcot-
ics in situations where we previously would not have been able to.
And I think that strategy has worked, as evidenced by the increase
in seizures that have taken place along the border.

, Ser&ator GRASSLEY. I think we will have to call the meeting
closed.

Senator MURKOWSKI. Let me just ask one question.

Senator GRASSLEY. If you want to take——

Senator MURKOWSKI. Thank you very much, Mr. Chairman. I can
wind it up if you want.

Senator GRASSLEY. Okay. Mr. Summers, thank you very much
for your participation.

Mr. SUMMERS. Thank you.

Senator GRASSLEY. I will go and vote.

Senator MURKOWSKI. Mr. Summers, it is too bad that we have
to cut this short. And I hope, Mr. Chairman, we will have an oppor-
tunity to get back to it.

Senator GRASSLEY. Yes, we will.

Senator MURKOWSKI. It is so important that we continue this dis-
cussion.

Senator GRASSLEY. It is already scheduled for next week.

Senator MURKOWSKI. I think we are a little naive to expect this
effort on money laundering to work. I was in the business of bank-
ing for 25 years.

And I will tell you, the complexities of the ability to transfer
money electronically is such and the availability of the offshore in-
stitutions, is such that we have little or no control. The reality is
that people will take advantage of transfers for a fee.

In spite of the efforts of the international Financial Activities
Task Force, I believe you are going to continue to see unscrupulous
investment people out in the hinterland transferring funds in ways
that will be very, very difficult to try and stop that, if indeed the
return is what it appears to be. And I understand that return is
relatively handsome.

I would like for you to provide for the record how many prosecu-
tions of government officials for corruption have occurred in Mexico
and how many convictions there have been.

I think there is a noticeable lack of performance by the Mexican
government in apprehending some of these people.

And ! also would like to have you explain to us what is your next
contemplated action if the actions that you have currently undur-
taken simply won't work.

We can delude ourselves into thinking that we are making
progress when we increase interdiction, but it can also mean that
the laxity of enforcement is such that the interdictions of drugs will
occur more often simply because more is coming across.

You indicate that we are now making larger seizures. The indica-
tion is that smugglers believe they can get away with larger sei-
zures. So there are those that are willing to take the risk.
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I think what we are doing here is what we have always been
doingil We are legitimately concerned about this status-quo ap-
proach.

We are taking actions short of real actions with real results. And
until we take real actions, we are going to continue to have the sta-
tus quo.

And, as Senator Biden said, we have simply seen a shift, a shift
from drugs coming from the Caribbean to them coming from Mex-
ico because it is easier for the smugglers in Mexico.

Now, we got tough in the Caribbean. We are not tough with Mex-
ico. Instead we are doing partial efforts that simply are not havin
thia_ efﬁ'ect of curtailing this to a point where we can see substantia
relief.

And until we take some diplomatic action, Mr. Summers, it is
simply is not going to change.

I will look forward to receiving some figures from you relative to
just what the Mexican government has done because I am person-
ally very disappointed.

I guess I've got the obligation of concluding the hearing. I wish
ou all a good day. And hopefully, we can get on top of this prob-
em.

Myr. SUMMERS. Thank you, Senator.

(Whereupon, at 9:52 a.m., the hearing was adjourned.]
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Senator GRASSLEY. Hopefully we will be able to complete our
hearing today. It was interrupted last week because of 22 votes
that we had a week ago. We have three votes scheduled for 10:00
today, but the interruption of those three votes, hopefully, if they
take the normal amount of time, will allow us to, except for that
interru%tion, continue today’s hearing and to finish it. So we con-
clude, then, a hearing that was begun last Tuesday.

This is a joint hearing of the Caucus on International Narcotics
Control and the Finance Subcommittee on International Trade.

I want to welcome the distinguished panelists that are going to
be with us this morning, and the members of the Caucus and the
Finance Committee. We are going to have two Senators testify this
morning, Senator Phil Gramm and Senator Pete Domenici, and I
thank them for their interest. ;

This hearing today deals with the threat to U.S. financial net-
works from illegal drug trafficking. It deals with threats to our free
trade system from those who would smuggle illegal drugs into this
country, and it concerns those who would then launder their illegal
gains using our banking and financial networks. It is about what
we need to be doing to stop these activities. It deals with the steps
that we must take to protect our citizens and the institutions that
sustain our Jn'osperity and well-being.

As I noted last week, we have a major drug use problem in this
country. Part of that problem stems from the fact that drugs are
widely available at aftordable prices. The effects of the drug trade

an
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can easily be seen daily here in our Nation’s cdpital, just a few
steps from this hearing room.

e drugs that do such damage in Washington also are causing
havoc in cities and communities throughout this country. Virtually
all of these drugs come to this country illegally from overseas. Also,
increasingly they are coming to our shores in commercial cargoes.
They are coming hidden in containers in cargo, and as cargo.

e flow, we all recognize, is staggering, including over 350 met-
ric tons of cocaine almost every year. This poison is crossing our
borders using the free trade system. The very goods and products
that we import are used as camouflage for these illegal drugs and
that is, of course, only part of the picture.

Once the drugs are sold, the criminal gangs face the problem of
turning their illegal proceeds into legal tender. They do this by ex-
ploiting our financial systems through fraud and deception of every
sort. They smuggle their illegal gains into international banking
and financial systems.

Worldwide estimates place the sum laundered every year at be-
tween $500 billion and $1 trillion, much of tkis in illegal drug pro-
ceeds. The sums involved are larger than the budgets of many
countries.

This money, once laundered, is then used to produce and traffic
in more drugs and to fund illegal activities of every sort. It is used
to undermine the integrities of banks and commercial establish-
ments. It is also used to bribe and intimidate local officials and
whole governments.

The effects of these activities on governments and legitimate en-
terprises can be seen clearly in Russia, Columbia, Italy, Mexico. In
these countries, criminal activities threaten the very stability of po-
litical life. They threaten to overwhelm democratic institutions and
decent government.

Less visible is the threat to political integrity in countless small
countries that do not have the resources or capabilities to fight
back. As a result, a threat to our financial and trade systems is
more than just a commercial or business concern.

The conseguences are important to our national security and to
the health of the principles we profess. This is why it is so critical
that we understand the scope of the threat and explore necessary
responses.

I am concerned, however, about our efforts. I am concerned that
our policies and strategies are not up to the challenge. I am trou-
bled about what we see as trends, and I am concerned that the
threat is not receiving the focus and sustained attention it de-
serves. In the last several years, after a decade of declining use,
teenage drug abuse is on the rise.

Chart 1 here indicates that in past months use among teenagers
has risen very dramatically over 1992 levels. At this rate of in-
crease, we will see all the gains made in reducing teenage use
achieved over a decade wiped out in just half the time it took to
achieve it.

As these numbers grow worse, so do hospital emergency room ad-
missions, as we see here in Chart Number 2. Although the num-
bers have yet to be released, I understand the forthcoming house-
hold survey of drug use will only confirm this sad trend. We are
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seeing more drug use and the associated consequences, and we are
seeing no communities immune.

I do not believe that the return of drug use is an historical acci-
dent, I believe that it is directly connected to changes in policies
and focus of our drug efforts.

In the last several years, until very recently, we have seen less
attention paid to dealing with the drug problem. We have seen the
issues down-played and neglected. In particular, our interdiction ef-
forts and international programs have suffered. We have Chart 3
here illustrating U.S. and international seizures of cocaine declin-
ing steadily, along with a shift in emphasis.

This shift coincides with cuts to our major interdiction efforts,
our international programs, and to the Department of Defense sup-
port to detection and monitoring.

As U.S. efforts have lagged, so have efforts in Colombia and Mex-
ico. As the chart shows, seizure rates have dropped sharply here
and abroad. The so-called control shift in our interdiction efforts in
1993-1994, shown in Chart 4, coincide with a major decline in our
disruption rate.

In addition to these disappointing results, Coast Guard’s and
Customs’ efforts have declined as well. Senator Feinstein has noted
that, “The Customs focus to facilitate trade at the expense of en-
forcement has had negative consequences.”

It is only recently that there have been moves to try to change
this and raise the profile of our efforts. In the meantime, the traf-
ficking organizations have shifted operations to use jet transport to
move drugs, and they have moved increasingly to commercial
cargo. We have seen that we are, then, behind the power curve.

Moreover, the velocity of money launderitr15 is increasing and our
move towards banking without borders is only facilitating the proc-
ess. As a result, trafficking and money laundering thugs seem to
be getting ahead of our law enforcement efforts. As Mexico illus-
trates, these organizations can defy governments or undermine
their very ability to respond.

As we meet today to discuss these issues, the administration is
holding talks with the Mexican Government on these very same
concerns. I hope, for all our sakes, that we are going to see mean-
ingful efforts and consistent approaches emerge from these discus-
sions. As we approach the 21st century, we need to work smarter
and faster. We need to work with others to achieve our common
goals, for if we do not do better, the drug thugs are certainly going
to get the better of us.

I now call Senator Gramm and Senator Domenici. They are both
here. Would you both come at the same time. Thank you for your
participation, your interest in this issue. You speak loudly and
clearly on this issue on the floor, and we are glad to receive your
testimony now.

I would start with Senator Domenici.

STATEMENT OF HON. PETE V. DOMENICI, A U.S. SENATOR
FROM NEW MEXICO

Senator DOMENICI. Thank you very much, Mr. Chairman, Sen-
ator Gramm. It is good to be with you. I will try to be brief.
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I would say to the Chairman, that in this morning’s Washington
Post there is an article that should be of interest to you and your
staff. It is styled, “Mexican Anti-Drug Drive Called a Fraud.” It is
an article from an in-depth interview with Ricardo Corvero, who
used to be a part of the anti-corruption team that was established
to try to apprehend the major cartel leaders in Mexico.

In his interview, he establishes that, from his vantage point, the
Mexican Government, at least the policemen at local areas, police
chiefs, and others, are pretty much involved with these groups and
that the fight is being lost.

Let me start this brief discussion with a quote. “No country in
the world poses a more immediate narcotics threat to the United
States than Mexico.” Now, this is not a Drug Enforcement Agency
quotation, it is the conclusion of the State Department’s most re-
cent Annual International Narcotics Strategy Report. The State
Department, as we all know, is known for its diplomatic way of
stating facts, but this is a very forthright statement of fact.

Let me give you my interpretation, briefly, of the situation. The
U.S.-Mexican border is becoming a land of laundered drug money,
riddl?d with corruption and violence, a land run by brazen drug
cartels.

1 have been a long-time friend of Mexico, and I can vividly recall
joining my friend, Senator Gramm. We were the first two Senators
to introduce the NAFTA resolution. Now, everybody joined there-
after, but I recall soing to the floor with you and we said, if it is
good for Mexico and good for us, we ought to do it quickly.

So I am not here just to be a critic. This country is a great coun-
try, Mexico. It has a vibrant population and the potential for a
promising future. But, Mr. Chairman, I would like to say that the
drug cartels, in my opinion, are threatening the very sovereignty
of Mexico.

We sometimes say in the United States, mi casa es su casa, my
house is your house. We have reached a point in history where,
when it comes to drug trafficking, the old saying can be written,
m(’arﬁroblema es su problema, my problem is your problem.

e Mexican Government should be concerned as we in Congress
are. Nowhere are the effects of drug trade more evident than in the
border cities in my State, the State of Texas, and the other adjoin-
i‘nvg States. In my State, cities such as Las Cruces, places like

ite Sands, and Sundland Park on our side of the border, and
Juarez, about an hour and a half drive from Las Cruces, on the
Mexican side.

Ranchers on the border say that a few years aio migrant smuf-
glers were cutting through their fences at night. Now, heavily
armed Mexican drug gangs terrorize them in broad daylight.

In places like ite Sands, New Mexico, ranchers arm them-
selves when they go out to do their chores or go to get water from
their wells. Some of the ranchers in Texas, we understand, have
sold their ranches to gangs or their front men. These drug lords are
equipped with night vision equipment, cellular telephones, border
sentries and their own intelligence network.

According to the Los Angeles Times, the drug smu%glers “have
outmanned, outgunned, outplanned the U.S. Border Patrol, Cus-
toms Servic-, and the DEA at strategic points on the Rio Grande.”
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We are seeing more of our young people addicted to drugs that the
Tiajuana Mexican Cartel has a virtual production monopoly over
because they control the supply of one of the necessary ingredients.

Methamphetamine is a growing problem in my own city of Albu-
querque. New Mexicans committing crimes, using this drug, have
gone up 400 percent in just 2 years. One major trafficking family
owns a petrcleum company, is said to use tanker trucks for smug-
gling drugs, according to U.S. and Mexican law enforcement.

In New Mexico, the relationship between drugs and violent
crimes, and the statistics about that, are very, very bleak; 75 per-
cent of New Mexicans arrested admitted to using illegal drugs. Co-
caine used by the criminals doubled from 1992 to 1994.

The number of gangs in my State is up. In Albuquerque alone,
there may be as many as 21,000 youn%; and even not-so-young,
members of gangs. Gangs and drugs go hand in hand in our part
of the world.

On the Mexican side of the border, in Juarez, things are already
changing for the worse. Last year, homicides were up 25 percent,
70 percent drug-related and unsolved; 450 newly created gangs like
Los Gatos, that means The Cats.

The Cats, or El Puente Negro, the Black Bridge Gang, are bat-
tling for control of the streets of Juarez. With so much cocaine en-
tering Northern Mexico, an increasing amount never leaves. Last
year, 90 people died of overdoses in Juarez alone, up from five the
previous year.

One indication of how the drug culture has penetrated Northern
Mexico is found on the radio, where the most popular songs are
about drug trafficking adventures, where the drug lords are the
good guys, the police are the bad guys. “Mess with the Mafia and
pay with your hide,” one narco-ballad warns.

A few years down the road, it is entirely possible that these
Mexican groups could rise to an equal, or superior, footing with the
Cali cartel. If this happens, life as we know it in both the U.S. and
the Mexican side of the border will change and eventually have an
effect on our country.

Now, Mr. Chairman, all of these developments have prompted a
number of us to indicate our grave concern. Obviously, we need
much greater cooperation between our two countries, but we need
a dose of realism on the part of the government of Mexico.

Last week, I offered an amendment—it was not a major amend-
ment—on the floor of the Senate. But what it essentially was ad-
dressing was that 99 indictments on our side, American indict-
ments, serious indictments where we spent blood and resources to
get them, one of those people have been extradited from Mexico.

Now, the Mexican Government can talk all they want about co-
operation, but that kind of record is not a record of real effort to
be a real neighbor in recognition of a real, major problem. So I
think we ought to start, all of us, insisting that justice be brought
to the leaders of the drug cartels in Mexico, and that we continue
with our efforts, but Mexico continue with theirs. I hope they still
can do this.

Miguel Caro Quintero, one of the top three most wanted Mexican
drug lords, called a radio station. He told the radio talk show host,
“They, the Mexican Government, do not find me because they do
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not want to. The newspaper, El Financierio reported I go to the
banks, I drive along the highway, I pass through the military and
federal judicial police checkpoints, and it does not matter that they
know me. Everybody knows me.”

Now, he is one that we have indicted for serious crimes, a whole
gamut of indictments has already taken place. Other indicted king-
pins live openly and notoriously in Mexico. It makes me wonder
whether our indictments are worth the paper they are written on.

Obviously, second, we need more border agents. I believe this
year, as in the past, when Senator Gramm and I took the lead in
adding significant numbers of border patrols, we will add 200 more
than the President requested, up to about 900.

In 1996, our law enforcement agents frequently captured tors of
drugs all at one time, and they estimate that they are catching just
5-10 percent, at most, of the drugs moving across the Rio Grande.
But I must tell you, at our border entry stations they are telling
us that much more illegal drug is passing right there under dis-
guise.

In fact, the night before I arrived at one Border Patrol station
they apfprehended a gasoline tank filled with cocaine. They had dif-
ficulty finding it. The sniffing dogs are about the best, but actually
they are getting much, much more brazen and it is not so much
in the skies, it is on the ground now.

So this brings me to my last point. We need to do a better, far
better job on money laundering laws. That is the subject of this
hearing. Frankly, I think we need to convince all nations to enact
money laundering laws, because our financial markets have be-
come one global market, with $30 billion in drug profits, as esti-
mated by the Treasury Department.

It seems that unless and until we can get better at intercepting
the money, we will make little progress in stop%ing the drug trade.
Mexico should be commended for enacting tougher money launder-
ing laws, but now we must see some results. A worldwide network
is clearly needed at this time.

I commend you for the hearings and, more importantly, for your
vital and consistent interest in this issue as the task force chair-
man.

Senator GRASSLEY. Thank you very much.

Senator Gramm.

OPENING STATEMENT OF HON. PHIL GRAMM, A U.S. SENATOR
FROM TEXAS

Senator GRAMM. Thank you, Mr. Chairman. First of all, let me
just say that I agree with everything that Senator Domenici said.

Let me try to just put this in the context of where we live and
what is happening there. Two I\;ears ago, the problem you faced
along the border, in an agency like the Border Patrol, was that you
had illegal aliens coming into the country, and basically these were
people who, at worst, were tEoing to run from you.

So standard practice in the Border Patrol is, you spot these peo-
le, IO“ say for them to stop, they run, you catch them, you appre-
end them, you send them back to Mexico. It was a dirty, hard job,
but it was not a terribly dangerous job, under mosat circumstances.
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In 2 years, everything has changed along the border. We are now
dealing with drug gangs who, for all practical purposes, control
their side of the border. They have command posts on their side of
the border. They come into our country with automatic weapons,
with night vision capacity, with cellular telephone-based commu-
nications.

They intimidate farmers and ranchers, they shoot their livestock,
they ransack their houses. We have growing evidence that they are
pressuring people to sell their property on our side of the border,
using fronts to buy that property, in essence giving them control
of both sidex of the border.

To give you an idea of the kind of problem we are talking about,
and the lack of resources, along a roughly 200-mile stretch of bor-
der, when you take the number of people who are actually out
along the line, along the border, you look at the fact that you have
got to patrol 24 hours a day, we will normally have about 80 people
in the Border Patrol. We have more police officers guarding the
U.S. Capital in Washington, D.C. than we have members of the
Border Patrol. We have between 5,000-6,000 ir the Border Patrol.

Until very recently, and for all practical purposes, this has not
totally changed, they are using 1960s-vintage equipment. They are
using sensing devices that were used in Vietnam. We recently got
a transfer from the military. I think they got 700 sensors. They had
to cannibalize 300 of them to get 400 of them operational.

The active-duty military is now using new generation equipment
that is far superior. We have equipment in warehouses and with
active-duty military persuanel that is far superior to what we are
using along the Mexican border, and we have a much greater
threat, it seems to me, to American security along the Mexican bor-
der than we do in Germany, and, while the threat is certainly dif-
gerent in Korea, it is more clear and present along the Mexican bor-

er.

The plain truth is, long ago we should have doubled the size of
the Border Patrol. We have the same problem in Customs. In fact,
we have a greater groblem in Customs because, by and large, their
number of agents have not kept pace with the Border Patrol. We
need a crash program to train more peopie, we need to bring sens-
ing devices, and night vision, and infrared capacity directly in from
the military, in my opinion.

It is amazing to me that we can transfer out of active-duty mili-
tary equipment to Israel, we can transfer it to South Korea, when
we face a time of potential danger, but we are not doing that to
the Border Patrol. We are taking old, obsolete equipment and mak-
in% that transfer.

think, to add to what Senator Domenici said, let me make the
point that this problem of massive corruption is not something that
respects borders. I think the next thing we are going to see, unless
something changes dramatically, is an increasing degree of corrup-
tion on our side of the border, where the level of intimidation is
very, very high, where tremendous amounts of money are involved.

And, while we have great professionalism in the Border Patrol,
in Customs, in the DEA, and a long history of people who have
been dedicated to law enfoicement in our sheriffs’ departments and
our police departments, the fact that the amount of money involved
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is so large, I think, represents a danger that we are going to lose
control of our border.

We are seeing all along our border trucks backed up as we try
to come to some kind of compromise between letting legitimate
commerce through and keeping drugs out. It is a very, very difficult
task 1to perform. In each and every border crossing, we have too few
people.

Let me make ciie other point. It is a little bit off the subject, but
I do believe we have a problem in Mexico. Mexico, like many
under-developed countries, has not had a long tradition of profes-
sional law enforcement. I think they’re going to have a very dif-
ficult time in going back, beginning at the federal level, where we
do have people who are reliable, who work with us, and then down
to the State level, where the defgree of reliability starts to fall, and
to the local level, where it falls further. -

I think it is important that we try, to the degree that theyre
willing to take our help, to help Mexico there. But I think we need
to be concerned about the same things in our own country.

Finally, we have got to do something about the demand for drugs
as well. I was on the conference, and perhaps the Chairman was
sitting there, on our welfare bill. I have an amendment that denies
welfare benefits—now we have focused it better than the amend-
ment we passed on the floor—to people who have drug felonies.
Since many of these people are not going to prison, especially for
possession and consumption, it represents a deterrent, in my mind.

One of our colleagues in the House, in opposing this amendment,
basically tried to make the point, well, look, I am hard-over on this
subject. I am willing to invade Colombia, I am willing to do all
these things in every other country in the world. But we are trying
to help these people who are using drugs on welfare in America.

We are going to continue to lose this war as long as we treat the
people selling drugs as criminals and we are not willing to treat
the people buying drugs as criminals. Today we try to treat them
as victims. The problem is, every time we have a success in inter-
diction, price goes up. When price goes up, profits go up. When
profits go up in selling drugs, more people devote more energy and
more talent to getting drugs into the country.

If we could reduce consumption, demand would go down, price
would go down, profits would go down, and the incentives to bring
the drugs into ilie country would go down. We are going to have
to do both if we are going to do something about this problem.

Senator GRASSLEY. Well, I have no questions, but I do want to
thank you for appearing because you and your people are obviously
on the front lines of this drug war. You see it even more than we
do. To have your expertise brought to our committee, and for the
pigrtgl.anent record, is very important for a complete understanding
of this.

We thank you, and I look forward to working with you as we try
to find more solutions. Senators, thank you very much.’

I will call the second panel. While you are coming, I will ask Sen-
ator Murkowski to make his opening statement.

We are fortunate to have Mr. George Weise, the Commissioner
of Customs; Ambsssador Jeffrey Lang, the Deputy Trade Rep-
resentative; Mr. Stan Morris, Director of the Financial Crime En-
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forcement Network; and Mr. Jonathan Winer, Deputy Assistant
Secretary of State for the Bureau of International Narcotics and
Law Enforcement.

Their expertise covers a range of policy and enforcement con-
cerns that we have in this hearing, and that we have as a country.
These concerns are involved in developing responses to the chal-
lenge of drug smuggling and money laundering.

Senator Murkowski?

OPENING STATEMENT OF HON. FRANK H. MURKOWSKI, A U.S.
SENATOR FROM ALASKA

Senator MURKOWSKI. Thank you. Let me wish the panel a good
morning. I listened with great interest to our two Senators, Senator
Phil Gramm and Senator Domenici, relative to their firsthand ob-
servations and their constituents’ experience with regard to this
terrible problem.

You will recall, Mr. Chairman, last week we had Secretary
Rubin, and I think I brought to the attention, or at least it was my
concept, to suggest that Mexican cooperation in apprehending and
extraditing the drug traffickers left a lot to be desired.

I also questioned Mexico’s commitment to enforcing its own laws
on government corruption and money laundering. I feel it is going
to be very difficult to just expect that we are going to be able to
get a handle on this money laundering when there are so many
avenues out there and offshore facilities that are available for
money laundering.

But I do want to applaud Senator Domenici and Senator Gramm
for their leadership in this area, and you, too, Mr. Chairman. I
think the action proposed by Senator Domenici for convincing this
body to basically rise up and say enough is enough to the scourge
of drugs that are flowing across the borser is to be commended.

I think we had, Mr. (%hairman, an overwhelming vote of 96 to 3
to send a strong signal to Mexico that it simply must live up to its
promises. I co-sponsored that measure, which will condition U.S.
military training and assistance on the extradition of indicted drug
kingpins now hiding in Mexico.

at I think we have here is a situation where no one wants to
damage the special partnership and the relationship that we have
with Mexico, but there are limits to our patience.

The situation, I think, is rapidly deteriorating. It just is not get-
ting better. Corruption runs rampant within the Attorney General’s
Office; the federal police, even the former President’s family has
been involved; laws to root out corrupt civil servants have not been
enforced, while recently passed legislation criminalizing money
laundering are simply gathering dust and we all know it.

Prosecutions are bogging down, trials never seem to end. All the
while, agents on both sides of the border are out there risking their
lives. Each dag, they are outgunned, they are outmanned, they are
under-financed.

I think it was rather curious this morning to find this issue so
frominent in the morning papers. I am sure we have seen it, and

think Senator Domenici mentioned the article, “Mexican Anti-
Drug Drive Called Fraud.”

ASANMETR
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This is a top Mexican drug enforcement agent saying he discov-
ered that the Mexican Government’s top crime fighting organiza-
tion was so corrupt that his own colleagues were escorting massive
shipments of drugs to the U.S. border, serving as bodyguards for
drug trafficking, and misusing U.S. anti-drug funds.

Tﬁe situation, perhaps, makes me fearful for the Colombi-
anization, if you will, of Mexico. I am not quite ready to acknow!-
edge that, but it is a priority of the American people that the drug
flow be stopped. Stopping Mexico’s slide into corruption, I think,
will go a long way in doing just that. Yet, despite this obvious logic,
this administration appears to talk tough on drugs and then bend
over backwards to accommodate failure. That is unacceptable.

Instead of sending a signal to Mexico of our growing concern by
issuing a national security interest waiver, as we did with Colom-
bia last year, the President simply chose to certify that Mexico was
ff:ully cooperating with U.S. and international counter-narcotics ef-
orts.

Instead of conditioning aid to prod Mexico to enforce their own
laws, the administration increased military education and trainin
money to a million dollars. I do not know what kind of a sign
that sends to the Mexicans, but I think it is certainly contradictory.

So I think we are going to have to ensure that the increase in
funding for international counter-narcotics efforts, which we passed
last week, becomes law. We must also finalize an extradition treaty
with Mexico that will allow us to bring to justice the indicted fugi-
tives, and examine whether the annual narcotics certification proc--
ess is sufficient.

We have to serve notice to Mexico that we expect results and co-
operation, not excuses and failures, in bringing indicted drug smug-
glers to justice. I think the administration has to change its mes-
sage. You cannot indicate that you are satisfied with the progress
on one hand by rewarding them, and simply turn around on the
other and expressing your dissatisfaction.

So, Mr. Chairman, I would encourage that the witnesses give us
a little enlightenment relative to the inconsistencies that this ad-
ministration apparently has communicated to the Mexican Govern-
ment.

Senator GRASSLEY. Scnator Graham, I have the first penel ready
to go, but if you want to say something in the way of an opening
statement, I accommodated Senator Murkowski and I would accom-
modate you.

OPENING STATEMENT OF HON. BOE GRAHAM, A U.S. SENATOR
FROM FLORIDA

Senator GRAHAM. Thank you, Mr. Chairman. Just briefly, of
course, to express my appreciation for the panel’s presence here
today and the insight they will give us.

I had three experiences in the last few months relative to money
laundering. One, the concern about the use of the Southwest border
and the activities which surround increased economic relations be-
tween the United States and Mexico as a new mask for money
laundering; second, the HIDA program in Miami, which has had as
its principal focus money laundering, and thr cuncern expressed
there relative to the use of highly-sophisticated communications




27

techniques, such as new applications of the Internet for money
laundering; and, finally, just three weeks ago, with five Prime Min-
isters from the Eastern Caribbean who are concerned that their
small, vulnerable islands are becoming targets, not only for the tra-
ditional drug transit activities, but also for money laundering. So
this is a very serious issue. I appreciate the fact that you are bring-
ing this attention to it.

I hope that, with the information that we will develop here today
and the common initiatives that the Executive and Legislative
branches can take, we can make an impact on this insidious aspect
of drug trafficking.

Senator GRASSLEY. We will now turn to the panel the same way
you were introduced, Winer, Morris, Weise, and Lang. I would sug-
gest that g'our entire statement will be put in the record. If the
staff would turn the lights on, I would like to have you observe the
five-minute rule.

It would be my goal that we would finish this panel by the time
we have to cast our first vote, which will start at 10:00, but hope-
fully I will not have to leave here until 10:15.

Would you start, Mr. Winer?

STATEMENT OF JONATHAN M. WINER, DEPUTY ASSISTANT
SECRETARY OF STATE FOR INTERNATIONAL NARCOTICS
AND LAW ENFORCEMENT AFFAIRS, WASHINGTON, DC

Mr. WINER. Yes. Thank you, Mr. Chairman, and members of the
Caucus and Subcommittee. I appreciate the opportunity to discuss
the multiple threats which drug trafficking and organized crime
pose to U.S. trade and finance.

I agk that my full written statement be entered in the hearing
record.

[The prepared statement of Mr. Winer appears in the appendix.]

Mr VSINER. Last month, a report to the ]%uropean Parliament on
money laundering considered some of the key questions in an EU
context of the subject of today’s hearing. The June 6th report stat-
ed, “An aspect of money laundering which has not been examined
in detail or in depth is its effect on world liquidity, national money
supplies, and volatility of exchange rates.”

oting that such inquiries were in their infancy, the report asked
the European Commission to find answers to such questions as the
velocity of money affected by flows of illegal funds, the impact on
monef su;iplies on countries involved in the circuit of laundering,
how illegal funds are invested, and the impact of money laundering
on the stability of national and regional financial markets.

These are critical, urgent questions that the U.S. and its major
partners in the global marketplace need to answer in the future to
protect our national securi&y.

For the most part, we do not have answers to these questions
today. Both internal and external jurisdictional gaps exist that
make it difficult for governments to protect themselves.

- In the United States, as in most countries, those who pay atten-
\, tion to money laundering and financial crime in law enforcement
have distinctly different jobs and information than those who pay
attention to banking safety and soundness, the regulators, as_dis-
tinct again from those who worry about transnational money flows,
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central banks and finance ministries, as distinct again from dip-
lomats who worry about managing diplomatic relationships. The
data is broken up in different places, so are the responsibilities.

But, although we do not have all of the data, we do have enough
information to analyze the threat and our response from two dis-
tinct frames. First, building upon the strategy used to attack major
drug kingpins, we seek to identify major criminal organizations
and adopt strategies to oppose and disrupt those organizations at
every level of their operations.

That approach is articulated in Presidential Decision Directive
42, PDD 42, issued by President Clinton October 21, 1995, to focus
the U.S. Government's attention against transnational crime. .

The take-down of the Gloria Canales alien smuggling operation
in Central America this past year, which involved close collabora-
tion between U.S. law enforcement agencies, the Department of
State, and a number of foreign governments, is a perfect example
of the broadened use of a linear strategy to take on transnational
crime.

In the same manner, we are targeting Nigerian fraud orfaniza—
tions who prey on American businesses. We are also using old tools
in new ways to take down drug trafficking and criminal organiza-
tions. An example, was President Clinton’s innovative use of the
International Emergency Economic Powers Act, or IEEPA, in con-
nection with PPD 42, to freeze the assets and attack the front com-
panies of the Cali cartel.

Second, even as we identify organizations that may pose a spe-
cial threat, we also are seeking to map out the geopolitical infra-
structure being used by the :riminals, the Places of special vulner-
ability to major economic crime and the places most attractive to
major economic criminals. No nation anywhere in the world is im-
mune from having its financial and governmental institutions dam-
aged by drug and crime-related corruption. :

A