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THE WHITE HOUSE 574

WASHINGTON

MEMORANDUM FOR THE HONORABLE CASPAR W. WEINBERGER
The Secretary of Defense

SUBJECT: Your Suggestion re Alternatives to
Siberian Gas

I agree fully with the thoughts expressed and the
suggestion made in your memorandum to me of January 27.
I will proceed immediately to the establishment of such
a group.

Thank you for your offer of office space and secretarial
assistance.

Willam P. Clark
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Wall Street Journal, February 3, 1982

REVIEW & OUTLOOK

Congress’s Chance on Poland

It looks as if the battle for freedom
in Poland is going to have to be taken
to the floor of the U.S. Congress. With
Ronald Reagan’s administration slip-
ping into tacit collaboration with mar-
tial law by making it easier for the So-
viet bloc to finance repression, any se-

rious action against the Polish regime’

will have to be taken by another
branch of government.

It turns out that the administration,
far from calling in the Polish debt to
hamper the flow of credit to the Soviet
Union and its satellites, is bending
U.S. law to keep Poland out of bank-
ruptcy. The Cormnmodity Credit Corpo-
ration provides government guaran-
tees to banks financing grain ship-
ments abroad, offering to repay the
banks if foreign governments cannot.
For ordinary, non-Communist govern-
ments, no payment is made until the
bank declares the loan in default. But
in the case of Poland, this was deemed
too embarrassing. ‘

So the State Department lobbied to
change the CCC rules, and the admin-
istration decided to pay off $71 million
to the banks without their declaring a
formal default. This is a down pay-
ment on about $400 million in guaran-
tees on Polish loans due this year. No
sooner is the decision taken than Sec-
retary Haig rushes off to Chicago to
‘spend Solidarity Day posturing before
Polish voters as a tough guy on Po-
land.

One point that begs attention is how
this decision was reached. At what
level of the government was it de-
cided? Did the President understand
the full implications of the change in
the rules? Did the National Security
Adviser? Where was the Treasury?
(The undersecretary for monetary af-
fairs says he's under instructions not
to discuss the issue.) Was the Defense
Department even consulted? Was this
the foreign policy equivalent of the de-
cision to change the tax status of seg-
regated private schools? Everything
we learn leads us to suspect that the
answers to these questions would be
profoundly embarrassing, that this is
another example of sloppy manage-
ment at the White House.

A second point concerns the banks.
They have refrained from declaring a
default in Poland because the write-
downs would hurt their earnings. It
would also hurt their chances of doing
new business with the Communist dic-
tators of Poland and the rest of the So-
viet bloc. But the real question is how

did U.S. and other Western banks
make all these bad loans, and how can
we stop them from doing it again?
The banks have made the loans be-
cause Western governments encour-
aged them to do so, implicitly suggest-
ing that loans to Communists had a fa-
vored position, deserved lower rates
and would more or less be backed by
Western governments. The CCC deal
can only encourage this notion. The
Soviets rushed to get the gas pipeline
deal and other credits wrapped up be-
fore the Polish crackdown, and with
the new incentives just demonstrated
by the Reagan administration, the
flow of credit will resume again as
soon as the bad press dies down.
The U.S. government ought to at
least stay neutral toward Communist
loans. The Polish loans clearly are
sick, and probably terminally so. The
banks ought to be establishing large
reserves against them-—we have pre-
viously suggested 50%—as a matter of
pure commercial prudence. The gov-
ernment cught to be encouraging
them to do this, not helping them
avoid it, to limit the commercial dam-
age from any forceful foreign policy
initiative. Instead, the Reagan admin-
istration sponsors a TV show.
Fortunately Congress will have an
opportunity to show greater forceful-
ness, for it controls the power of the
purse and bail-out money has to come
from somewhere. Specifically, it
would come from House Joint Resolu-
tion 389, a budget-busting supplemen-
tal appropriation of $5 billion for the
CCC. This measure has been marked
up—with unseemly haste—in the agri-
culture appropriations subcommittee
by the Mississippi Democrat, Jamie
Whitten. The main purpose is to pro-
vide pork for American farmers, who
are calling on their CCC entitlements
because of low farm prices. But a lot
of the mioney--between $500 million
and $1.5 billion, so far as we can learn
—could be used to bail out repression
in Poland.
1t would not be the worst thing in
the world if this whole supplemental
were grounded, farm price supports
being one of our least favorite subsi-
dies to the land-owning poor. But if
Congress is going to bail out the
American farmer, it can at least write
in an amendment prohibiting the use
of these tax funds to bail out Polish
dictators, at least until a default is de-
clared and the economic | s of Po-
land digested. T
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P.L. 93-499 LAWS OF 93rd CONG.—2nd SESS. Oct. 29

(d) Effective Date.—

(1) In general..—The amendments made by this section take
effect on December 1, 1974, and shall apply only with respect
to wagers placed on or after such date.

(2) Transitional rules.—

(A) Any person who, on December 1, 1974, is engaged in
an activity which makes him liable for payment of the tax
impc 1 by section 4411 of the Internal Revenue Code of
1954 (as in effect on such date) shall be treated as com-
mencing such activity on such date for purposes of such
section and section 4901 of such Code.

(B) Any person who, before December 1, 1974.—

" (i) became liable for and paid the tax imposed by
section 4411 of the Internal Revenue Code of 1954 (as in
effect on July 1, 1974) for the year ending June 30,
1975, shall not be liable for any additional tax under
such section for such year, and

(ii) registered under section 4412 of such Code (as
in effect on July 1, 1974) for the year ending June
30, 1975, shall not be required to reregister under such
section for such year.

Approved Oct. 29, 1974.

EXPORT ADMINISTRATION AMENDMENTS OF 1974
For Legislative History of Act, see p. 623}

L7 PUBLIC LAW ¢ -500; 88 STAT. 1552
P (s. 372)

JAn;Act to amend and extend the Export Administration Act of 1969.
Be tt enacted by the Senate and House of Representatives of the United
< _States of America in Congress assembled, That:

SHORT TITLE

Section 1. This Act may be cited as the “Export Administration

Amendments of 1974".
" SHORT SUPPLY POLICY

Sec. 2. Section 3(2)(A) of the Export Administration Act of

1969 8 is amended by striking out “abnormal”.

MONITORING AND CONSULTATION
Sec. 8. (a) Section 4 of the Export Administration Act of 1969 #°
ia amended by re” line gul mgh (e) thereof as
(d4) » F _ 11 ting after
'b) a new supsection

“(e)(1) To effectuate the policy set forth in section 3(2)(A) of
this Act, the Secretary of Commerce shall monitor exports, and con-
tracts for exports, of any article, material, or supply (other than a
commodity which is subject to the reporting requirements of section

8. B0 . U.B.C.A. § 2403(2)(A).
90, 50 .‘33 U.8.C.A. 5'1403.( YA
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Oct. 29 EXPORT ADM. AMENDMENTS P.L. 93-500

812 of the Agricultural Act of 1970) when the volume of such ex-
ports in relation to domestic supply contributes, or may contribute,
to an increase in domestic prices or a domestic shortage, and such
price increase or shortage has, or may have, a serious adverse im-
pact on the economy or any sector thereof. Information which the
Secretary requires to be furnished in effecting such monitoring
shall be confidential, except as provided in paragraph (2) of this
subsection.

“(2) The results of such monitoring shall, to the extent practica-
ble, be aggregated and included in weekly reports setting forth, with
respect to each article, material, or supply monitored, actual and
anticipated exports, the destination by country, and the domestic and
worldwide price, supply, and demand. Such reports may be made
monthly if the Secretary determines that there is insufficient infor-
mation to justify weekly reports.”

(b) Section 10 of such Act 9! is amended—

(1) by inserting “(a)” after “Sec. 10.”; and
(2) by adding at the end thereof the following:

“(b)(1) The quarterly report required for the first quarter of 1975
and every second report thereafter shall include summaries of the
information contained in the reports required by section 4(c)(2) of
this Act, together with an analysis by the Secretary of Commerce of
(A) the impact on the economy and world trade of shortages or
increased prices for articles, materials, or supplies subject to moni-
toring under this Act, (B) the worldwide supply of such articles,
materials, and supplies, and (C) actions taken by other nations in
response to such shortages or increased prices.

“(2) Each such quarterly report shall also contain an analysis by
the Secretary of Commerce of (A) the impact on the economy and
world trade of shortages or increased prices for commodities subject
to the réporting requirements of section 812 of the Agricultural Act
of 1970, (B) the worldwide pply of such commodities, and (C)
actions being taken by other nations in response to such shortages

-or increased prices. The Secretary of Agriculture shall fully co-
operate with the Secretary of Commerce in providing all information

required by the Secretary of Commerce in making such analysis.”.
(¢) Section 5(a) of such Act? is amended— °
(1) by striking out “hereunder” in the first sentence and in-
serting in lieu thereof the words “or monitored under this Act”;
and

(2) by inserting immediately after such first sentence the
1 shall fully coop-

m, .
( ded by adding the
foll Secretary of Com-

merce shall consult with the Federal Energy Administration to de-
termine whether monitoring under section 4 of this Act is war-

91. 50 App. U.8.C.A. § 2409.
82, 50 App. U.8.C.A. § 204 (n).

1787




P.L. 93-500 LAWS OF 93rd CONG.—2nd SESS. Oct. 29

ranted with respect to exports of facilities, machinery, or equip-
ment normally and principally used, or intended to be used, in the
production, con' sion, or transportation of fuels and energy (except

nuclear energy), including but not limi to, drilling rigs, plat-
forms, and equipment; petroleum refineries, natural gas proce ng,
liquefication, and gasification plants; ilities for production of

synthetic natural gas or synthetic crude o1l; oil and gas pipelines,
pumping stations, and associated equipment; and vessels for trans-
porting oil, gas, coal, and other fuels.”.

INTERNATIONAL COOPERATION TO SECURE ACCESS TO SUPPLIES

Sec. 4. (a) tion 2 of the Export Administration Act of 1969 3
is amended by adding at the end thereof the following new para-
graph:

“(5) Unreasonable restrictions on access to world supbplies can
cause worldwide political and economic instability, inte re with
free international trade, and retard the growth and development
of ‘mations.”

(b) Section 3(8)(A) of such Act® is amended by striking out
“with which the United States has defe! : treaty commitments”.

(c) Section 8(5) of such Act *5 is amended—

(1) by striking out the word “and” immediately preceding

clause (B); and
(2) by striking out the period at the end thereof and insert-
-ing in lieu thereof a comma and the following: “and (C) to
foster international cooperation and the development of inter-
national rules and institutions to assure reasonable access to

world supplies.”.
] e HIGH TECHNOLOGY EXPORTS

Sec. 5. (a) Section 4 of the Export Administration Act of 1969,
as amended by section 8 of this Act,? is amended by adding at the
end thereof the following new subsection:

“(g) Any export license application required by the exercise of
authority under this Act to effectuate the policies of section 3(1)(B)
or 3(2)(C) shall be approved or disapproved not later than 90 days
after its submission. If additjonal time is required, the Secretary
of Commerce or other official exerc ng authority under this Act
‘shall inform the applicant of the circu 1 1iring such ad-
ditional time and give an estimate of when his decision will be
made.”

(b) Section 5(¢)(1) of such Act®? is amended by striking out the
next to the last | thereof ang in | he
following: *‘Each such committee shall fre of
United States industry and Government, including the Departments
of Commerce, Defense, and State, and, when appropriate, other
Government departments and agencies.”.

93. 50 App. U.B.C.A. §2 96. p. 1.8 '
94, 60 App. U.B.C.A llO’(l)(A) 97, 50 App U.8 lm(t:)(l)

W, 80 Avp UBCA Y hot®).
1788







—*

PL. 93500 LAWS OF 93rd CONG.—2nd § IS. Oct. 29

of Commerce requesting an exemption from such controls in order

to alleviate any unique hardship resulting from the imposition of

such controls. A petition under this section shall be in such form as
the Secretary of Commerce shall prescribe and shall contain infor-
mation demonstrating the need for the relief requested.

“(b) Not later than 30 days after receipt of any petition under
subsection (a), the Secretary of Commerce shall transmit a written
decision to the petitioner granting or denying the requested relief.
Such decision shall contain a statement setting forth the Secretary's
basis for the grant or denial. Any exemption grar | may be sub-
ject to such conditions as the Secretary deems appropriate.

“(e) For purposes of this section, the Secreta 3 decision with
respect to the grant or denial of relief from unique hardship result-
ing directly or indirectly from the imposition of controls shall
reflect the Secretary’s consideration of such factors as— :

“(1) Whether denial would cause a unique hardship to the
applicant which can be alleviated only by granting an exception
to the applicable regulations. In determining whether relief
shall be granted,-the Secretary will take into account:

“(A) ownership of material for which there is no prac-
ticable domestic market by virtue of the location or nature
of the material;

“(B) potential serious financial loss to the applicant if
not granted an exception;

“(C) inability to obtain, except through import, an item
essential for domestic use which is produced abroad from
the commodity under control; .

“(D) the extent to which denial would conflict, to the
particular detriment of the applicant, with other national
policies including those reflected in any international agree-
,ment to which the United States is a party;

s “(E) possible adverse effects on the economy (includ-
ing unemployment) in any locality or region of the United
Sta- ; and

“(F) other relevant factors, including the applicant’s
lack of an exporting history during any base period that
may be established wit) respect to export quotas for the
particular commodity.

“(2) The effect a finding in favor of the applicant would
have on attainment of the basic objectives of the short supply

_control program.

In all cases, the desire to sell at higher prices and thereby obtain

greater profits will not be considered gs . e of a unique hard-

ship, nor will circumstances where the hardship is due to impru-

dent acts or failure to act on the part of the appellant 2.”,

r

2s. So in original. Probably should
read ‘“‘applicant”.
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INTERAGENCY REVIEW

Sec. 9. Section 4 of the Export Administration Act of 1969,% as
amended by sections 3 and 5 of this Act, is amended by adding at the
end thereof the following new subsection:

“(h)(1) The Congress finds that the defense posture of the Unit-
ed States may be seriously compromised if the Nation’s goods and
technology are exported to a controlled country without an ade-
quate and knowledgeable assessment being made to determine
whether @ t of such goods and technology will significantly in-
crease the military capability of such country. It is the purpose of
this subsection to provide for such an a 'ssment and to authorize
the Secretary of Defense to review any proposed export of goods
or technology to any such country and, whenever he determines that
the export of such goods or technology will significantly increase
the military capability of such country, to recon :nd to the Presi-
dent that such export be disapproved.

“(2) Notwith ing any other provision of law, the Secretary
of Defense shal armine, in consultation with the export control
office to which licensing requests are made, the types and categories
of transactions which should be reviewed by him to carry out the
purpose of this subsection. Whenever a license or other authority
is requested for the export of such goods or technology to any con-
trolled country, the appropriate export control office or agency to
whom such request is made shall notify the Secretary of Defense of
such request, and such office may not issue any license or other
authority pursuant to such request prior to the expiration of the
period within, which the President may disapprove such export. The
Secretary of Defense shall carefully consider all notifications sub-
mitted to him pursuant to this ! tion and, not later than 30
days alftel_: notification of the requ all—

s “(A) recommend to the President that he disapprove any

- request for the export of any goods or technology to any con-

" trolled country if he determines that the export of such goods

or technology will significantly increase the military capabil-
ity of such country;

“(B) notify such officejor agency that he will interpose no
objection if appropriate conditions designed to achieve the pur-
poses of this Act are imposed; or

“(C) indicate that he does not intend to interpose an objection
to the export of such goods or technology.

If the President notifies such office or agency, within 30 days after
receiving a recommendation from the Secretary, that he disapproves
such export, no license or other authorization may be issued for the
export of such goods or technology to such country.

“(8) Wi er the President exercises his authority under this
subsection to modify or overrule. 8 recommendation made by the
Secretary of Defense pursuant to this section, the President shall

3. 50 App. U.B.C.A. § 3403.
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The President has decided that maximum pressure can be
put on Poland by insisting on repayment rather than cleclaring
a default nov. A declaration of default might be used by
*the Polish Government as an excuse to relieve itself of its
obligations to make repayments. The U.S. Government has
fulfilled its legal obligations to U.S. banks. The {l.S.
Government, through the Commodity Credit Corporation,
guaranteed loans made by U.S. banks for the sale of agricul-
tural commodities to Poland. In 1981, when the Poles
did not pay the banks the amount due on these loans, the
U.S. Government fulfilled its obligation by making payments
to the banks. We are, of course, doing the same in 1982.
These payments in no way relieve Poland of any of its
obligations. The only difference now is that Poland owes
the money to the U.S. Government instead of U.S. banks.

The following questions have been raised:

1. Are payments to the banks on the Commodity Credit
Corporation loans a bail out of the banks? No. The U.S.
Government guaranteed these loans and 1t is obligated to bhonor

the obligations.

2. 1Is this payment to the banks letting the Poles off

the hook? NO. The obligation 1S now owed to the U.S. Government

Instead of to the banks, and we will do everything possible to
collect it. :

3. Did these payments to the banks prevent them from
declaring Poland in default? No. The banks are oweci amounts
on non-guaranteed locansg for which they have not declared
default but can declare default at any time.

4., Would a formal declaration of default force the
SBoviets to pay the amount due by the Polesa?¢ NO. ThiS LS an
obllgation incurred by Poland and not guaranteed by the Soviet
Uninn.

$. Wouldn't a declaration of default keep further
credits from going to Poland? No. Private banks are not
lending to Poland. The Polish debt situation prevents further

credits from going to Poland. Some funds are coming from
Poland to the West toward 1g  rev ' f
while no new credits are going to roiand.

6., Would a declaration of default stop credit {'rom
going to the Soviet Union? No. Unguaranteed private bank
credit unralated to short-term trade transactions has not
been goingy to the Soviet Union. This is because_ of the debt




situation of Poland and other countries in Bastern Europe, as
well as the other economic and financial difficultxes faced by
the Soviet Union itself.

7. Can we declare a default on the Soviet Union?
Wo. They are current on all their obligations to the U.S.

8., Will the UG ever declare Poland in default? Default
always remalins an option, to be used at which time as we see
git,







REVIEW & OUTLOOK.___

Wall Street Journal, February 8,

1982

The Burns Cable

One of the key issues in the debate
over whether the Reagan administra-
tion ought to declare Poland formally
in default on its debts to the U.S. gov-
ernment is whether such an action
would cause a crisis in the Western
banking system. Nearly everyone
agrees that U.S. banks could easily
ride ouf such a shock, as about 60
American banks hold a scant $1.2 bil-

lion, or so, in Polish paper. But the”

State Department has been arguing
the U.S, should continue to subsidize
credit to Poland because to get tough
and declare a default would cause a
crisis in West Germany, whose banks
hold the biggest exposure.

Now, however, the State Depart-
ment has received a confidential cable
from the U.S. envoy in Bonn, Arthur
Burns, that makes us wonder. Mr.
Burns, lately of the Fed and now on
the spot where any financial crisis
would start, sent his cable Jan. 29. In
essence he makes three points: First,
most of the effects of a Polish default
will happen with or without a default.
Second, the financial ramifications of
default would be easier for the West-
ern banking system to swallow if it
were spread over several years,
avoiding official default now but pre-
sumably requiring banks to establish
reserves to cover their Polish losses.
And third, that if default did happen
now and make the banks swallow their
losses in a gulp, the problems would
still be manageable.

The Burns cable doesn't suggest
there won't be serious consequences.
But he says the more serious secon-
dary effects of the Polish financial cri-
sis are probably going to be felt even
if-a formal default isn't declared. He
reports the Polish experience will
make international banks a lot more
cautious in lending to the Soviet bloc,
which in turn will cause the Soviet
bloc to cut back on imports from the
West. Without a lot of new Western
credit flowing in, other Soviet bloc
countries could run into financial
trouble. This would mean the German
government could be forced to help its
banks save some subsidiaries from
going bust.’

‘Too, with or without a declaration
of defauit, the Polish experience will
make international banks increasingly
reluctant to make new foans to Third
World countries with weak balance of
payments positions, Mr. Burns says.
And this, too, could have repercus-
sions on Western banks of the sort that
Poland might have more directly. So
Mr. Rurns savs he's been telling Ger-

man businessmen and newspapermen
that Western bankers have awakened
to the fact that their lending to social-
ist countries wasn't too bright and that
they have to proceed more cautiously,
while German businessmen will have

to turn to Western markets. i

What strikes us about the Burns ca-
ble—in the context of all the shrill
doomsaying we've been hearing from!
the State Department—is the absence
of any suggestion that getting tough
would bring down the Western finan-
cial system. From the narrow finan-
cial standpoint, Mr. Burns would of
course prefer to avoid sudden default
and spread the losses over time. But
there is far from anything that sounds
like a prediction of catastrophe if this
is not done. ‘

Even from the financial perspec-
tive, Mr. Burns's judgment call de-
pends crucially on his estimate that
the Western banks have already
learned their lesson. We wish we were |
sure. For one thing, banking regula-
tors have not yet instructed the banks
to start reserving against Polish
loans. New credits are rolling forward
in the pipeline deal. The Communists
may well be right in their calculation
that six months from now everyone
will be back at the same bazaar stalls.

More fundamentally, though, the
reasons for default transcend mere
commercial considerations. The So-
viet system does not disturb us be-
cause it cannot pay its bills. The So-
viet system disturbs us because it has
devoted its economy primarily to a
military buildup that threatens our
national security. Because of inherent
inefficiency and the demands of its
military sector, that economy is now
staggering. Its dependence on the
West is epitomnized in the Polish debt,
and the effects of default in inhibiting
further credits and trade would be a
punishing blow at its most vulnerable
point.

More broadly, default would make
clear the message that we will no
longer finance a military machine
that threatens our own well-being. It
would prove that we are not without
means to exert in this struggle, nor
without the will to do so. If we let the
opportunity slip by, we will only con-
firm the commissars’ estimate that
they have little to fear from the West,
that there is no reason to slow their
military buildup or moderate their
aggressive foreign policy. And the
conflrmation would ‘come with double
force from a President elected with a
mandate to restore some spine to our
position in the world.
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