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Object Classification (in thousands of dollars)

1070 actual 1071 est. 1972 eat.
Grant aid operations:
Reservations:
25.0  Other services 2,800
26.0  Supplies and materials 282,330
31.0  Equipment 139,442 333,635

Total, grant aid operations...._.. 253,034 618,765

Obligations for requirements other than
through reservations:
Personnel compensation:
.1 Permanent positions 10, 060 10, 045 9, 668
1.3 Positions other than permanent ____ 5 27 20
11.5  Other personnel compensation_.____ 180 318 338
Total personnel compensation__ __ 10,245 10,390 10,026
Personnel benefits:
Civilian employees 867 906 872
12.2  Military personnel 2,389 2,102 39
21.0 Travel and transportation of persons. . 10,399 9,981 12,596
22.0 Transportation of things 28, 094 49, 566 45,340
23.0 Rent, communications, and utilities_ . . 2,596 2,478 2,409
24.0 Printing and reproduction 70 55 55
25.0 Other services 44, 840 59, 865 68, 607
26.0 Supplies and materials 5,189 2,753
3.0 Equipment —540 804

Total obligations for requirements
other than through reservations. 104,150 138,900

9.0 Total obligations/reservations. ... 357, 183 757,665

Obligations are distributed as follows:
Secretary of Defense 2,448 2,970
Gl 207,717 522,415
43,995 62, 500
Air Force__ . 99,612 166, 155
3,411 3,625

Personnel Summary

Total number of permanent positions
Full-time equivalent of other positions
Average number of all employees
Average GS grade 8.3 ; 8.5
Average GS salary $12,513
Average salary, positions authorized by 22

US.C. 2151 $32,555  $33,161
Average grade, grades established by the Sec-

retary of Defense X 2.0 2.0
Average salary, grades established by the Sec-

retary of Def $27,237  $28,116
Average salary of ungraded positions $3,595 $3, 866




Military Credit Sales Program

Program and Financing (in thousands of dollars)

Identification code {!4 09-1082-0-1-057 1970 actual 1871 est.

nguru by activities:
Credits and guaranties:

1. Long-term credit agreements 70,000 250,000
Portion financed privately...... eSS 67,000

Portion financed directly. ... ... 70,000 183, 000

2. Guaranty of private financing L Ty 17,000

10 Total obligations fab]cct class

e L e s 70, 000 200, 000

Financing:
40 Budget authority (appropriation) 200, 600
Relation of obligations to outlays:
71 Obligations incurred, net. 70,000 200,000
72 Obligated balance, start of ycar = 222,215 199,070
74 Obligated balance, end of year —199,070 —259,070
77 Adjustments in expired accounts_______. —629 ...

90 Outlays. - - - e W T e 92, 5]1‘) 140, 000

1072 est.

582,000
96, 000

486, [}00
24,000

510,000

510, 000

510, 000
259,070
—479,070

290, 000
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Mr. PassmaN. The committee will be in order.

This is the first session of the Foreign Operations Subcommittee on
Appropriations.

I would first like to introduce and welcome to the committee our
new members, Mr. Roybal, Mr. Hathaway, Mr. Galifianakis, and
Mr. McEwen.

Mr. Roybal brings a lot of experience because he came from the
Foreign Affairs Committee. He is about as familiar with foreign aid
as other members of this committee.

We are starting off on a session that may take about 300 hours to
complete. We know that you will attend all the sessions that you
possibly can. We will consider this afternoon the budget requests for
the military assistance program for fiscal year 1972.

We have as the first witnesses the Hon. Melvin R. Laird, Secretary
of Defense; Adm. Thomas H. Moorer, U.S. Navy, Chairman of the
Joint Chiefs of Staff, and Lt. Gen. Robert H. Warren, Deputy
Assistant Secretary of Defense for Military Assistance and Sales,
and other supporting witnesses whose names are set out above.

Welcome, Mr. Secretary. We are happy to have you appear before
the committee as the No. 1 witness.

SUBCOMMITTEE PROCEDURE

The preliminary meeting called earlier had to be canceled for obvi-
ous reasons, but we should state for the record that under the rules—
and I certainly support them—the new rules of the House, each
member of the subcommittee will consume 5 minutes in questions

and answers and after each member of the subcommittee has had an
opportunity to interrogate for 5 minutes, then we will resort to the
old system of permitting each member of the committee to consume
all the time necessary.

We will alternate between the Democratic side and the Republican
side. Some committees operate differently, but that is the way we
have always operated, Democrat to Republican, until we go around
the table.

After we have concluded the 5-minute routine then, of course, we
will get into the questions and answers, each member consuming all
the time that he feels necessary for him to make the record if he
wants. If that is acceptable to the committee, we shall proceed.

Mr. Secretary, we are delighted to have you before the committee.

Mr. RoonEy. Does this constitute the adoption of the rules of the
subcommittee?

Mr. Passman. They have already been approved by the full
committee. We just merely discuss what the rules are and we have to
follow the rules, as I understand it.

Mr. Roongy. I thought maybe you needed a motion to approve
the rules of the last Congress as the rules of the subcommittee in this
Congress,

Mr. Passman. We would like to have that motion and if the gentle-
man will offer that motion, we will consider it.

Mr. Roongy. I will. I so move, Mr. Chairman.

Mr. SHRIVER. I second.

Mr. PassmMaN. Any opposed?
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Mr. RoysaL. That is, of course, following the rules to the letter
of the law.

Mr. Passman. It embodies the amended rules.

Mr. RoysaL. I have no objection.

Mr. Passman. Then it is unanimous.

Mr. Secretary, we assume you have a statement you would like to
make to the committee?

Secretary Lamrp. Yes, sir.

Mr. Passman. We will be glad to hear from you at this time.

STATEMENT OF THE SECRETARY OF DEFENSE

Secretary Larrp. Mr. Chairman, I am again pleased and privileged
to appear before this committee to discuss two essential instruments
of national security and foreign policy—the military assistance and
foreign military sales portions of the security assistance program.

The President emphasized the importance of military assistance and
sales in his foreign policy message to this Congress. He underscored
the fact that these programs are keyed to the fulfillment of the strategy
for peace through partnership. I would emphasize that they form a
crucial element in our strategy of realistic deterrence.

President Nixon also pointed out the critical nature of this year’s
program to the introduction of an era of burden-sharing among
partners, and he related this entire effort to the manpower reality that
we, in Defense, are facing on a daily basis as our military forces are
reduced. President Nixon wrote:

Our materiel and training can enable nations whose security is important to
us to deal with threats against them and to help each other to do so.

But it is not simply a matter of helping friends and allies to do more for them-
selves. Particularly in the areas of the world where we are reducing our man-
power, we must make resources available to help them complete the transition
with us. In some eases, this will require substantial assistance during the period
of adjustment. This is central to our new approach to American foreign policy
in the 1970’s.

As I pointed out to you last year, many of our friends and allies
cannot assume the greatly increased responsibilities they must under-
take unless we continue to help them acquire the needed equipment
and training. Resources and technical capabilities which they lack
as well as manpower, will, and desire, which they can provide—are
required if such friends and allies are to assume greater responsibility
for their own defense. If we are successful in fostering greater self-
reliance on the part of other nations through security assistance, I am
confident that we will be able to continue to reduce the size of our
military forces abroad without leaving a potentially dangerous vacuum.

In the long term, our programs are designed to accomplish two
things: to ease the burden on the United States in terms of manpower
and money and to deter conflict, reduce the risk of conflict oceurring,
or increase the likelihood of being able to keep conflict at the lowest
possible levels of intensity.

The President announced that this year he would present to the
Congress the design of a new international security assistance program.
He promised that it would be more closely geared to the purposes
of the Nixon Doctrine. Let me quote the three key points of that new
effort as stated by the President:
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It will clearly separate out our security assistance from other forms of assist-
ance to enhance the integrity and effectiveness of each.

It will pull together all types of security assistance into one coherent program.

It will place increasing emphasis on fostering the self-reliance of those with
whom we are engaged in a cooperative effort,

When I announced our new strategy for the seventies—the strategy
of realistic deterrence—I sought to be very specific about the role
of allied and friendly nations. I reviewed how the key elements of
the President’s strategy for peace during fiscal year 1970 and 1971
have emerged into our strategy of realistic deterrence. Let me review
some of those elements with you to emphasize the essentiality and
criticality to that strategy of both military assistance and the foreign
military credit sales.

-+ . & strong conventional eapability buttressed by increased burden sharing
and improved defense capabilities of other Free World nations:

. smaller U,S. active forces, with great emphasis to be given to their
readiness and effectiveness, including modernization
. & re-emphasis on maintaining and using our technological superiority;

. . . increased international security assistance for the defense needs and
roles of other Free World nations; and

-« . 4 new approach to U.S. military manpower based on the goal of Zero
Draft and an Ail-\"olumecr active force with increased reliance on National
Guard and Reserve forces.

I think that these elements of the strategy clearly represent what
this administration is trying to do. With the appropriate support of
the Congress—as we move toward the President’s goal of peace in
the seventies—the deterrent to localized conflict increasingly will be
provided by allies who themselves have, or will have, a capability
and national will to defend themselves.

I' think it especially appropriate today to review the current mech-
anisms of managerial control and coordination that the adminis-
tration exercises to insure that both grant and credit sales are properly
managed.

The primary consideration, of course, is the Presidential role and
responsibilities with respect to the entire Security Assistance Program.
At the Presidential level, the major mechanisms are the preparation of
the annual budget and the Presidential decisions taken in the National
Security Council System. The President reviews and decides the world-
wide program levels in the preparation of the budget. He bases these
decisions on requests of State and Defense, including the Joint Chiefs
of Staff, and separate recommendations of the Office of Management
and Budget. Throughout the fiscal year the President continues to
make major decisions revising and amending the program in light of
international developments; on the basis of reviews and recommenda-
tions of the NSC and on an ad hoe basis in light of specific recommenda-
tions made by State and Defense.

Our own departmental control procedures presently can be sum-
marized as follows:

First, the annual program and budget submissions from the field are
jointly reviewed by Defense and State.

Second, the annual budget requests to the President, following this
review, are jointly submitted by both Departments. In event of major
disagreements, State and Defense usually submit their views in separate
memoranda for Presidential review.

Third, Defense and State prepare each year a classified joint




8

memorandum which specifies program levels and major program con-
tent by country and region and sets our major policy guidelines for
grant military assistance and foreign military sales credits; this docu-
ment constitutes the basic planning guidance for all elements of the
Executive Branch.

Fourth, the Departments of Defense, State and Treasury have
jointly issued comprehensive guidelines for both governmental and
commercial sales of military equipment through a document entitled
“U.S. Government Policy and Responsibility for Military Export
Sales.”

Fifth, commercial sales of most types of military equipment must be
individually licensed by the Department of State.

Sixth, a control group organized in 1969 and composed of repre-
sentatives from Defense and State provides guidance for the allocation
of military stocks declared excess to the needs of the Military Services
by the Defense Department.

Seventh, the use of Food for Peace counterpart funds for defense

urposes is regulated by agreements which are negotiated by the State

epartment with the foreign governments concerned after considera-
tion by State, AID, Defense, and Agriculture.

Eighth and finally, a committee chaired by AID, on which both
State and Defense are represented, has developed techniques to
measure each country’s military expenditures in comparison with the
other countries in the region on the basis of the proportion of GNP,
national budget, and total imports attributable to defense costs. This
particular committee provides reports of its findings to Congress on
a regular basis.

This is not to suggest that we cannot improve on our procedures
and organization with respect to these programs. We can always
improve. As I indicated in my Defense report—and as you probably
well know—within the Administration a comprehensive review is
being made of the procedures and organization for the planning and
administration of all elements of the Security Assistance Program
including military assistance and foreign military sales as well as of
military assistance for the three Southeast Asian countries, which is
service-funded.

[ am confident we will be able to revamp some of our procedures
and thereby improve substantially the management of these increas-
ingly important Security Assistance Programs.

Assertions which have been made that these programs are out of
control are completely unfounded. I strongly oppose proposed legisla-
tion to shift the entire responsibility for security assistance to the
State Department and to phase out the grant and sales program in
the near future. We must continue our efforts to strengthen these
programs, not inhibit or cripple them.

Turning now to the highlights of this year's programs, I think it
is well that we all have a common understanding of the entire program
of military and economic assistance. From an overall standpoint, the
Security Assistance Programr for fiscal year 1972 will total $5.2 billion.
Let me describe how this large effort breaks out. To begin with, $2.2
billion of the total of the $5.2 billion programed for security assistance
is funded under International Security Assistance Legislation. This
money is programed as follows:
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Mainland Southeast Asia Economic programs now funded under the Billion
Foreign Assistance Act (FAA)

Economic contingency funds, public safety programs, U.N. Cyprus
Force, all now funded under the FAA

Military grant assistance now funded under FAA

Foreign military eredits now under authority of the Foreign Military
Sales Act, excluding Israel

Military credits for Israel

In addition, military assistance that is service-funded is programed
as follows:

Billions

The following programs related to security assistance account for the
balance:

Excess military equipment (legal value) and ship loan
Public Law 480

Grand total

This year, in support of military assistance, we are requesting $731.5
million (TOA). Our aggregatoﬂl‘rogram ceiling for Foreign Military
Credit Sales will total $582 million. After applying recoupments and

reimbursements and private financing, the new o ligation authority
for fiscal year 1972 will total $705 million for military assistance and
$510 million for the military credit sales (Total NOA $1.215 B).

By comparison, last year we requested a total of $690 million in new
funds for military assistance and $272.5 million for credit sales. Orig-
inally, we requested $350 million for military assistance funds. As
you Know, a supplemental request was made for $340 million, including
restoration of $67 million; $85 million more for Cambodia; $150
million for modernization of ROK forces: $30 million for Jordan, $5
million for Lebanon and three additional million for Indonesia. We
also requested $500 million to finance military eredit sales to Israel for
the fiscal year 1971 period, authorized under section 501 of the Military
Procurment Act.

I am hopeful that this year we will be able to avoid a supplemental
request and that the total new obligational authority I cited earlier
($1.215 B) for our fiscal year 1972 program will be sufficient. Of course,
I cannot rule out presidential determinations that may develoY in the
coming months that may require additional authority in either the
military assistance or miﬁtury credit sales.

In any event, I want you to know that I have completely satisfied
myself that our requests this year represent the best possible use of
available resources. They will go far to develop and promote specific
country military assistance and sales objectives and—of even greater
import—they will facilitate the fuller implementation of the Nixon
doctrine and the Strategy of Realistic Deterrence. Now, Admiral
Moorer and General Warren will be able to address, in detail, specific
aspects of the individual country programs as well as the nonregional
elements of the proposed program. I do want to emphasize certain as-
pects of this year’s program for particular recipient countries. As in the
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past, the major portion of our program is for only a handful of
countries.

In the military assistance program, 89 percent of the total obliga-
tional authority requested 1s dosig:mlml for the following seven
countries:

5 1ty oy S R
Indonesia______.

These countries are examples of the Nixon Doectrine and the
Strategy of Realistic Deterrence in action. They have the will and
desire to be more self-reliant. They have the manpower and the
prospect of political stability to utilize our resources.

ith respect to foreign military credit sales, I see an equally critical
need for authorization and appropriation of funds. As I indicated last
year, the provision of credit to certain, carefully selected developing
countries helps them make approved purchases without impeding
their overall growth. By so doing, it also eases the transition from
grant aid and thereby lightens the burden on the U.S. taxpayer of
maintaining an adequate total defense posture and keeping our
commitments.

In terms of foreign military credit sales, Israel with — of the
total fiscal year 1972 program. Latin America ($70 million), Greece
———, China ———, and Saudi Arabia ——— make up the remain-
ing countries whose combined participation in the program, together
with Israel, account for approximately 88 percent of the total obliga-
tional authorty requested.

I would emphasize the obvious; that is, the Foreign Military Sales
Act which authorized both cash and credit sales is not only an im-
portant instrument of U.S. policy, but it is now more important than
ever before. As I have stated, properly and effectively used, it serves
a unique pur&msn by relieving some of the pressure on the limited
funds available for grant military assistance. It is my hope that it
will eventually completely replace such funds, even if offers of con-
cessionary terms of credit are necessary to replace grant aid.

We have not wavered in our careful control of all foreign military
sales transactions, whether or not they are cash or credit. Nor do we
intend to promote, through this or any program, regional arms races
which threaten peace and stability. Our goal 1s related to the promotion
of the President’s Strategy for Peace. The $510 million (NOA) we are
requesting for military credit sales should be viewed as an investment
in that strategy.

This request for obligational authority for foreign military credit
sales and the $705.0 million (NOA) for military assistance are fully
in consonance with the national interest. Perhaps the President him-
self has provided the most appropriate summary for my statement
today when he noted in his recent Foreign Policy Message:

Security assistance has been an important aspect of U.8. foreign policy for
nearly 25 years. Today it is more important than ever, for without it our effort
to share responsibilities more widely with our friends and allies eannot succeed.

This is a program for the 1970’s, building on partnership in the security sphere
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and responding to new conditions and the lessons of recent history. We look to
the day when our friends and allies are free from threats to their security and able
to concentrate their energies and resources—and our assistance—on the con-
structive tasks of economic and social development.

Accordingly, Mr. Chairman, I hope that the words of the President,
my presentation and the answers to any questions you or the com-
mittee might have, will lead to your recommendation that our requests
be approved.

Mr. PassmaN. Thank you very much, Mr. Secretary.

[ assume General Warren and Admiral Moorer will be” available for
as many days as are necessary to get the answers and make & record?

Secretary Larp. I know of the great respect this committee has
for General Warren’s capabilities. I have even greater respect and ad-
miration for his capabilities and I am sure that he will be able to fulfill
the needs of this committee.

Mr. Passman. I certainly share your views. I think I have clearly
indicated that in the past. General Warren is very apt and usually he
has the answer; for that matter, he has good answers.

I will dispense with asking any questions myself at this time and I
will pick up later.

At this time I yield 5 minutes to Mr. Rooney.

CREDITS FOR ISRAEL

Mr. Rooney. Mr. Secretary, on page 11 of your prepared state-
ment you refer to the following:

In terms of foreign military credit sales, Israel with of the total fiscal
year 1972 program.

What is the amount in the current fiscal year?

Secretary LAmp. $500 million.

Mr. Rooney. This is a reduction from $500 million to
isn’t it?

Secretary Lairp. It is a reduction in the amount available this year,
but I think it should be understood, Mr. Chairman and members of
the committee, last year it was necessary for us to pick up the
credit from 1970 because there was no foreign military sales credit
available for fiscal 1970, so we picked up 2 years in fiscal 1971. For
= that we agreed to sell, back in 1968, it was necessary for us to
finance those to a large extent during the present fiscal year so that
the total overall program for Israel as of January, 1971, was a total of

million; $500 million of that was made available in fiscal year

]

1971.
What I am saying, Mr. Rooney, is that we did have to
Mr. Rooney. Have you reached the fact that the program has been
reduced from $500 million to———.
Secretary Larrp. We are comparing a 2-year program with a 1-year
program.
NIXON DOCTRINE SUMMARIZED

Mr. RoonEy. At page 10 of your statement you refer to those seven
countries as being examples of the Nixon Doctrine and the strategy
of realistic deterrence in action. For the record, what is the Nixon
Doctrine?

Secretary Lairp. The Nixon doctrine is based upon three very
important principles of President Nixon’s Strategy for Peace. First,
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on partnership; second, on strength; and third, on the willingness to
negotiate during the decade of the 1970’s.

Let me give you the three specific elements of the Nixon doctrine
for the record.

(The information follows:)

Tre NixoN DocTRINE

The United States will keep all its treaty commitments.

We shall provide a shield if a nuclear power threatens the freedom of a nation
allied with us, or of a nation whose survival we consider vital to our security and
the security of the region as a whole.

In cases involving other types of aggression we shall furnish military and
economic assistance when requested and as appropriate. But we shall look to the
nation directly threatened to assume the primary responsibility of providing the
manpower for its defense.

Secretary Larrp., The partnership aspects of the Nixon doctrine
are borne out by this military assistance program—to develop within
the partnership framework the strength of these particular countries,
along with our other friends and allies. These particular countries
are in a position where they need military assistance to develop the
necessary capabilities and, in some of them, to meet obligations that
we share with them under various arrangements.

Now, Cambodia is an exception in as much as we do not have a
direct treaty commitment or a treaty obligation. Last year we pre-
sented a military assistance program to the Congress showing the appli-
cation of the Nixon Doetrine and designed toward developing strength
in that country—a military strength in that country—so that they
could defend themselves. Congress approved our recommendations
and Cambodia has developed a force strength of over 200,000 men
and women in their military force. They have come from some 40,000
to over 200,000. I think this is a good example of the Nixon Doctrine
at work.

This military manpower is provided at a very reasonable cost as far
as the United States is concerned, and I believe that it is better to
rely on their manpower than to be in a position where we would have
to rely upon American manpower in the future.

I could take each of these countries and show the application of the
Nixon Doctrine in terms of partnership and strength. Partnership and
strength are the most important parts of this, but the third pillar of
the Nixon Doctrine—a willingness to negotiate—is being applied in the
SALT talks; it is being applied as far as the four-power talks are
concerned; it is being applied as far as Paris is concerned. It is also
an example of our willingness to go forward and discuss mutual and
balanced force reductions with the Warsaw Pact countries. We are
negotiating in many areas and this is what I refer to as one of the
three pillars of the Nixon Doctrine.

STRATEGY OF REALISTIC DETERRENCE

Mr. RooxEy. What is the Strategy of Realistic Deterrence?

Secretary Lairp. Mr. Chairman and members of the committee,
during the time period of the 1950’s, the overall military strategy of
our country was sometimes referred to as massive retaliation. During
this particular time period we had a very marked strategic superiority
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over the Soviet Union. Our strategy at that time did give us a means
of preventing war, but it was based upon a great superiority which
this country had from the standpoint of nuclear weapons at that
particular time.

In the time period of the 1960’s, the so-called Kennedy-Johnson
era—the strategy of this country was referred to by many as a stragety
of flexible response. We were in a period of time when the Soviet
Union was certainly building up its military forces. It made vast im-
provements in the strategic ﬁeld, starting with their accelerated de-
ployments in 1965, but it was felt that we had an option during that
veriod of time, where we did have superior forces. But the Soviet

n.i(n;i \ﬁs reaching toward a point of parity, particularly in the stra-
tegic field.

e did have a degree of flexibility during that time period as far as
the use of conventional, tactical nuclear, and strategic weapons are
concerned. One could point to 1962, when the Cuban missile crisis
came up. Even during that period of time the United States had a
vastly superior force as far as its strategic weapons were concerned.
We had a 5 to 1 superiority as far as strategic weapons are concerned.
There was a great deal more flexibility as far as the use of conventional,
tactical, nuclear, and strategic weapons were concerned during that
period of time.

As we approach this period of the 1970’s, we have to maintain a
credible deterrent in all three areas because we have reached the point
where we have parity as far as the strategic weapons are concerned.
So in order for us to be credible in this area, we must maintain a
sufficient conventional deterrent, a tactical nuclear deterrent, and a
strategic nuclear deterrent. But in this period of the 1970’s there are
certain other realities that we must face up to.

We have a manpower reality, which exists not only in the United
States, but which also has implications in all of the free world. With
this manpower reality, we must face up to using manpower as far as
our conventional deterrent is concerned, in a very effective and
realistic manner. Sometimes this will mean that the manpower of our
allies, as we look at the total forces needed to maintain a conventional
deterrent, is taken into consideration when we look at the degree of
sufficiency or the degree of credibility that is necessary for us to main-
tain this conventional type deterrent.

Another reality we must fact up to is the fiscal reality. There can
be only so much of our resources devoted to national security plan-
ning and defense purposes. Defense spending was up to a point of
being 9.5 percent of our gross national product in fiscal 1968. We
must, it seems to me, to be realistic, limit the total amount of our
overall resources during the period of the seventies to not more than
7 percent of our gross national product for defense. So this strategy
of realistic deterrence does take into consideration the fiscal realitios
that we must face during the 1970’s.

It takes into consideration the strategic reality. These are all neces-
sary in order to maintain a credible deterrent, to prevent war, and to
maintain peace during this period of time.

In my Defense Report to the Congress, Mr. Rooney—I spent quite
a bit of time on that report and I would like to make a copy of that
report available to each member of this committee—I have an un-
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classified version of 191 pages. The classified version is about 261
pages. In that report I discuss these strategies and why the strategies
must (hnngv If you want to call it a strategy of credible deterrence—
I think “Realistic Deterrence” is better because it takes into account
the realities we must face during the 1970’s.

Mr. Passman. Without objection, the entire report will be inserted
in the record at this point so that not only our members, but members
in the full committee, may see it.

Mr. RoonEy. You mean the unclassified version?

Mr. Passman. The nonelassified.

Secretary Lairp. That is what I alluded to there, Mr. Rooney. I
would be glad to discuss it further.

(The report was submitted to the committee.)

Mr. Passman. Is it the desire of the gentleman from New York
to defer his other questions until we get into the regular second-round
around the table?

Mr. Roongy. Surely. The floor is yours now to do with as you
please.

Mr. Passman. Noj; it is not that way. We want to give a long 5
minutes, but we must go around the table and I knew it was the
gentleman’s desire to allow everyone to question.

I yield to the distinguished gentleman from Kansas.

Mr. Sariver. Thank you, Mr. Chairman.

Mr. Secretary, those of us who served with you on the Appropria-
tions Committee appreciate your leadership, especially in connection
with the important matter of the security of our nation. We are
glad to have you with us today. I want to congratulate you for your
concise presentation of what has become a very complex “problem.

Will the table on page 8 of your statement appear in the hearings,
or is it classified?

Secretary LAmp. On page 8, portions of that particular table are
classified.

FOOD FOR PEACE FUNDS FOR THE COMMON DEFENSE

Mr. SarivEr. In that same table you mentioned the $300,000 in
food for peace counterpart funds which will be used for military
equipment. This program has been on the books for years. Would
you explain how it works and what safeguards will be used to see that
it is not abused? I have read reports of some abuse of it recently.

Secretary Laimrp. Of course, this program is run by the State
Department, as far as the administration of the program is concerned.
It 1s a State Department-administered program and is not adminis-
tered by the Department of Defense.

Mr. SerIvER. It is mixed up in several departments. It is in the
appropriation for the Agriculture Department.

Secretary Lairp. The program is actually administered, though,
by the Do;mrtmenl of State. I would be glad, if I could, to put an
explanation in the record at this point. I can refer to the manner in
which some funds are used to purchase military equipment.

Mr. Sariver. That is what I have reference to.

Secretary Lairp. That does, of course, involve us.

Mr. Suriver. Put it in the record then.

(The information follows:)
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LEeGisLATIVE Basis aAnp ApMINISTRATIVE RESPONSIBILITY FOR GRANTS UNDER
Section 104(c), PusrLic Law 480

A. LEGISLATIVE BASIS FOR 104(¢) GRANTS

The full title of Public Law 480, commonly referred to as the Food for Peace
Act, is the Agricultural Trade Development and Assistance Act. First approved
by the Congress in 1954, the act has been amended and extended on several
occasions since, the most recent being the last Congress which extended the act
for an additional 3 years or until December 31, 1973. Under title I of the act, the
President is authorized to negotiate and carry out agreements with friendly
countries for the sales of U.S. agricultural commodities for dollars on eredit terms

r for local currencies. The act further requires, however, that steps be taken to
assure a progressive transition from sales for foreign currencies to sales for dollars
057com-ertib!c loan currencies, the transition to completed by December 31,
1971.

Commodities provided under title I sales agreements when resold to consumers
in recipient countries generate local currencies. The United States acquires title
to local currencies in connection with Public Law 480 sales agreements either as
payment for the commodities at time of delivery where the sale is for local cur-
rencies, or as a down payment at time of delivery in connection with credit sales.
Sales agreements include provisions covering the uses to which these local cur-
rencies may be put.

Even in the case of credit sales where title I local currencies arising from the
sale of commodities to consumers remain with the recipient government, the
agreements contain provisions as to how these currencies are to be utilized. The
uses of U.S.-owned local currencies authorized by law include ayment of U.S.
obligations abroad, for carrying out various programs of U.S. Government
agencies including market development, for the purchase of goods and services
for other friendly countries, for loans to U.S. business firms abroad, for loans or
grants back to recipient governments to finance economie development including
expanded food production, and under 104(c) of Public Law 480 as grants to sup-
port the recipient country’s defense budget. When Public Law 480 was first
enacted in 1954, 104(¢) read as follows:

“(c) to provide military equipment, materials, facilities, and services for
the c]ommon defense.” [Public Law 480, 83d Cong. (S. 2475), 68 Stat. 454,
1954

In 1964 the subsection was amended and now reads: “to procure equipment,
mstcrial-.;:, facilities, and services for the common defense including internal
security.”

Although the purpose of 104(c) is indicated to be “for the common defense’
there has been no expression by the Congress that the use of foreign currencies
under 104(c) must be conditioned on a joint or allied military program between
the United States and the recipient country of Public Law 480 sales. The Foreign
Assistance Act does, however, contain a section which requires that countries
receiving military assistance from the United States and with which the United
States has also negotiated a Public Law 480 sales agreement to agree to permit
the use for 104(c) purposes of foreign currencies aceruing under such Public Law
480 sales agreements. The obvious purpose of this provision is to assure that local
currencies are used for 104(c) purposes in preference to appropriated dollars.
There is no mandatory requirement that the foreign currencies involved be used
for such purposes, however. A more detailed discussion of the legislative basis for
grants under section 104(c) is found in attachment A.

B. UTILIZATION OF U.S.-OWNED LOCAL GURRENCIES GENERATED UNDER PUBLIC
LAW 480 SALES AGREEMENTS

Since the inception of Public Law 480 about 25 percent of the local currencies
accruing to the United States under Public Law 480 sales have been used to
pay U.S. obligations abroad and to support other U.S. programs authorized
by Public Law 480. These have contributed substantially to dollar savings and
improving the U.8. balance-of-payments situation.

The bulk of the remainder has been either loaned or given back to the recipient
countries, primarily to support economic development but in some instances
to support the recipient country’s defense budget as authorized by section 104(c)
of Public Law 480. In such cases these local currencies are used by the recipient

60-208 O—T71—pt. 1—2
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country for the payment of salaries of military personnel, the purchase of ma-
terials, facilities, and services and other local currency defense budget costs.
These currencies cannot be used to import arms which require foreign exchange.

The number of countries with which the United States has Public Law 480
agreements under which the local currencies generated have been used to support
military budgets is very limited. (See table attached.) In fact, since 1965 this
t.y]im of agreement has been largely confined to Korea and Vietnam. Of the $693
million equivalent in local currencies allocated for 104(c) grants during fiscal
years 1965-70, 96 percent was for Korea and Vietnam. In both these countries,
section 104(c) grants constitute only one subsidiary element of substantial
programs of U.S. assistance under the Foreign Assistance Act and Public Law
480. Given the sizable requirements for resources for the military and the resulting
heavy burden on government budgets, it has been agreed at high levels in both
the United States and the recipient country governments that the alloecation
of a portion of Public Law 480 local currencies for defense budget purposes
fills a high-priority need.

Since Public Law 480 was first enacted in 1954, less than 12 percent of the
local currencies under title I sales for local currency have been allocated for
military budget support. Nearly 60 percent has been allocated as loans or grants
back to the recipient countries for economic development. Virtually every aspect
of economic development has been helped by these funds in one country or another,
including agriculture, roads and other transportation, housing, education, electri-
fication, and community development.

Public Law 480 has been administered in accordance with the provisions of the
law as established by the Congress, and the activities undertaken have been
fully reported to the Congress. The President is required by law to submit to the
Congress an annual report on Public Law 480 operations, the latest being for
1969, These reports record the uses made of U.S.-owned local currencies including
104(e) purposes.

C. DEVELOPMENT OF PUBLIC LAW 480 SALES AGREEMENTS INCLUDING SECTION
104(¢) LOCAL CURRENCY USES

Public Law 480 programing begins with the development of the overall budget

for foreign assistance. Estimated Public Law 480 agricultural commodity require-
ments for the budget year, together with recommendations for terms of sales
and for allocation of recipient country payments in the case of sales for local
currency, are prepared in the field by country teams and submitted, as part of
the U.S. foreign assistance package, by ambassadors to Washington in the country
field submissions. Proposed country assistance programs, including Public Law
480, are then reviewed at a senior level in AID/W in consultation with other
agencies (OMB, State, USDA, DOD, Treasury, Commerce). The worldwide
Public Law 480 budget is then submitted to OMB as a part of the USDA budget.
At the request of OMB, estimates of country requirements for Public Law 480
agricultural commodities are also submitted by AID, with State concurrence
in connection with the overall AID submission for the President’s budget.

Within the framework of the Public Law 480 budget, thus established by OMB,
proposed Public Law 480 sales agreements are developed by U.S. country missions
on the basis of the host government’s request. These proposals include commodity
composition, payment terms, recommendations as to the allocation of local cur-
rency payments, among U.S. uses and various country uses including 104(c)
grants, where appropriate. In Washington these proposed programs are reviewed
and approved by the Public Law 480 Inter-Agency Staff Committee (ISC)
chaired by USDA. Other members of the ISC are OMB, State/AID, Treasury,
Commerce and DOD. The State/AID ISC representative presents to the ISC the
the coordinated State/AID position with respect to the proposed sales agreement.
In developing the State/AID position, full account is taken of Public Law 480 as a
development resource and the treatment of Public Law 480 as an essential part
of a U.S. assistance package is assured. For major assistance countries and for
other countries when foreign policy consideration makes it desirable, Public Law
480 programs are submitted to the White House for approval. After Washington
approval, and consultation by State as appropriate with other exporting countries,
the U.S. Embassy is authorized to conduct negotiations with the recipient
government.
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Public Law 480 ‘Rroposals may also be initiated by Agriculture, State/AID,
DOD, OMB or the White House in support of a particular objective. In such cases,
the Ambassador would be asked to explore the possibilities of a sales agreement
with the recipient country. The proposed agreement when ready, however, would
be processed through the ISC. Any special features in support of particular foreign
policy objectives such as the use of local currencies generated for 104(c) grant
purposes would be approved by the National Security Council thus assuring that
the Public Law 480 agreement and the use of local currencies generated thereby
were integrally related to the other assistance including military assistance which
the U.S. might be extending to the recipient country.

D. ADMINISTRATION AND MONITORING OF 104(¢) CURRENCY USES

As stipulated in local currencies sales agreements and/or subsequent commodity
procurement authorizations, recipient governments deposit local currencies in
payment for the commodity received in U.S. Treasury accounts. Any amounts
which the agreement provides shall be used for section 104(¢c) purposes are trans-
ferred to the USATD disbursing account where they are available for release to
the host country government For the purposes which have been agreed upon.
Generally, the Public Law 480 sales agreement does not specify in detail 104(c)
uses. These are set forth in a supplemental agreement developed under the direc-
tion of the U.S. military advisory group, where these exist in countries such as
Korea and Vietnam and the senior%JO representative in the U.S. Embassy in
countries where there is no military advisory group. These supplemental agree-
ments cover such matters as amounts and purposes of military budget support
grants (i.e. uniforms, salaries, military housing etc.), timing of releases, monitoring
and review responsibilities. USAID concludes the agreement with the recipient
country and releases local currencies in accordance with the provisions of the agree-
ment as recommended by the U.S. military assistance advisory group or the senior
DOD representative on the country team. USAIDs in conjunetion with the DOD
representative maintain records of deposits and releases of 104(¢) funds and make
quarterly status reports to AID/W. As provided in the agreements with the recip-
ient country governments, DOD representatives on the country team undertake
observation, review and monitoring of the recipient governments military budget
expenses and the 104(c) local currencies allocated for military budget support.

E. PROGRAM IMPACT OF BECTION 104(C) CURRENCIEB

It is important to place in proper perspective the impact of U.S. aid-generated
local currencies on the economy of the recipient country, and their leverage on the
allocation of internal resources. In Public Law 480 assistance, the real resource
transfers from the United States to the recipient country are the agricultural
commodities; Public Law 480 sales are developed and justified on the basis of
need for the commodities. The local currencies generated by the sale of commodi-
ties to individuals do not represent additional resources even though the United
States retains some control over the uses of these currencies. To include these
currencies in the assistance extended by the United States, as for example by
including 104(¢) currencies in the military or security assistance provided out of
dollar appropriation, would have the effect of counting Public Law 480 assistance
twice. The only real resource transfer is the Public Law 480 commodities
themselves.

Local currencies generated by Public Law 480 and AID commodity programs
are allocated for the support of the recipient country budget. These funds are, of
course, interchangeable with the revenues acquired by the recipient government.
Total funds available are allocated to public services, development, defense and
other purposes. Thus, the allocation of aid-generated currencies for aIEarticular
gurposc. e.g. Section 104(c) currencies for military budget support in Korea and

‘ietnam, is fundamentally an aftribution of the currencies to one of the purposes
which the government has already decided to finance. Nevertheless, the United
States is able to use the process of reaching agreement with these governments on
the aliribution of the aid-generated loeal currencies as a means of keeping informed,
and to some degree influencing the level and content, of the government budgets.
In both these countries the United States derives additional opportunity for
involvement in budgetary considerations from the allocation for budgetary
support of local currencies generated from Supporting Assistance Commodity
programs.
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U.S. TREATIES AND AGREEMENTS

Mr. Suriver. In one of the President’s quotes which you used on
page 1 of your statement the phrase, “nations whose security is
important to us” is mentioned. For the purposes of your planning, is
there an established list of these countries which could be made
available to the committee?

Secretary LAmrp. Yes, we could put in the record at this point
a list of the countries with which we have certain treaty commitments
and treaty obligations. It might be well for me to point out that the
obligations or the commitments are different depending upon the
provisions of the treaty. I have a short summary of the operative
provisions of defense agreements which shows whether they are
multilateral or bilateral agreements. I think it would be helpful for
us to put the whole list in along with the arrangements.

There are some countries that I would also like to add with which we
do not have a treaty obligation but we have attached importance to
them. One of them—and I alluded to that in my answer to a question
of Mr. Rooney—is Cambodia. The only type of agreement or the
only kinds of obligations which we have as far as Cambodia is
concerned are the Military Assistance and Economic Assistance
Agreements which we have made with that country.

So it might be well to list the countries where we have Mili-
tary Assistance Agreements as well as those where we have treaty
obligations.

Mr. Passman. Without objection, that information will be in-
serted in the record at this point.

(The information follows:)




LIST OF MULTILATERAL AND BILATERAL DEFE] :
AND/OR MILITARY ASSISTANCE AGREEME!

Bilateral Military Propos:
Defense Assistance | FY 72 MAP
ANZUS | Treaty Agreement® | Rf:('lp;l—_n-‘._ 5

X

Costa Rica

ark
nican Rep.

~uador
El Salvador
Ethiopia
France
Germany
Cixsuce
Guatemala
Haiti
Honduras
Iceland
India
Indonesia
Iran
Italy
Japan
Korea

|
|

o i | |t L | |

|

|

FET P P

(T) Training only.

» Covering sec. 505{a) of Foreign Assistance Act of 1561, as amended.




LIST OF MULTILATERAL AND B
AND/OR MILITARY ASS

Bilateral its | Proposea
Defense | Assistance |FY 72 MAP

)| SEATO | AN

Luxembourg

Mexico

&tl\.ﬂ_‘lfn; s

153

i

Peru

Philippines

Portugal

Trinidad & -r'Jl'i-:II,_:l'
Turkey i T]i
L. =
Uruguay
Venezue la
E{}\]dm 3

(T) Training only.
* Covering sec. 505(a) of Foreign Assistance Act of 1961, as amended,
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be considered as an attack against all the
Amerlcan States and, consequently, each one
of the sald Contracting Parties undertakes to
assist in meeting the attack in the exercise
of the inherent right of individual or collec-
tive self-defense recognized by Article 51 of
the Charter of the United Nations."

(u) In addition to the United States, Argentina, Bolivia,
Brazil, Chile, Colombia, Costa Rica, Cuba, Dominican Republic,
Ecuador, E1 Salvador, Guatemala, Haiti Honduras, Mexico,
Nicaragua, Panama, Paraguay, Peru, Uruguay and Venezuela are
Parties to the Treaty.

(u) anzus
(U) Articles IV and V of the ANZUS Treaty state:

"IV. Each Party recognizes that an armed
attack in the Pacific Area on any of the
Parties would be dangerous to its own peace
and safety and declares that it would act to
meet the common danger in accordance with its
constitutional processes . . . .

"V. For the purpose of Article IV, an armed
attack on any of the Parties is deemed to
include an armed attack on the metropolitan
territory of any of the Parties, or on the
iIsland territories under its jurisdietion in
the Pacific or on its armed forces, public
vessels or alrcralt in the Pacific."

(U] In addition to the United States, Australia and New Zealand
are parties j

(u) CHINA

(U) Article 5 of the Mutual Defense Treaty with Republic of
China states:

"Each Party recognizes that an armed attack

in the Vest Pacific Area dinected against the

territories of elther of the Parties would be

dangerous to its own peace and safety and

declares that it would act to meet the common

danger in accordance with its constitutional
_ processes," .

(u) Japran .
(u) Article V of the Trealy of Cooperation and Security
with Japan states:
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"Each Party recognizes that an armed attacl
ﬁbdtnvt eith party in the territories p"u
the administration of Japan would be dangerous
to its own peac nd safety and declare hat
it would 5 neet the mmon danger in
constitutional provisions

(U) Article 3 of the Mutual Defense Treaty with Republic
Korea stabes:

"Each Party recognizes that
the Pacific area on either
territories

trative control, or herecafte
of the Parties as lawfully
administrative control of ti
dangerous to its own p e a
declares that 1t would act to

danger in accordance with its (,011.,1!@_1../.

processes,"

(u). THE PHILIPPINES

{U) Artiecle 4 of the Mutual Defense Treaty with the Republic
‘01‘ the Philippines states:

"Each Party recognizes that an armed attack in

_the Pacific Area on elther of the Parties would
be dangerous to its own peace and safety and
declares that it would act to meet the cc r
danger in accordance wilth its constitutional

BC
processes,"
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Mr. RiecLe. Would that also include then the extent of that ob-
ligation? In other words, whatever that agreement calls for in terms of
what we have to do for them or they have to do for us; would it be
appropriate to add that to this list?

Secretary Lairp. Do you mean on Cambodia?

Mr. RieGLE. Yes. Any other exceptions you are going to list not
covered by treaties.

Secretary Larrp. We can do that on those not covered, and Cam-
bodia would be the primary one involved. I just didn’t want to have
a misunderstanding on whether there is or is not a treaty agreement.
It is Military Assistance and Economic Assistance Agreements that
are involved.

NEW INTERNATIONAL SECURITY ASSISTANCE LEGISLATION

Mr. Suriver. You mentioned a new proposal for an International
Security Assistance program. Will this include all of the items on
page 8 plus what is now known as Supporting Assistance?

Secretary Lairp. Yes, it will, and that legislation will be forth-
coming very shortly.

I have an arrangement with the chairman and members of the com-
mittee that I would testify today based upon the budget submission.
That new legislation is being transmitted, but I did not want to
delay my appearance based on its submission. It really doesn’t have
a great effect upon the testimony that I will be giving on these figures
and on this Military Assistance and Foreign Military Credit Sales
request.

Mr. Suriver. Based upon your knowledge of the workings of the
Appropriations Committee, do you foresee necessary changes in
Congressional committee jurisdiction in this area if this is enacted?

Secretary Lairp. I do not see any major changes on the basis of the
recommendations which will be submitted.

Mr. Sariver. Thank you, Mr. Secretary.

I will defer further questions.

Mr. Passman. Thank you very much, Mr. Shriver. I now yield
the constitutionally required 5 minutes to the gentleman from Mary-
land, Mr. Long.

AVOIDING ARMS RACES

Mr. LonG. Mr. Secretary, what are we doing to keep our military
assistance and military sales from sparking arms races? I noticed
that is one of your intents, but what do we actually do to keep this
from causing arms races and overthrowing constitutional governments?

Secretary Lairp. Well, Congressman Long, I think that the review
that we give to these programs to see that they are not sparking arms
races is very comprehensive. In the Middle East, where a large portion
of this money is involved, I personally review and approve every
request. We are trying to maintain a proper balance in that area
because we feel a proper balance is important from the standpoint
of maintaining some semblance of peace. This is a hard judgment to
make,

Mr. Loxg. It is awfully hard in the Middle East because the Com-
munists are putting weapons in there. I think we can say that
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they caused the arms race more than we did. But what are we doing
in Latin America where I don’t think that is true? I think what
we are doing is causing arms races by giving arms to both sides.

STATUTORY LIMITS ON U.S5. ARMS SALES TO LATIN AMERICA

Secretary Latrp. As far as the Latin American countries are con-
cerned, we are limiting our grant military assistance activities there
to training only.

We are limited, by law, to $75 million per year as far as grant
materiel and sales are concerned. This is total grants and sales not
including training. I think this is a great mistake.

I would like to point out to you why I think this is a mistake.
This has happened at a time when our defense industries are phasing
down and we have cut back materially in our production of defense
items—we have cut our procurement back about $5 billion. By this
June, Defense-related employment in industry will have fallen by
over a million in 3 years, and there are going to be further reductions.

This limitation that we have on sales has meant that Latin America
has turned more and more to the French and the British suppliers
and they are moving in there with ever-increasing efforts.

Mr. Long. Surely you don’t believe we should be selling arms and
giving assistance just to maintain employment in this country?

Secretary Laigp. I do not believe we should give up the market as
far as military sales are concerned in Central and Latin America by
a restriction of a $75 million ceiling when I can see that the market
is being taken over almost entirely from abroad.

Mr. %JONG. You haven’t mentioned the security aspects of it.

Secretary Larrp. You asked me about what we were doing. We
are limited to $75 million, so we are doing very little. The request
we have before you for 1972, includes $9.9 million for grant training
for Latin America. We are limited to $75 million as far as military
materiel grants and sales are concerned. I was merely relating that
limitation

Mr. Long. I am glad, myself, that we are limiting our assistance.
That is where we have to differ.

Secretary Latrp. Would you permit me to put in the changes
that have been made and the amount of sales that have been made
by these countries? They have gone over $760 million and as far as—
we have lost out on the F-5—on the Mirage, in destroyers, in ship
construction. I can go all the way down the line and show you what
is happening. We almost had some destroyers built up in Bath, Maine,
but the contract went to the British simply because we were not in
a position to compete because of the limitation we have in our
legislation.

Mr. LoNg. Aren’t we, to some extent, financing this by giving them
economic aid which they can, in one way or another, use or divert
to buy armament?

Secretary Lamrp. The amount of the economic aid is not great in
Latin America, as you know.

Mr. Lone. Through all faucets, isn’t it pretty substantial?

Secretary Larrp. I would not call it substantial. I do not believe
that we are financing sales of military equipment that the French
and the British——
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Mr. Lo~NG. To any extent at all?

Secretary Lairp. I couldn’t say to any extent.

Mr. LoNe. Let me shift to a different question, Mr. Secretary.
Secretary Lairp. Could I put the figures on sales in the record?

CONSEQUENCES OF LATIN AMERICAN ARMS PURCHASES IN EUROPE

Mr. RooNey. What would be the consequence of our loss of the
entire area in Latin America insofar as the purchase of our military
arms is concerned? What would be the consequence?

Secretary Lamrp. The consequences could be serious, I think.

Mr. Roongy. I would think so.

Secretary Lamep. I think, Mr. Chairman and members of this
committee, that the policy we are following could have grave conse-
quences. This is my personal view, looking at it as Secretary of De-
fense, and having met with my defense counterparts in France and
Great Britain, ———.

Mr. Lone. If T can come back to the question, I think it is up to
our State Department to start negotiating a much harder line with our
so-called allies; because it is a heck of a note if we are in competition
as merchants of death just to keep up employment and to keep France
and Britain out. I think we ought to reexamine some of our foreign
policy.

Secretary Lamrp. I'd like to examine, too, what the Soviets are
doing down in Latin America. I think it would be well to put in the
record at this point information on Soviet sales. You can say that it
should all be turned over to the Soviets. Following your line of reason-

ing, that is the way it would probably go, but I am not for turning it
over to the Soviets. I think the British and the French are serving a
purpose.

SOVIET MILITARY ASSISTANCE TO LATIN AMERICA

Mr. LonG. Those are your words, Mr. Secretary, and not mine.
I don’t want the record to show that I am in favor of turning any-
thing over to the Soviets, but T would like to know just exactly what
the Soviets are doing country by country. Do you have information
on that?

Secretary LAIRD. Yes.

Mr. Passman. Without objection, that will be inserted in the
record at this point.

(The information was submitted to the committee.)

Mr. Passman. I don’t see how any chairman of a subcommittee
could place a time limitation on a beautiful lady like we have on this
committee. I yield to Mrs. Reid.

Secretary Lairp. On some. of these questions it is very difficult to
get too many answers in in the 5 minutes. If T could just enlarge upon
the amount by country—I think it should be in your published
record—I will see that a copy is supplied for the record because I
think this is an important point that we are pursuing.

Mr. Lona. I would like to see it.

Mr. Passman. Supply what you can for the record and give each
of us a copy. At least the committee, a copy of the classified informa-
tion which can be here for the members to check.
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Secretary Larrp. I think it is easy to condemn the British and the
French, but I think it is better for them to have their contact there,
if the Latin American countries are going to buy this equipment, than
to turn over the whole sales area to the Soviet Union and the Eastern
European countries. I think that would be an even greater error,
Congressman Long.

I would like to show you how the Soviets are moving out around
the world in this sales program and in this military assistance pro-
gram. I do not believe that we want them to completely take over.

(Note: Additional information was supplied the committee.)

SOVIET WORLDWIDE MILITARY ASSISTANCE

Mr. Long. I would like to have this question answered as part of
this story. Is the Soviet military armed sales program as large as ours
is worldwide?

Secretary Lairp. No, it is not.

Mr. Long. I think that is a very important point that ought to
be made before we start getting hystori(‘.u]l about the question whether
they are going to take over the world markets. I think we are way
ahead of them. In a way I am sorry we are so far ahead of them be-
;:]ausc I think if anybody has sparked this thing to some extent, we

ave.

Mr. Passman. My apologies, Mr. Secretary and Dr. Long. We do
have rules that we are trying to abide by. The distinguished member
is one of the able members of this committee and he has consumed 10
minutes. It only points out how foolish it is to adopt such a rule where
you have 10 members on a subcommittee. That means 2 hours just
going around the table before you get into the real meat of the matter.

Secretary Latrp. I will be shorter in my answers.

Mr. Passman. Before we conelude, without being eritical, you may
rest assured a good record will be made. Each member of this com-
mittee is very independent. I am a dove at heart, but a hawk until
we get out of this trouble and I am supporting you all the way on
military sales. I know where the markets are going and I think we will
establish the record and let the record speak for 1tself.

As T stated earlier, it would take a smarter chairman than I am,
or a more brazen one, to try to place a time limitation on this beautiful
lady that we are privileged to have on this subcommittee. Therefore,
I yield to the gentlewoman all the time that she may use within the
5 minutes to interrogate.

Mr. Lona. All the rest of the afternoon?

Mr. Passman. Within the 5-minute limit.

Mrs. Rei. I think you have never had any difficulty.

Mr. Secretary, I want to join with the other members of the com-
mittee in welcoming you and personally congratulating you on the
job you have done.

EFFECT OF U.S. WITHDRAWAL ON VIETNAMESE ECONOMY

In regard to the Vietnamization program. Our military assistance
Erogram obviously plays an increasing role as our ground forces are
rought home. I realize this is carried in the defense budget, but there
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will be an effect on the economic assistance program here also. Would
you comment on this?

Secretary L.Airp. Yes, there is an increasing effect upon the economic
assistance program as we withdraw American military manpower
from that area. American military manpower in such a massive de-
ployment as was built up from 1965 to 1968 has had a considerable
mmpact on the economy. For that reason, economic assistance_to
Vietnam will be even more important in fiscal year 1972-73 and as we
go through these final stages of the Vietnamization program. As you
know, the military budget this year has a total funding for South
Vietnam, in the overall service funded assistance programs, of about
$1.8 billion. In the military assistance service-funded request, it is
up this year. The economic assistance request shows an increase this
year. That increase is based upon the reduction of American forces.

Mrs. Remn. Which are continuing?

Secretary Lairp. Which are continuing, and will continue through-
out fiscal year 1971, as well as 1972.

EAST ASIA MILITARY MANPOWER

Mrs. Rem. In regard to the concept called the total force, in which
reserve forces and the capabilities of friends and allies are counted
along with active duty forces, what percentage of our total defense
strategy could we reasonably expect to come from our friends and
allies?

Secretary Lairp. In terms of manpower or in terms of dollars?
I think it might be well to put it in terms of manpower. Taking
Asia at the present time, by the end of this fiscal year, we will have
withdrawn over 325,000 men, U.S. military personnel from that
area since I have been Secretary of Defense. That includes our with-
drawals from the Philippines, from Korea, from Japan and Okinawa,
and from Thailand as well as the withdrawals from South Vietnam.

The overall military manpower has been increased at the same time
we have withdrawn our men. We have a larger military manpower
pool with our friends and allies than we had prior to the time we
started our withdrawal. So I think, if I could put it in the record at
this point in terms of manpower, I think it would give a clearer
picture, Some of those countries are making a larger contribution
in manpower than they are actually in material resources, because
they don’t have the resources but they have the manpower.

(The information follows:)

East Asia Minitary MANPOWER

The number and quality of the forces of other friendly countries in East Asia,
are important factors in our force posture in that area of the world. For example,
we are modernizing the Korean forces while reducing our authorized forece level
by 20,000; we have provided military assistance to the Cambodian Government
as it has increased fo forces from some 40,000 to over 200,000 in order to defend
its freedom; and there are now over 1 million men in the Republic of Vietnam
Armed Forces which include Army, Navy, Air Force, and Marine Corps, as well
as Regional and Popular Forces. In general, President Nixon said in his foreign
policy report: “A decade ago our East Asian allies had about 1 million men
under arms. Today, that figure has more than doubled, and the quality of equip-
ment and training has significantly improved.”
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Secretary Laigp. I could do that for NATO too, if you wish.
Mrs. REm. I think it would be very good to have that for the record
(The information follows:)

NATO NATIONS—RESOURCES AND MANPOWER

Total
defense
expenditures Defense Size of  Armed forces
(millions of  expenditures armed forces as percent
U.s. doliars& as percent Population militar of total
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! GNP is based on the "“factor cost" concept which differs from the **market value" concept normally used to calculate
U.S. GNP. The factor cost approach attempts to net out from GNP certain components of market cost which, strictly speak-
ing, have not added to the actual value of the goods or services, but which are nevertheless included in its selling price
(e.g., indirect business and/or manufacturing taxes), GNP is calculated on the factor cost basis in order to eliminate the
effects of differences in tax rates, which vary from country to country.

2 Not in NATO integrated military organization.

* Possesses no defense forces.

U.S. COSTS FOR SOUTHEAST ASIA

Mrs. Reip. Is there any way of determining the relative cost rela-
tionship between the amount we are called upon to spend to help our
various allies assume greater responsibility for defense under the
Nixon doctrine, and the amount we have been spending to maintain
our own forces and bases throughout the world?

Secretary Lairp. Yes, there is. We can relate that in Southeast
Asia. As you know, when I made my first appearance before this
committee, we had just closed out fiscal year 1969, In that year, our
Southeast Asia incremental costs, were $21.5 billion. In fiscal year
1970 we brought that down to $17.4 billion. This year—in fiscal year
1971—we have brought that cost down to about $12.0 million. In
fiscal year 1972 there will be further reductions. So we will have gone
from $21.5 billion down to almost half that level by June of this year.

We do have some increases in military assistance. We have military
assistance increases as far as Cambodia is concerned, but if you com-
pare the offsets as far as the dollars are concerned, the savings are
substantial.

[ have a little chart that shows those particular reductions in
incremental Southeast Asia costs and the levels of support for free
world forces in our military functions appropriations. I think those
kinds of comparisons would be helpful.

Mrs. Remn. Would you supply the chart for the record?

Secretary Lairp. Yes.

(The information follows:)
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ESTIMATED INCREMENTAL COSTS OF SOUTHEAST ASIA AND AMOUNTS FOR SUPPORT OF FREE WORLD FORCES
[Dollars in billions]

Fiscal year—

1969 1870 1971 1972

Incramantal costs. SEAL . ..p o iov shad Lo $2L5 $17.4 312.0 -
Amounts included in military fuoctions appropriations
for support of free world forces in Vietnam, Laos,

Thailand, and relatedeosts_....... ... _ 21 2.1 .3 —_
Free world force support costs as percent of tolal SEA

incremental eosts . cue 9.8 12,1 19.2 —

As shown in the table, the ineremental costs of Southeast Asia are projected to
drop from $21.5 billion in fiscal year 1969 to ——— billion in fiscal year 1972, a
reduction of ——— billion, or close to — in 3 years. Assuming outlays for
support of free world forces included in ineremental SEA costs can be equated with
programed amounts during the period, free world support eosts increase con-
sistently as a percent of total SEA ineremental costs, from less than 10 per cent in
fiscal year 1969 to close to ——— in fiscal year 1972,

Based on the above data, the reductions in ineremental Southeast Asia costs
since fiscal year 1969 have all been related to redueed support cost requirements for
U.S. Forees.

Mrs. Rem. Thank you, Mr. Secretary. Thank you, Mr. Chairman.

Mr. Passman. Thank you very much, Mrs. Reid. We will now yield
to the distinguished member, Mr. Roybal.

Mr. RoysaL, Thank you, Mr. Chairman.

RESTRICTIONS OF SALE OF SOPHISTICATED MILITARY EQUIPMENT TO
LATIN AMERICA

Mr. Secretary, I would like to follow the questioning along the lines
of Congressman Long, and that is with regard to Latin America, and
your philosophy with regard to supplying sophisticated military
equipment to those countries,

In visifing these countries we find, of course, that economically they

are very poor. It seems to me quite a pity that such large amounts of
money are spent for military equipment when the only thing they can
possibly do is fight one another. What is the Nixor administration’s
policy ‘with regard to supplying planes and other sophisticated
military equipment to countries like Argentina and Chile?
Secretary Latrp. We follow the policy as set forth by the restric-
tive language that has been established by the Congress. It takes a
presidential determination, as you know, before sophigticated aircraft
can be sold utilizing U.S. Government ecredit.

Mr. Lona. Are you referring to the historic Long-Conte
amendment?

Mr. Passaan. Conte-Long-Passman amendment.

Mr. Loxa. Once you make a success of something, everybody wants
to be in on it.

BRITISH AND FRENCH ARMS SALES IN LATIN AMERICA
Secretary Lairp. But these restrictions are placed upon the sales,
and I can assure you that as Secretary of Defense 1 respect the man-
dates of the Congress and live with them and follow them. I was

60-208—T1—pt. 1——3
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merely pointing out, in answering Congressman Long’s question, that
since 1969 France was at that time averaging about ———, and the
restrictive language that has been placed in the bill by the Congress
has now provide d France last year with ———— worth ‘of sales.

Mr. Roysan. To what countries, Mr. Secretary, has this equipment
gone? 3

Secretary Latep. They sold ——— Mirages to Argentina at a
cost of ———. They sold — Mirages to Brazil at a cost of ———
These were the Mirage I11’s. They sold ——— Mirage 5’s to (,ulmulu a,
_— 'Fhl“\' sold — lunk.-a. and ——— armored cars to Ecuador
at ———. They sold —— tanks to Venezuela at —— They sold
mphl«lu :llml radar and communications equipment to Al(funlum at

, making a total of ———

At tlu- same time period that we are talking about, the British have

done the same thing. They have doubled their sales. They have sold
- frigates to Brazil at a cost of ———

\I: Loxg. Can I get a list of this, Mr. bewemrv

Secretary LAIRD. Yes. Should I give some of these to you now?

Mr. RoyBaL. If that can be submitted for the record.

Mr. Passman. If it is not classified, submit it for the record.

Secretary Latrp. It is classified. I will try to get as much of it
declassified as we can.

Mr. Passman. Would the gentleman yield?

Mzr. Rovear. I yield,

Mr. Passman. Could you give us the aggregate for the record. Then
we will have the classified information in the safe, where all Members
can see 1t.

REASONS FOR CLASSIFYING SALES DATA

Mr. Loxa. I am wondering why it is classified?

Mr. Passman. The Secretary of Defense makes that decision.

Mr. Lu.\:G. These are sales by a foreign country to another foreign
country. 1 don’t see why they are classified?

Secretary Latgp. It is because of the source by which we got this
information that it is classified. I think we could round off, the prices
and give you figures that would serve your purpose.

Mr. Loxa. If you give us the figures we might explore this with
you later.

Mr, Passman. If the gentleman will yield further, if you will give
us the agoregate cost, then give us the countries, the items and the
amount as a classified item, we will put them under lock and key, and
each Member ¢an come in and have a complete look at the record. Is
that acceptable?

(The information was supplied to the committee.)

Mr. Lonag. Yes, and I would also like to explore later to what extent
some of these items could be declassified.

Mr. Passman. That will be up to you and the individual as far as
I am concerned. When they submit it classified or secret I am going
to respect it. If you request that it be declassified, they will make the
decision.

STATUTORY RESTRICTIONS AIDED BRITISH AND FRENCH SALES

Secretary Lairp. The point I want to make is that the U.S. foreign
military sales orders in fiscal year 1969 were about $1.7 billion, Even
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with increases in prices, these restrictions in fiscal year 1970 reduced
foreign military sales by about $700 million.

The point that I think we should consider is that this restrictive
language is not really accomplishing the purpose that I believe many
of the supporters had in mind when they placed it in the legislation.

Mr, Lona. If the gentleman will yield for a moment.

Mr, RoysaL. If I can have one additional minute?

Mr, Passuman. I yield to the gentleman the time required to offset
the time I consumed.

Mr. Lona. I don’t think we ever supposed that this was going to
stop completely any arms race. We merely felt that so far as the
United States was concerned, our conscience would be clear, insofar
as sparking arms races and that our economic aid would not be
diverted to enable countries, contrary to our intention, to be using
that money either directly or indirectly to buy a lot of weapons, and
create all kinds of military situations that I think are undesirable
from their point of view, or from the point of view of the rest of the
world. But 1 don’t think we ever believed that we were going to
achieve world peace by those amendments.

Secretary Larep. As you know, we do maintain a very low profile,
and we follow the mandate of this Congress.

Mr. Lona. 1 want to compliment you for doing that.

Secretary Lairp. As far as sales policy is concerned, we are main-
taining a low profile, and we are following the preamble of the military
and economic assistance act, but I thought it was important for the
committee to have this kind of information, and that is why I make it
available.

LATIN AMERICAN NEED FOR ARMS QUESTIONED

Mr. Roysarn. A few years ago I attended a conference in Uruguay,
and met with many of the Latin American leaders, whose purpose for
meeting with us was to talk about military assistance. After a couple
of hours of conference, it was finally determined by those of us who
went to Uruguay from Washington that they made one important
point. That is that this military equipment was needed, not because
they had any border problems, or because they were going to fight any
particular nation, but because once a year they had a parade, and they
displayed their military equipment. This man told me it was most
embarrassing to have to show only equipment that was obsolete and
used in World War I1. The Mirage, for example, is a fighter plane, is
it not?

Secretary Lairp., Yes, it is.

Mr. Roysar. I think you need a fighter plane when you are going
to fight. That plane would perhaps not be sophisticated in our par-
ticular terms, but it is sophisticated equipment to them. After hearing
this kind of a statement from the man who is leading the delegation,
in justification for military assistance, I came to the conclusion that
they not only did not need this kind of military assistance, but that
they were using some of our aid money to buy some of these planes.
If not buying them from us they were buying them from France, and
as long as we continued to give them aid on one side, they are going to
use some of their own money to buy military equipment.

I think this committee must examine very closely the continuation
of that particular policy, for I do not believe that we should give them
¢ amount of dollars in aid so that they can spend the same amount
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for planes, as one particular country did just a couple of years ago.
I realize that that doesn’t require an answer, Mr. Secretary, but I am
glad vou gave me the opportunity to put that in the record.

Mr. Passman. Thank vou, Mr, Roybal.

Secretary Lamp. T think it is important for us to bear in mind that
a very different situation does exist in Latin America. The military
is the only cohesive group in many of the countries in Latin America,
and they are very important.

Mr. Roysan. In Argentina and Chile, for example, the military
changes. First one group takes over and then another. Now which
side are we going to be on? We can’t possibly be on both sides, or can
we? I know we have been in Cuba and in other countries, but it
seems to me to be a bad situation, when we have to put our money in
on whatever side decides to take over a particular country,

U.8. REDUCING, SOVIETS EXPANDING MILITARY ADVISORY ACTIVITIES

Seeretary Lamp. I think you have to look at what the Soviet Union
is doing in the world today. They did not react as some people thought
they would to our withdrawing and cutting down on our military
assistance groups. In 1968 we had about 7,500—give or take a few
hundred—military officers assigned to our military missions. We have
reduced that down to 3,680, In 1968 the Soviet Union had about 4,000.
They have gone up now to over 9,000, so in the period of time while
we are reducing our military assistance groups throughout the world
from over 7,000 down to less than 4,000, they have gone from 4,000
up to 9,000. I think that that is rather significant. They must attach
a great deal of importance to this kind of contact in the various
countries where they are maintaining these missions.

Mr. Passman. Thank you, Mr. Roybal, I have to move with great
caution in the position 1 have as chairman of this committee. I have
served in the l'lul_l.‘:(‘- with three Presidents, namely John F. Kennedy,
Lyndon Baines Johnson, and Richard M. Nixon. I read in the press
a few months ago where a member of this committee aspired to the
nomination in 1976, Members of the committee, a future President,
Don Riegle of Michigan.,

Mr. Lamgp. Mr. Chairman, I didn’t realize that that was 1976
he was talking about.

Mr. PassmaN., We just moved the date up a moment ago.

Secretary Lairp. I think you rather downgraded him.

Mr. PassmaN. The gentleman from Michigan has the right to correct
my remarks in the record.

Mr. Riggre. That may turn out to be the year 2076. What he
didn’t say is that we are envisioning a Riegle-Passman ticket,

Mr, Passman. Now I will have to eorrect the record.

Secretary Latrp. I would say you have kept it very hot in here all
the time, Mr. Chairman, whether you are a candidate or not.

Mr. Rigcre. I just want to say as I begin my fifth year on this
subcommittee that I am pleased to serve with the chairman from
Louisiana, and it is a pleasure to have the Secretary of Defense here
today. I think he has been a good Secretary of Defense and I respect
the job that you have tried to do, since having this job, and I realize
it is a difficult one.
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I wanted to say at the outset, noting the other day in the press that
we had made the decision to take the remaining servicemen off the
DMZ in Korea, that that was a very encouraging thing to read. You
will probably recall that some 2 Years ago my fellow subcommittee
member, Garner Shriver, and I had come back from Korea and
questioned whether we should keep our men on that border nose-to-nose
with the North Koreans, and I recall your being very responsive
about it at the time. It was satisfying to read about that change. We
would both like to think that perhaps we participated in a very small
way in framing that question.

INCREMENTAL COSTS FOR VIETNAMESE CONFLICT

Mr. Secretary, with respect to the expenditure levels in Vietnam
that you cited when Mrs. Reid was cross-examining, what has been
our aggregate expenditure in Indochina since the administration took
office? I gather it is somewhere in the range of $30 to $40 billion to date,
if you totaled all categories. But what would be the up-to-date figure?

Seeretary Lairp. Would you like that figure to be total costs?

Mr. RiecLe. Primarily military.

Secretary Lairp. You see, there is a difference. We can give you
the incremental costs and the full costs. The incremental costs would
cover only the extra costs above peacetime strengths and operating
levels associated with our presence in Asia, whereas the full costs
would include all of the costs of our forces engaged plus their support.
This would include, for example, our carriers. We would assume that
the carriers would still be in our inventory after the war. The ships,
and the other baseline units would still be'in our inventory.

Mr. RiecLEe. Is a portion of their cost presently added to the Viet~
nam expenditures, to the extent that ships offshore are used, landing
craft and so forth, or are they not?

Secretary Larrp. Much of their costs are not included in the incre-
mental costs. They are included in the full cost figures. As you know,
the fiscal year with the highest incremental cost was more than half
gone just prior to my taking office. The incremental costs were $21.5
billion in fiscal year 1969. The full costs of the war at that time were
close to $29 hillion.

For example, when we take a Marine division out of Vietnam and
put it in Okinawa, it is still part of the defense budget. It is still part,
of our costs. Its entire operating costs would be counted as part of
the $29 billion full costs in fiscal year 1969. Only the extra costs above
the normal peacetime operating level would be counted as far as
incremental costs are concerned, because it is a part of our base line
force, and the peacetime operating costs of the Marine division would
be paid anyway.

For a carrier that is operating off the coast of Vietnam, the major
things that are in the incremental costs are the ammunition and the
expenses in steaming over peacetime operating rates. The other costs
are not included because the carrier is a part of our baseline force
structure. Am I making myself clear?

Mr. RiecrLe. Yes, yvou are. How far out does that, perimeter extend
which would still include, as the base costs, the costs that you would
normally associate in a general way with Indochina? Does that 2o
out 2 or 300 miles? What is the operating radius?
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Socretary Lamep. In the total costs, even the replacement carriers
coming on station would be involved.

Mr. RiegrLE. No matter where they go?

Secretary Latrp. They go all the way back to the States, you see.

Mr. RiggLe. Could you then supply for the record, both the in-
cremental and the total cost since the administration assumed office?

Secretary Larrp. Yes; we will do that.

Mr. RiegLE. Up to the present time.

(The information follows:)

SOUTHEAST ASIA OUTLAYS
[Dollars in billions]

Full costs Incremental
cost

D Tl Tl P L L . b
Fiscal year 1970...ou.eeeee-.--
Fiscal year 1971

21,
17.
1

Note: Based on the above data, and assuming fiscal year 1969 costs may be prorated, full SEA costs for the period
February 1969-June 1971 are estimated at $50,400,000,000; incremental SEA costs for the same period are estimated
2t $38,400,000,000,

DOWNWARD TREND IN SOUTHEAST ASIA EXPENDITURES

Mr. Rigcre. Can you tell me what the present rate of expenditure
is now on & monthly basis, the approximate rate in both categories?

Secretary Latrp. Yes. At the present time we are spending at the
annual rate of approximately $11 billion. We will bring that down in
the 1972 budget to a rate of ——.

Mr. Riegre. That is incremental?

Secretary LAirp. That is incremental. That is the additional costs
of our presence. The forces that are coming out of Vietnam now are
almost entirely part of our baseline force. So we still have much the
same expense associated with them, if we bring them back to the
United States, ——— or as part of our baseline force structure. That
cost continues, and so there is little saving. We have already returned,
as far as our Government is concerned, the so-called peace dividend.
We have reduced our costs substantially as we have applied our Viet-
namization program.

As you know, the fiscal 1972 Defense budget is at almost the same
outlay levels as the fiscal 1964 budget, in terms of constant fiscal 1972
dollars. We have already returned the peace dividend as far as the
country is concerned, the first time that that has ever been done at a
time when we are still engaged in a war.

APPRAISAL OF LAOTIAN OPERATION

Mr. RigcLE. Just one other question, in light of the time here. As
Members of the Congress we have gotten different kinds of appraisals
on the Laos situation, because a lot of people are talking about it and
it is difficult to know who is informed and who isn't but I am wondering
if you could give us a very brief assessment of how that opeation is
going, and where things stand today.

Secretary Latrp. I think I would like the chairman to brief you on
that, if it is agreeable.
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Mr. Passman. Yes, Admiral Moorer.

Admiral Moorer. Yes, sir, Mr. Chairman. I will be pleased to
repeat what the Secretary of Defense and I reported to the Senate
Armed Services Committee on the situation as it stands today.

This operation was conceived as being in three phases. In the first
phase, the South Vietnamese were to move into Laos; in the second

hase they were to disrupt the Ho Chi-Minh Trail, moving around

rom place to place, uncovering caches and disrupting the roads.
The third phase was to constitute the withdrawal of the South
Vietnamese back into South Vietnam.

As was expected, the enemy reacted very violently to this operation,
The loss of Cambodia to the North Vietnamese for use as a sanctuary,
and particularly loss of the use of the port of Sihanoukville last year,
has made it necessary for the North Vietnamese to bring all of their
supplies down from North Vietnam through the Ho Chi-Minh Trail.
Consequently, unless they can continue to use this avenue of logistics
supply, they are essentially out of business for conducting their
aggressions In the southern part of Indochina. This was the reason the
South Vietnamese wanted to conduct this operation and this was the
reason we expected the North Vietnamese to react strongly to the
operation. We were willing to accept this enemy reaction since the
South Vietnamese for the first time had developed to a point where
they had an independent capability to plan and execute an operation
of this complexity and go it alone without U.S. advisers or without
any U.S. ground assistance, Still we are, as you know, providing full
air assistance, both fixed wing and helicopter.

The operation has been marked by a series of very sharp clashes
throughout the area and, in general, from the overall view, the South
Vietnamese have exhibited outstanding fighting ability. The North
Vietnamese commanders have reacted with no regard whatever for
their own casualties. They have made mass assault after mass assault
throughout the area.

In contrast, the South Vietnamese have used a tactic which was
designed in advance, wherein they could take full advantage of this
air support. In the process of conducting this operation, when they
would make a contact, they generally would back away, and call in
air support. As a result of this tactic, we have had frequent situations
wherein they would pull back and then move furw:u':] again into the
area and find several hundred North Vietnamese easualties.

It is reckoned that as a result, the North Vietnamese have lost
approximately 13,000 men so far. We feel that this is a fair estimate
as such estimates go. However, there may be even greater losses than
this. We do know that there are many areas in Laos that were hit by
aircraft where the South Vietnamese did not enter. Consequently we
feel there are additional losses not reported by the South Vietnamese.

The North Vietnamese, reacting strongly to what was taking place,
also introduced a very large number of tanks. ;

~ . General Abrams himself estimates these tank losses to be
somewhere in the vicinity of 50. He thinks probably that the actual
loss figure may be in between say 80 and 90—but in any event we ean
conservatively say the enemy has lost one-third of his tanks as a
result of the Laos encounter.

As of today, the withdrawal phase of the campaign is essen tially
completed. There are now about 2,000 South Vietnamese left in Laos.
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These are the South Vietnamese Marines. Also a few other armored
forces on the Laotian border were fighting this morning in a limited
action with the North Vietnamese tanks. They destroyed two or
three of them.

There have been some suggestions in the newspapers that this
operation was a rout for the South Vietnamese, This was not the case,
Every South Vietnamese unit came out intact, with their command
and with their taetical integnity maintained. Some of the units
naturally were very hard hit, and these will need vefitting and re-
plenishing. On the other hand, General Abrams reports that out of the
33 maneuver battalions of the North Vietnamese, that only 17 are
currently effective as a result of these casualties I mentioned. They
are the ones that are operating generally in the eastern border of
Loos against the South Vietnamese forces.

I think on balanee, in light of the fact that the North Vietnamese
did have their supply lines disrupted, that they did lose a very large
number of people, that they did lose a large amount of supplies and
a large amount of their tank force, and trucks, we feel this is going to
have a significant impact on the future, and limit what the enemy
can do.

We knew, for instance, the North Vietnamese had fwo divisions
poised to come into Military Region 1, before this operation com-
menced. Now they probably won’t be able to have this posture. In
about 3 or 4 months we will have, I think, a better assessment of this
impact, but even now, on balance, we think it was a productive
operation.

Mr. Riecre. One clarification before yielding. Do I understand
then that the central part of this strategy was that the South Viet-
namese were essentially used as a decoy, to draw the North Viet-
namese, or whoever the enemy forces were, into place so that our air
power could come in and destroy them in large numbers?

Admiral Moorger. No, I wouldn’t agree with the use of that term,
because the South Vietnamese provided the ground forces. They
provided the ground sideof the air-ground team, which permitted this
type of operation.

[ should peint out to you that the majority of the North Viet-
namese were killed on the ground by the South Vietnamese soldiers,
so I am not suggesting that the majority of the enemy were killed by
air by any means.

Secretary Lamp. I'think that that point is impertant. Chairman
Moorer and I were in Vietnam in January, We met with President
Thieu. We met with the Joint General Staff of the Vietnamese mili-
tary forces. They presented this plan of operation along with the
plan of operation which they wanted to conduct in Cambodia. They
requested air support for their operation in Laos,

I spent a eonsiderable amount of time, and Admiral Moorer spent
a considerable amount of time, in going over the plans which they
had in their requests for air support. The primary objective of their
operation was to do what they could to disrupt the enemy supply
routes in the Ho Chi-Minh Trail area, and to prevent the enemy
from carrying on military attacks in Military Region 1.

They were concerned that that is where most of the fighting would
take place, during this dry season. It would take place in Military
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Region I, because of the shortness of logistics supply lines to Military
Region I. They felt that the North Vietnamese could carry on mili-
tary opertions in Military Regions III and IV later on during this
year, if they were able to resupply during this dry season. They
wanted to disrupt those supply lines for that reason, so that they
would not be able to replenish the Cambodian sanctuary areas, and
would not be able to replenish their troops in Military Regions 111
and IV.

As I was briefed on the operation by President Thieu and General
Binh, they anticipated it would go from 5 to 8 weeks. As it turns out
with this withdrawal phase, which will probably be completed within
the next 24 hours, I would think, they stayed a little over 6 weeks.
We had agreed to provide air support for Lam Son 719 through the
5th of April, but that was in the time frame that the job was to be
done.

I think in order to assess the operation and its effects, you have to
see what happens in Military Regions IIT and IV. They are always
going to have the capability of mounting attacks in Military Region
I because of the shortness of the logistics supply route. But now we
have to see what does happen, if they are able to refit and resupply
their troops down there, because they cannot supply them any longer
through Cambodia.

Mr. Passman. Thank you, Mr. Secretary. Thank you, Mr, Riegle
and Admiral Moorer.

Mr. Hathaway?

Mr. Haruaway. Thank you, Mr. Chairman.

LICENSES TO EXPORT MILITARY EQUIPMENT

Mr. Secretary, it is a pleasure to have you with us. T just wanted to
straighten out i my own mind some of the statements that you have
in your general statement. On page 6 you indicate in the fifth con-
sideration, the commercial sales of most. types of military equipment
must be individually licensed by ‘the Department of State, that is
not in econjunction with defense? Why doesn’t Defense do the licensing?

Secretary Lairp. We participate in that, but the actual licensing,
must be done by the Department of State. Under the terms of the law
that is the way in which we operate.

Mr. Haraaway. But with your cooperation?

Secretary Laimrp. Yes, we cooperate with them, but the actual
licensing is done by State.

NEW LEGISLATION FOR SECURITY ASSISTANCE

Mr. Haraaway. The bottom of page 6 going over to page 7, you
indicate that there is a review going on as to procedures and organiza-
tions for the planning and administration of a]ll elements of the military
assistance program. | just wonder when that review will be completed?

Secretary Liarep. The legislation which will be submitted-—I am not
sure of the exact date—will be submitted to the Congress within 10
days to 2 weeks, with a day or two on either side. But I didn’t want to
delay my appearance, because the chairman had gotten in touch with
me and with my office. We felt that this portion of the program is all
firm, there was no reason that this committee shouldn’t go forward
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with its hearings. It should not wait for that report and the legislation
to be delivered, but it will be delivered to you shortly.

AMOUNT OF NEW APPROPRIATIONS NEEDED

Mr. Haraaway. On page 8 I want to know if I have the figuring
correct. You say you want $1.2 billion of new obligational authority.
Is that the .7, .3, .3, the last three items in the top bracket, adding up
to ———. The total adds up to ——. That would add up to 1.3
really.

Secretary Liatrp. The top of page 9.

Mr. Haraaway, The 1.2, how does that fit into the total of 5.2?
Which items on that table totaling 5.2 makes up the 1.2?

Secretary Lairp. I can give that to you. It is right here, grant
military assistance of $705 million, and then the foreign military
credits—including the credits to Israel—of $510 million. Those are the
items.

Mr. Haraaway. That is what I thought. Thank you.

GRANT AID REPLACED BY SALES AT CONCESSIONARY TERMS

On page 11 you indicate it is your hope that it will eventually
completely replace such funds, “even if offers of concessionary terms
are necessary to replace grant aid.”” What concessionary terms do you
have in mind, soft currency?

Secretary Lairp. Extending the terms of payment.

Mr. Haraaway. Beyond the 10 years?

Secretary Lairp. Beyond the 10 years, perhaps going to 20 years.
This is an example of the types of changes.

Mr. Hataaway. You hadn’t considered soft currency payments or
anything like that?

Secretary Latrp. That has been considered, but I believe that we
would be more apt to go in the direction of longer term eredits. As you
know, in the case of Israel now, we are giving them a little different
credit terms than in regular foreign military sales.

Mr. Haraaway. What is that?

Secretary Liatkp. Under the terms of the Military Procurement'Act
that covered the 1971 authorization for the Department of Defense,
provisions were written into that bill in the rider that was adopted in
the Senate and approved by the House, which gave to the President,
and he has assigned it to me, the authority to give terms at least as
good as the Foreign Military Sales Act.

The interpretation of that has been that this places Israel in a
favorable position under the terms of that act.

AGENCY RESPONSIBLE FOR SECURITY ASSISTANCE

Mr. Hareaway. One more question on the statement. On page 7
you say you strongly oppose pfoposed legislation to shift the entire
responsibility for security assistance to the State Department and
phase out the grant and sales program in the near future.

Could you give me your reasons for that?

Secretary Latep. I have a good many reasons for that. At the
present time the State Department and the Department of Defense
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Secretary Lamp. Not to my knowledge. ———— These are Govern-
ment guaranteed credits that are going forward, but' I am sure the
British and the French would respond if you ask them the question
that I do, that they would rather be selling the Mirage there than to
see Mig-21's sold in the area, and the Russians are very anxious to sell
the Mig-21. That is the kind of response one receives, but they have
increased their sales tremendously. When you take the amount of
material that the French and the British are putting in there, it is a
substantial increase since we have had this limitation in our bill. It is
something that certainly has had an adverse effect upon our defense
industries.

DOWNWARD TREND IN U.S. ARMS SALES

Mr. Hararaway. Did you say the total allied sales are greater than
the total Communist sales or did you say the total U.S. sales, in answer
to Congressman Long’s question?

Secretary Lamp. 1 said the total U.S. military sales were greater
than the total Soviet military sales, but in that context we were not
limiting it to Latin America. We were talking worldwide.

Mr. Long. Would the gentleman yield on that?

Mr. Harraway. Certainly.

Mr. Loxag. Isn’t it true that we are a greater seller of military arms,
or giver, than all of the rest of the world put together?

Secretary Lairp. No, that is not true. It is important for everyone
on this committee to realize that British and French sales now equal
those of the United States. This has happened within the last 2 years.

Mr. Lone. Currently. Historically we are still No. 1, aren’t we?
We have sold more and given more than all other countries in the
world put together.

Secretary Liamrp. I would assume that is correct, but let me check
the figures.

Mr. Passman. Can you insert it in the record?

Secretary Larep. I will put it in the record. I assume that is prob-
ably correct.

(The information follows:)

Torar U.S. Miurrary AssisStance VersvS Oraer CounNTrRIES WORLDWIDE

It is true that since the initiation of U.S. military assistance in all forms,
including grant aid and cash and credit sales, the United States has sold or given
more to the free world than all other eountries combined have sold or given to
the free world.

The data available to us indicates that, for the period 1954-70, the total value
of military assistance provided by all countries, ineluding both Communist bloe
countries and those in the free world, to free world recipients totals approximately
$17.3 billion. That total includes both cash and credit sales as well as outright
grants.

During the period fiscal year 1950-70, the dollar value of military assistance
deliveries to all free world countries by the United States including both grant
and sales totaled approximately $40 billion.

Secretary Larmrp. The point I am making is that the shift has taken
place, and now the British and the French are equal to the United
States as far as military sales are concerned. As for the Soviet Union,
I have already put in their figures. They are now up considerably
and we have already put that in the record.
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Mr. Hatraway. We are going to have all those figures for the
record.

Mr. Passman. Would the gentlemen vield for some clarification?
I believe it may have been General Warren who testified to this
fact last year, that we recognize that all of these nations are de-
termined to have military equipment and they are determined to
procure it somewhere. Of course the United Kingdom, France and
the other Nations who manufacture and sell military equipment
recognize that there is a big profit involved for the manufacturer
and possibly a big tax for the government. And as we are backing
out, they are going in and taking the market. Is that what we were
told last vear?

General WarreN. Yes.

Secretary Larrp. There is no question about that.

Mr. Passman. Thank you very much. Mr. McEwen?

Mr. McEwen. Thank ‘you, Mr. Chairman.

Mr. Secretary, I particularly welcome at my first meeting as a
member of the Appropriations Committee seeing you here and Admiral
Moorer, General Warren, and these other gentlemen,

SOUTH VIETNAMESE MILITARY CAPABILITY

Mr. Secretary, one question I am prompted to ask by Admiral
Moorer’s report. on the operation in Laos, which I might say gives me
a somewhat different view than what I have been getting from my
TV tube at home and from the press. | have been gathering from the
news that possibly this was a military disaster second only to what
the TET offensive was. Looking down the road, hopefully not too
far, Mr. Secretary, if the program of Vietnamization proceeds with
success, more military assistance is given to the South Vietnamese
and more and more they assume the responsibility, do you foresee,
Mz. Secretary, any problem in restraining, if this should come about,
the South Vietnamese in what actions they might wish to take against
North Vietnam? I know we have been very cognizant of sanctuary
for a long time. I wonder if they share that feeling. We have said we
have no designs on the territory or the Government of North Vietnam.,
Do you foresee any problem in our relations with the South Vietnamese,
in possibly asking that they restrain their actions?

Secretary Lairp. No; I do not. In our Vietnamization program, as
I explained here last year, phase 1 of the Vietnamization program
involves the turnover of the ground combat responsibilities to the
forces of the South Vietnamese for the security of their own country.
Phase 2 consists of developing within South Vietnam, the air, naval,
logistics, artillery, and other support capabilities needed to maintain
effective independent security. Phase 2 runs concurrently with phase
1, but phase 2 takes a little longer because of the training that is
required. It is true that the South Vietnamese Air Force is being built
into a very substantial force. A year ago they had 23 squadrons.
Today they have 33. By fiscal 1974 they will have 50. A year ago they
had about 150 helicopters, Today they have over 350 helicopters.
They have one of the La]‘gc'si helicopter forces of any free world army
with the exception of the United States. They have 1,100,000 men in
their regular forces.
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As far as the South Vietnamese being able to maintain their own
security, protect their country against the threat of both the Vietcong
and the North Vietnamese, I have no question that the Vietnamization
program is giving them that capability—the Vietnamization program
and the guidance in that program were to give them the capability
of defending their own country—maintaining their own security
against both the Vietcong and the North Vietnamese threat. There 18
no question that they will be able to carry on operations whether it
be in Cambodia or in Laos, or they could carry them on in North
Vietnam. But they do not have the kind of capability that would allow
them to operate in the north as the United States operated in the
north prior to the so-called underst andings of 1968. 1 am trying to
answer the question as rapidly as I can in a short period, but I could
fill in on that a little, because I do think there are certain restrictions
that are built into the program. Perhaps Admiral Moorer would com-
ment on that. I think I have covered most of it.

Admiral Mooregr. Yes; vou covered it very well, Mr. Secretary.
The South Vietnamese Air Force is designed to provide a balance with
their ground forces, so they can carry out their task of defending their
own country.

Secretary Larmep. You see, there are some people who feel that you
should create the South Vietnamese force in the image of the U.S.
forces. I do not agree to that. First, the South Vietnamese forces, in
order to maintain their force structure, have to be able to operate
within the areas in which most of the forces come. They do not need
the same degree of mobility that the U.S. forces do. They should have
some forces that have that mobility, but every division, in the South
Vietnamese military forces does not need the same kind of mobility
that the U.S. forces have. They couldn’t afford to do that over a long
period of time. You couldn’t justify a regular, regional end force of
1,100,000 on that kind of a basis.

Mr. McEwex. And mounting an offensive directly against Hanoi
would require that mobility and a more sophisticated air cover than
they would be able to provide?

Secretary Lamp. They could conduct operations in North Vietnam,
but not the same type of air activity that we did until 1968. They
will not have the same kind of interdiction capability, with the kind
of Air Force that they will have, and that was not intended. They will
have an air defense capability. They will have close air support and
ground support vapubiﬁily. They will have, in several of their units,
the mobility that U.S. forces have, with the large helicopter force
they have. But when you ask whether they could conduct the same
kind of activities that have been carried forward in the past, I would
be misleading you if I told you the South Vietnamese should have
that kind of sophisticated equipment. I don’t believe they should have
it. I have not recommended that they have it at this time.

(Discussion off the record.)

U.8. MILITARY SALES COMPARED WITH OTHER COUNTRIES

Secretary Lairp. Mr. Chairman, General Warren just gave me a
figure. I said the figures were about the same for the United Kingdom
and France. I find that last year the United Kingdom, France, Germany,
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Italy, and Canada—if we add Germany, Italy, and Canada, you will
find that they have made about $2 billion worth of sales compared to
about $1.5 billion worth of sales for the United States.

Mr. Passman. Thank you, Mr. Secretary. We are going to try to
make a very good record on that later. I shall ask some questions when
it comes to my time. We now recognize Mr. Galifianakis. We have
extended a welcome to all of the other new members, but you were
busy, so we want to extend to you a personal welcome to the committee.

Mr. GaurFianakis. I wanted to add my welcome to the Secretary,
a former colleague, certainly to the admiral and the general too and to
say that the Secretary has, I think, a unique experience and capability
that I think is going to help us bridge a %nl. of the gaps that exist be-
tween the Legislative and the Administrative Branch. I think he has
got quite a challenge, and I think he can help us with our own
difficulties.

RECIPIENT COUNTRY RESALE OF U.S. ARMS

I have a question that relates to the sales of arms or parts of arms.
Do you sell to any country that in turn resells to other countries?

Secretary Larrp. Not without our permission. That is prohibited
under the law, and so we do not.

Mr. Gaurrianaxis. Have you granted permission?

Secretary Lairp. There have been some permissions granted over a
period of time, yes.

Mr. GavLrrianNakss. Is it permissible to have that for the record?

Secretary Lairp. Yes, we will be glad to give you that. Each time
that we do that, make an exception, we give a report to the Congress.

(The information was furnished to the committee:)

CONTINUING ACCOUNTABILITY FOR U.S. EQUIPMENT

Mr. Gaurrianaxis, Do you have any monitoring system or a
method of accumulating data on the utilization of that equipment, or
is it like any other purchase and sale agreement, where 1t is none of
our business as to what happens to it thereafter?

Secretary Latrp. The Congress requires under these programs that
we maintain accountability for the material and we have to report if
any of it is transferred. This is an important requirement that is in
the law.

Mr. Gaurrianakis. Do you have instances of disappointment
where special permission has been given or permission given in the
first instance for the sale and a disappointment or regret that the sale
was made?

Secretary Latgp. I think the answer to that would probably have
to be “Yes.” There have certainly been cases.

Mr. GaniFiaNakis. If we could have some examples for the record.

Secretary Liatrp. Our Military Assistance Advisory Groups have
done a good job in keeping track of this, and we have it pretty well
inventoried.

Since I have been in this position I can think of no instance where
there has been any abuse.
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MILITARY ASSISTANCE TO CAMBODIA

Mr. Ganrrianakis. On page 10 you list countries there. Cambodia
was not listed as a country receiving this type of assistance in the last
budget; was it?

Secretary Lamrp. Yes; it was added with a supplemental request
that was approved by the Congress in December, so it is listed in the
fiscal year 1971 program.

Mr. Ganrrranagis. Prior to that time it was not a listed thing?

Secretary Larrp, That is correct., It was a program which was
terminated back in about 1963.

Mr. GauirraNaxis. Is the prinecipal reason for now including
Cambodia presently pir-di:.uvd upon the safe withdrawal of our
troops from Indochina? Is that the basic reason now why it has
become significant?

Secretary Latrp. That is the basic reason I am interested in it. I
believe that the Cambodian military assistance program has a very
ereat impact, not only on insuring the progress of our Vietnamization
program, but ulm by having the Port of Sihanoukville—now Kompong
Som—closed to the North Vietnamese. Sihanoukville was supplying
about 80 percent of the supplies for the enemy in Fourth Corps, and
about 60 percent of the supplies in Third Corps for the enemy. This
is of significant importance to the protection of our forces in South
Vietnam,

However, I think another factor is that it is of importance to the
security of tlmt area, too, to have a country that wants to defend
itself against the same aggressor that is attacking the South Viet-
namese, They have over 200,000 men and women in their military
forces; they have built them up in a short period of less than a year.

I think if the training ean go forward with the existing strength,
they could make a nl‘-rlllll( ant security contribution to that area of the
world. We must realize that well over percent of that force
has had less than ——— of training. So this is a force that has been
developed rapidly there, but they are doing very well, much better
than 1 thought they would.

BERVICE FUNDED MILITARY ASSISTANCE TO SOUTH VIETNAM

Mr. Ganrianakis. Do you envision the addition of South Vietnam
on a list like this in the near future?

Seeretary Lamp. It is under the military assistance service-funded
program (MASF) now. I would recommend that it remain under the
service-funded program in 1972 and in 1973.

AUTHORITY FOR FISCAL YEAR 1970 MILITARY ASSISTANCE TO CAMBODIA

Mr. Gaurrianaxss. I was wondering what the considerations were,
because when I looked at the appropriations authorization, especially
as to Cambodia, I think it read something like "Amnu}umtmn\ may
be made in South Vietnam, in Laos, in Thailand,” but it made no
reference to Cambodia.

I got into a legislative frustration, because here, funds were being
expended for Cambodia and yet, I couldn’t find anything except by
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a real stretch of the law that any funds could be expended for Cam-
bodia and I am wondering if remedial legislation in the form that eame
in the supplemental corrected that situation?

Secretary Latrp. No; it did not. It was not necessary to correct that
situation because there is a provision in the law that provides for
Presidential Determination and notification of the Congress within 30
days and the first grant that was made to Cambodia in fiscal vear 1970
was made under the authority of the Presidential determination. The
first grants totaled $8.9 million in fiscal year 1970, Subsequent Presi-
dential Determinations, in fiscal year 1971, were for $40 million, $50
million, and $10 million. But the substantial grant of $185 million that
was finally made was made in the fiscal year 1971 supplemental appro-
priation. It consisted of $100 million to replace the fiscal year 1971
funds used in Cambodia under Presidential Determinations, and $85
million for additional military assistance.

Mr. Gavirianakis. But the Presidential authority to do that came
after—that was just last year, was it not?

Secretary Latgp. No, the Presidential authority has always been
there in the law, That 1s still in the law—Presidential Determination
and Congress is notified within 30 days.

Mr. Passman. Military assistance, like economic aid, is approved on
an illustrative basis anyway and you have the right to transfer from
one nation to another, justify for one nation, blank it out and give it
all to the adjacent nation, if General Warren and Admiral Moorer and
the Department of Defense decide that it is in the best interests of our
national defense.

Secretary Latrp. Well, the country’s feelings are established in these
hearings.

Mr. Passman. But by special determination you can exceed the
amount and the program is on an illustrative basis.

Secretary Lairp. 1t is on an illustrative basis and we try to keep this
committee, as well as the other committees involved, informed of any
change, but we try to stay within those ceiling figures set forth in these
hearings.

Now, in fiscal year 1970 in order to get the $8.9 million in the Presi-
dential Determination, it was necessary to subtract from the country
ceilings we had given this committee. Then we notified this committee
and the Congress of the changes that were made within those ceilings
in order to get the $8.9 million, which was the first military assistance
that was made available as we brought Cambodia once again into the
military assistance program.

COUNTINUING MILITARY ASSISTANCE IN SOUTHEAST ASIA

Mr, Gavrrianaxis. When do you envision the disengagement of our
involvement in Indochina? What is your best estimate?

Secretary LAirp. As far as military assistance is concerned?

Mr. Gaurrianakis. Yes.

Secretary Lairp. I don’t envision it for a long time. I believe we will
be going forward with a military assistance program in that area of
the world for some time to come,

Mr. Gaurrianakis. Do you have an estimate of the number of
American troops that would be involved in that type of assistance?

60-208—71—pt, 1——4
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Secretary Latrp. As far as troop presence is concerned, 1 envision a
diminishing role for American military forces in that area. We have
already, since I have been Secretary of Defense, issued orders to re-
duce the American military presence in East Asia by over 350,000 by
this June, and there will be some further reduction in the American
military presence,

[ thought your question was directed to whether military assistance
would go forward.

Mr., Garirianakis, I was interested in both. I was further con-
cerned about whether you envisioned that South Vietnam will end up
being the type of bulwark that Korea is, where we do have a continu-
ation of presence of American troops there.

Secretary Lamp. I would anticipate we would have a military
assistance mission in South Vietnam for some time to come. There is
one point I must make on this issue. The President has offered, as
one of the points in the Paris negotiations, eomplete and total with-
drawal of all U.S. forces from Vietnam. This is a matter for negotia-
tions—that particular point. I do not want to give the impression that
I am backing away from the negotiating point that the President has
made, because that is something that would be subject to negotiation
as far as mutual withdrawal of forces in that area is concerned. But I
would anticipate that we would have a military assistance advisory
group in South Vietnam. I would not anticipate that it would be as
large or maintained for as long a period as the military presence has
been maintained in Korea.

Mr, Gavrrianakis. Thank you very much.

Mr. Passman. Thank you very much.

Thank you, Mr. Secretary.

WITHDRAWAL OF U.S. FORCES FROM SOUTH VIETNAM

Mr. Secretary, as you know, this is a nonpartisan committee. We
operate somewhat like the Foreign Affairs Committee of the House;
we have with us a distinguished former member of that committee
and what we want to do is the right thing. We want to keep the record
straight and let it speak for itself.

It is my understanding that in January 1969 there were 542,000
U.S. troops in Vietnam. Is that correct?

Secretary Liamp. That is correct.

Mr. Passman. It is anticipated now that on May 1 there will only
be 284,000 in Vietnam?

Secretary Latep, That is correct.

Mr. Passman. A reduction of about 50 percent, and it is continuing
to decline?

Secretary Lamp. We will meet or beat that May 1 figure of 284,000.

Mr, Passman. That is a correct statement.

Secretary Latrp. That is correct.

Mr. Passman. The President has a very positive plan for with-
drawing combat troops and he feels that to make that plan known
possibly would upset the plan and it couldn’t be carried out?

Secretary Lairp. He feels it would be a mistake to lay the entire
plan on the table at this particular time, as long as there is any pos-
sibility of a negotiated settlement. The fastest way to stop and to
reduce American involvement in Vietnam is in the negotiating route.
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His October 7 proposal, a five-point proposal for peace, is still the
fastest way to end American involvement and to stop the shooting
and the killing in Vietnam.

The Vietnamization program does not take the place of negotiations.
It complements negotiations and, should negotiations fail, it gives us
a way to disengage Americans, to give the capabilitics to the South
Vietnamese to defend and maintain their own security.

Mr. Passman. In other words, putting it in my words—I don’t
know whether the committee concurs or not—it would be somewhat
like General Warren giving the enemy 24-hour notice as to what time
he was coming and where he would arrive and what he would have
with him. That is why the President’s withdrawal plans cannot be
completely publicized. Isn’t that just about the way we can under-
stand it, if we want to get away from politics and look at the record?

Secretary LAmep. That is correct, and the President, I think, has
gone very far in the comments that he has made. Each time he has
made one of these announcements—we have had six of them—we
have deliberated on those announcements and made the troop ceiling
well in advance of the date set by the President. The President has
stated on several occasions that he hopes to maintain this average
rate and perhaps increase it. The average rate, of course, has been
12,500 per month as far as the troop reductions are concerned, since
the first, Vietnamization announcement was made, and he is hopeful
and he has so stated. He has a plan. The plan has been submitted to
him; it has been approved by him and we are going to go forward in
accordance with that plan.

Mr. Passman. And you could put confidence in the plan based upon
the fact that in a little over 2 years the total number has been cut—
will be by May 1—by around 50 percent?

Secretary Lamp. The President will make another announcement,
probably in April, covering a seventh increment.

Mr. Passman. Let’s now get to the cost of it.

U.8. COSTS IN SOUTHEAST ASIA

Will you place in the record, Mr. Secretary, the total cost of our
presence in Indochina 1967 through 1971—that is 5 years—with the
estimate for fiscal year 19727

Secretary Lamrp. I will, sir.

Mr. Passuman. Include another column dealing entirely with our ex-
penses in South Vietnam 1967-71, economic and military, and what
you contemplate to be the expenditures in 1972.

(The information follows:)

SOUTHEAST ASIA OUTLAYS

[Dollars in billions]

Full costs Incremental costs
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Overall accounting records are not maintained on an area or country basis,
However, the data in the following table reflect estimated amounts included in
military functions appropriations for support of free world military forces in
South Vietnam, i.e., Military Assistance, Service-Funded. These data are included as
a portion of the overall Southeast Asia outlays.

Support of free world forces in South Vietnam—military assistance

Dollars

i

Fiseal Vear: hillions
FOGR L0 N gk oL LB el T o il TR e o .5
A0 e it 9
Oy e .9
)

2. (

Dollars

mn
millions
540.7
440, 5
348. 6

1 Gross sums,

Mr. Passman. The total cost of foreign aid and military assistance
in Vietnam has been cut about in half, has it not, in the past 2 or 3
years?

Secretary Latrp. Yes, Defense outlays for the war, including mili-
tary assistance, will have been cut by more than that, through fiscal
year 1972 but these figures in this table will point that out.

Mr, Passman. Thank you. I thought it would be better to reflect
the true facts in the record.

Now, I don’t want to appear too pro-foreign aid because I have
never been a foreign aid enthusiast, but I recognize that we are in
some trouble and I want to be a responsible member of Congress.
I would hate to think that this committee, somewhere along the way,
would not make reductions in the budget requests, so don’t leave
with your enthusiasm too high. But the committee will be responsible.

Secretary Latrp. You have always been responsible, Mr. Chairman.

MAP AND FMS FUNDS FOR FISCAL YEAR 1971 AND FISCAL YEAR 1972

Mr. Passman. If we look at the military assistance request total for
fiscal year 1971, it was $690 million, is that correct?

Secretary Liatrp. That was the total request for grant MAP NOA
last year,

Mr. Passman, For fiscal year 1971 it was $690 million?

Secretary Lamrp. That is correct.

Mr. Passman. The 1972 estimate is $705 million?

Secretary Laierp. That is correct.

Mr. Passman. Which is an increase of $15 million?

Secretary Lairp. That is correct.

Mr. Passman. Now, to take up foreign military sales, the appro-
priation for fiscal year 1971 was $700 million, and you are requesting
for fiscal year 1972, $510 million.
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Secretary Lamp. That is correct, Mr. Chairman, when you include
the $500 million appropriated separately for sales to Israel in fiscal
1971.

Mr. Passman. So as it applies to military sales, there is a reduction of
$190 million for fiscal 1972 below that of fiscal 19717

Secretary Lairp. That is correct.

OTHER U.S. ASSISTANCE OF A MILITARY NATURE

Mr. PassmaN. Mr. Secretary, it is my understanding that the fiscal
year 1972 budget estimates for these two programs do not include funds
for Laos, Thailand, and Vietnam, the NATO infrastructure, the sup-
port of free world forces in Vietnam and International Military Head-
quarters, is that correct?

Secretary Latep. NATO Infrastrueture and International Military
Headquarters are not military assistance.

Mr. Passman. But they are under the military?

Secretary LAtrp. That is right. They are not included, however, in
this request I am presenting to you today. The other items to which
you refer are included in the defense budget.

Mr. Passman. Place in the record the total.

Secretary Lamrp. T will.

(The information follows:)

Military assistance—Defense budget Jiscal year 197 2—programs

In millions
of dollars

pupport, of pthernations o uell - et 5 g B 0 et $2, 230. 8

Vietoam_: . ___ " _
Korea (in Vietnam)
Thailand_ _ __

International Military Headquarters
NATO infrastrueture
Total

MILITARY ASSISTANCE ESSENTIAL TO NIXON DOCTRINE

Mr. Passman: Mr. Secretary, is it not true that the majority of this
request is needed to implement the Nixon doctrine?

Secretary LAmrp. There is no question about that, Mr. Chairman,
and if we are going to make the Nixon doctrine work—if we are
going to reduce the American military presence in Asia, to encourage
the partnership strength that is the cornerstone of the Nixon Doctrine
and to go forward with our programs of negotiation—these funds are
needed and necessary,

Mr. Passman. Simply stated, the important part of the Nixon
Doctrine, is that we are willing to furnish the equipment to modernize
their countries’ military forces, but they are going to furnish the men
and do the fighting in the future. It’s just that simple, isn’t it?

Secretary Liairp. That is it.

Mr. Passman. Thank you. I think the American people will buy
it. I think that is what tlv)w_v have been pleading for for a long, long
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time. I am sure all people have been working toward that goal and
to realize that we are going to bring our boys home from around
the world gives me some encouragement.

U.8. TROOP WITHDRAWAL FROM ASIA

I had a meeting with President Park in Korea. I delivered your
message to the President and, of course, you immediately delivered
on that commitment which is supported by the Congress. It was
obvious that he realized President Nixon means business, that we
are going to modernize their forces but we are going to start moving
our men out. So some of you must have made it very obvious to the
President and the military leaders that you were going to start
bringing the boys home. Is that still in effect?

Secretary Latrp. It is in effect and we will have reduced authorized
strength by 20,000 by the end of this fiscal year.

Mr. Passman. That makes sense and 1 believe the American people
support that.

Secretary Latrp. The greatest reduction made at any time in the
last 10 years.

Mr. Passman. As long as you travel in that direction, I can’t
quarrel with you.

Secretary Laird, would you place a list in the record showing the
number to be reduced and in what country reductions will be made?
If that information is classified, furnish the committee the information.
We are going to let you judge what is classified and what is not
classified.

Secretary Lairp. I think we can give you a figure on the reductions

by country that is not classified, generally up through the end of this
fiscal year.
(The information follows:)

IMPLEMENTATION OF THE NixoN DocTRINE IN Asia

In the past 2 years, plans have been announced to reduce the U.S. presence in
Asia by more than 300,000 personnel. This reduced presence is being replaced by
improved capabilities of nations in the area, both through their own efforts and
through U.S. assistance. The approximate personnel reductions, by country,
include:

260, 000
, 000

2, 000

5, 000

3, 000

SAVINGS RESULTING FROM U.S. TROOP WITHDRAWAL

Mr. Roysar. Will that also reflect savings, if there are any?

Secretary Lairp. Yes; the other chart I have just put in the record
does show savings, but they could be reflected here too if you like.

Mr. Passman. If you will, put it in the record.

(The information follows:)

BAVINGS ASSOCIATED WITH REDUCED U.S. PRESENCE IN ASIA

Through use, in part, of appropriate costing factors, it would be possible to
estimate annual savings from actions in Korea, Japan, and the Phillppines, taken
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together, as being on the order of $250 million annually. To some extent, however,
individual actions associated with reductions in Japan and the Philippines conld
be attributed to the declining U.8. involvement in Vietnam. Such savings, and
savings associated with reductions in South Vietnam and Thailand, would be
ineluded in the reductions in outlays for support of the war. Under such eircum-
stances, it is considered more meaningful to consider the overall results of the
policy direction. As indicated earlier, the incremental costs of the war will be
reduced from $21.5 billion in fiscal year 1969 to $12.0 billion in fiscal year 1971
a reduction of $9.5 billion in 2 years,

In the same 2-year period, overall U.S, military strength will be reduced from
3,459,000 on June 30, 1969, to 2,699,000 on June 30, 1971, a reduction of 760,000
personnel. DOD civilian strength is reduced by 172,000 during the same 2-vear
period. The savings associated with these reductions have been fully considered
in the development of the fiscal year 1972 program, which, of course, also reflects
the effects of inflation and other program changes.

L

MILITARY SALES CREDITS FOR ISRAEL

Mr. PassmaNn. Mr. Secretary, last vear we provided $500 million in
credit sales to Israel. In fiscal 1972, you are requesting an additional

for the same purpose.

Secretary Liarrp. That is correct. The program last year included
many items that we financed under authority which has been given
to me as Secretary of Defense. I can authorize sales on payment terms
within 120 days after delivery of the defense articles, so I was using
that statutory authority for a period of time when I had no other
authority to use.

Mr. Passman. Mr. Secretary, in the justifications it is mentioned
that an additional request for funds for credit sales to Israel might
be needed in fiscal year 1972. If certain situations still exist, such
would be the case.

Do you have any idea at this time whether additional funds will

be needed?

Secretary Liairp. T would prefer to cross that bridge if we get to
it. We are watching the situation in the Middle East very carefully.
As you know, the Soviet Union has put in about — worth of
equipment, into Egypt over the last 3 years. — They have, with
their own fliers there, ——— We are watching the situation carefully.
We do not want the balance to get out of line, but, I would not hesitate,
if the situation warrants, to come up and talk to you and talk to the
Members of the Congress should we find that additional authority is
needed.

Mr. Passman. Mr. Secretary, T think more can be accomplished
than justifying this program by stating the facts in simple terms as
they are, because many people read these hearings who are not mem-
bers of the Congress and in a great many instances the hearings deal
with technical material and it doesn’t impart the true meaning.

Now, with respect to military sales, I want to make this statement
in the form of a question: The record is abundantly clear that all
nations, large or small, rich or poor, are determined to have some type
of a military posture and if these nations do not have the capacity
to manufacture the military hardware that they desire, then they
are going somewhere on the world markets and purchase that equip-
ment, is that not a statement of fact?

Secretary Lairp. It certainly has been proven in the last few vears
that this has taken place.
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SUPPLY OF ARMS BY OTHER NATIONS

Mr. Passman. And we are not the only nation in the world who is
actually manufacturing and selling equipment to meet the needs of the
nations who demand to purchase this equipment?

Secretary Lamep. That is correct.

Mr. PassmanN. And many other nations—to name a few, United
Kingdom, France, and Russia, are becoming large suppliers to some of
the countries that formerly purchased equipment from the United
States.

Secretary Lairp. That is correct, and Canada, Italy, and Germany
also enter 1n this particular field.

Mr. Passman. And I guess they approach it on the basis that these
nations are going to buy military equipment and they feel that it is a
way to make a profit out of a manufactured commodity and to also
make it possible for them to pay taxes into their governments.

PROPORTION OF U.S. ARMS SALES DECLINING

Seeretary Lamrp. Mr. Chairman, this is the trend, and back when I
made my fal’tst appearance before this committee we were out ahead as
far as sales were concerned, over Germany, the United Kingdom,
Canada, France, and Italy. But if you take those countries this past
year, the United Kingdom and France alone sold $1.88 billion worth of
equipment, while the U.S. sales declined to $1.5 billion, worth of
equipment.

Mr. PassmaN. Compared to how much 10 years ago for the United
States and the same nations?

Secretary Lairp. 1 would be glad to put a comparison in the record.

(The information follows:)

ComparisoN oF Miuirary Exporrs—UNitep Strates, France, axp Usitep
Kingpom ror 1960-70

Although precise data for military exports by France and the United Kingdom
for 1960 are not available, the combined annual military exports of these two
countries during the late 1950"s and early 1960’s did not exeeed ——— per year
during the period. U.S. military exports for 1960 totaled approximately $300
million.

During fiscal year 1970 France and the United Kingdom made military sales in
the amounts of ——— respectively—for a total of ———. Total U.S. military
exports during fiscal year 1970 were $1.5 billion.

ARMS FOR SECURITY

Mr. Passman. I know you support the view of this committee and
certainly the humble individual who has the privilege of chairing this
committee, that we would like to see the day come when all nations
could afford to cease buying military hardware and get along with
other needed programs.

Secretary Lairp. That is correct.

Mr. Passman. But until that day comes when those nations and
our Nation can have reasonable security from the enemies from
without, then some type of military assistance sales program will
have to be continued to those nations.

Secretary Liatrp. It certainly will, and I think the best example
of that is right in the Middle East today.
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Mr. Passman. It is abundantly clear—at the expense of being
repetitious—we either sell to them or lose them as a customer. Not
only the military hardware they say that they need, but for other
commodities they are presently buying from us.

Secretary Latrp. There is no' guestion that it could have that
long-term effect,

FMS CREDIT APPROVALS AND TERMS

Mr. Passman. Under the military credit sales program, as I under-
stand it, these applications for credit are scrutinized by General
Warren and his staff with a fine-tooth comb, and that thesesales are
made only after General Warren’s office, with your approval and that
of Admiral Moorer, are convinced that these people can meet the
terms, It is at that point that you eonsummate the :auﬁfa, is that correct?

Secretary LAmrp. That is correct. As far as our role in this is con-
cerned, I believe it should be pointed out that State plays a very
major role in this, too, the Department of State.

We have very close cooperation with the Department of State.

Mr. Passman. The average terms of military credit sales is approxi-
mately 7 years?

Secretary Lairp. The average term is about 7 years, Mr. Chairman.
We have authority presently to go to 10, but the average is seven,
that is correct, !

Mr. Passman. I was going to say with the possible exception of
one country. Under the military credit sales program they pay the
prevailing interest rate on term sales?

Secretary Lairp. That is correct.

Mr. Passman. If the prevailing interest rate is 7 percent, then
that is what the nation buying the equipment pays, is that correct?

Secretary LAirp. That is correct. We nurnm‘ly charge interest aft
the cost of money to the Treasury.

Mr. Passman. So there is no concession made at any point, with the
exception of the one nation that we indicated, that you know of at
this time?

Secretary Larrp. That is correct, sir. I can think of no other
coneession,

Mr. Passman. We know of one exception. If there are any others,
put them in the record.

Secretary Liaigp. There are no others now but, Mr. Chairman, we
are testifying here today and in the legislation which is being sent you,
the authorization legislation, there will be some recommendations for
changes in that area. I can’t testify on that today but there will be
some changes recommended.

Mr. Passman We are dealing with the present.

Secretary Lairp. That is correct.

Mr. Passman. The questions I have asked and your responses
thereto have been in the affirmative?

Secretary Lairp. That is correct.

TRANSITION FROM GRANT AID TO SALES

Mr. Passyan. T wonder if the Secretary feels that as time goes on,
and the nations we have helped very substantially with grant and
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economic aid of different types create a healthy economy, that your
plan would be to shift from military grant aid over to military credit
sales?

Secretary Laierp. Yes.

Mr. Passmax. Do you have any plans for the immediate future that
would move them out of the military grant aid category into the
military credit sales category? )

Secretary Lamrp. That is the long-term goal that we have in mind,
Mzr. Chairman.

I do not believe that it can be achieved within the next 2 or 3 years,
however.

Mr. Passman. Of course, 2 or 3 years is not too long when we
realize this foreign aid program has cost over $200 billion if you include
the money we have given away.

This would be the plans for the future as far as you are concerned,
where their economy can justify it, to sell them the material rather
than give it to them?

Secretary Larmrp. To go to the credit sales program.

U.S, ECONOMIC AID ENABLES RECIPIENT NATIONS TO PURCHASE MILITARY
EQUIPMENT

Mr. Passman. Knowing the Secretary as I do, having had the great
privilege of serving with him in the House—and these other witnesses
I have dealt with for so many years, I want to make this observation:
I want to be factual and if I am wrong I want to be corrected.

All nations, large or small, rich or poor, earn dollars, or convertible
currencies, out of their own exports, do they not?

Secretary Latrp. That is correct.

Mr. Passman. And all of these nations, large or small, rich or poor,
are determined to have some type of a military regime. Would that
be a correct statement?

Secretary Lamp. That essentially is the case. I can’t think offhand
of any exceptions. Admiral Moorer, can you think of any exceptions
to that?

Admiral Moorer. As a matter of fact, I can’t. I know of none,
Mr. Chairman.

Mr. Passman. Thank you.

Now, it is perfectly obvious that many nations with which we have
an economic aid program, much of it a grant program, that these
grants allow them to use their earnings to pay for military equipment
does it not?

Secretary Lairp. That is correct. It could be so used.

Mr. Passman. I am willing to accept that, it could be used. You can’t
have it both ways. It is a sure thing if we are pouring grant aid into
these countries, that will release to them some of the dollars in con-
vertible currencies that they earn to pay for military equipment they
may procure. I want to be fair but I am not unmindful it wouldn’t
make a particle of difference whether you gave them military or
economic grant aid, it is one and the same thing. If you give them
money to pay for the commodities they need that releases what they
earn to pay for the military portion. 1 just want to keep the record
straight. IT it appears I am being too harsh about it, so indicate and
I will make the corrections.
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Secretary Latrp. Mr. Chairman, we are making and moving in the
direction of going from grant aid to eredit sales. I have several ex-
amples of movement in that direction. It might be helpful to put
those examples of that movement and that direction in the record at
this point,

(The information follows:)

TransirioN FroM GRANT Aip 70 SsLES

Example of countries that have transitioned from military grant aid to sales,
both ecash and credit, are:

[in millions of dollars]

Sales (combined
Grantaid cash and eredit)

o B o0 oM

Mr. Passman. Please do, Mr. Secretary, but I don’t want to repeat
myself. T have had the privilege of sitting on this side for some 19
years, 17 years as chiarman, and we do know that when you pick
up the checks for the commodities they need and would normally
spend their dollars for, that releases their dollars to buy military
equipment. We are dealing with some of the Latin American countries.
It is perfectly obvious they have made some rather expensive pur-
chases and the aggregate goes into the hundreds of millions of dollars.
I question whether they would have been able to purchase equip-
ment to the extent that they did, if it hadn’t been for a very sub-
stantial economic aid program from our country, including, of course,
the Inter-American Development Bank. As long as it is factual,
that is all we want.

U.S. BASIC RIGHTS TENURE IN OKINAWA

Mr. Secretary, even though it is currently planned to maintain our
base rights in Okinawa, upon reversion of the Islands to Japan, is
it not possible at some future date we could lose the right to maintain
bases there, as has happened in past years in many other countries?

Secretary LAIRD. TLuL 1s correct. We don’t anticipate that that
will happen, but it is always a contingency for which we must plan.

REPUBLIC OF CHINA IS IMPORTANT U.S. ALLY

Mr. Passman. As far as I am concerned, I am not any more pro
one friendly nation than I am pro any other friendly nation, but as I
ook at the Republic of China, it would appear that we have a tre-
mendous investment, some $5 billion invested in that country, and
there has been a lot of publicity in the papers about the Republic
of China perhaps being on its way out because more nations are
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now recognizing Communist China. In the light of reversion of
Okinawa to Japan, and the fact that we have lost several bases
around the world, I wonder if we still consider the Republic of China,
their friendship and their willingness to cooperate with us on almost
every score, as important now as in the past?

Secretary Larrp. It is very important. I think that we can count
on China. We have in this program just under ——— for grant
aid, and we are anticipating credit sales of ———— in fiscal year 1972.
I believe that these amounts are needed. I wish it were more, but this
is the best we could do within the program limits that we have.

Mr. Passman. But we do consider them a staunch ally, and their
importance to the security of our country and free world nations is
just as important now as 1t has been in the past.

Secretary Lairp. It is perhaps a little bit more important from the
standpoint of a defense planner, because of the changes that we are
making in East Asia to include Okinawa. I don’t want to underesti-
mate that. As far as China is concerned, there is every reason for me
to place a greater reliance on the need and necessity for our arrange-
ments with China.

Mr. Passman. We thought enough of the friendship of the Republic
of China and the real estate there to make an investment of some $5
billion to build them up, where they could support themselves eco-
nomically, is that correct?

Secretary Larrp. Let me just check the figure. I assume that that
1s approximately correct.

Mr. PassmaN. As far as you know, there is no present plan to pull
the rug from under the Republic of China?

Secretary Lairp. Not as far as the Department of Defense is con-
cerned, and as far as this Administration is concerned, there is not.

Mr. Passman. I ask these questions because we read so much in
the papers about this situation.

Secretary Lairp. 1 know as far as military assistance is concerned,
we have invested over $214 billion in China.

Mr. Passman. In military assistance alone. I believe that the
total should be in the record

Secretary Latrp. I have the military assistance figure, but I don’t
have the economic assistance figure.

Mr. PassmaN. Let’s use the total figure. It is in excess of $5 billion.

Mr. Suriver. Will you yield a moment?

Mr. Passman. I yield to the gentleman from Kansas.

Mr. Suriver. This is what has made it difficult for many of us to
understand why China didn’t contribute in the Vietnam operation
with people and military assistance to South Vietnam. We have put
in so much money, billions and billions of dollars, and there was no
one from that country down there as one of our allies.

Secretary Larrp. Decisions on troop contributing countries were
made by the previous Administration.

Mr. SerrveR. I understand it wasn’t in your time, but it makes it
pretty difficult for many of us to understand why we are continuing
to put in so much money for military and economic assistance for
Formosa.

Admiral Moorer. May I speak to that, sir.




59

Mr. Sariver. I understand that, but there are many things that
came up ——— but we are still putting in a lot of military assistance
and food for peace money into Nationalist China.

Mr. Passman. The facts are, as we would say in Louisiana, they
were champing at the bit to get into this.

Secretary Latep. That is correct.

Mr. Passman. In all probability the Republic of China —
that a statement of fact?

Mr. RiecLe. Can't they contribute money?

Mr. Passman. T happen to know ———, et me see if this is correct.
The amount of assistance we are giving to China today, economic and
military, is only about 5 to 6 percent of what we were giving at the
peak of the program, is that correct?

DOWNWARD TREND OF MAP TO REPUBLIC OF CHINA

Secretary Latrp. That is correct. We are down to —— in fiscal
year 1972,

Mr. Passman. Against some $200 million at one time in military
assistance per year, 1s that correct, so that would be — ercent,
and there is no economic aid program at all for the Republic of China,
is that correct?

Secretary Lamp. Let me supply the total figure, but fiseal year 1966
through fiscal year 1969, the deliveries ran between $55 and $115
million.

Mr. Passman, Per year?

Secretary Liairp. Per year.

Mr. Passman. Or $2.5 billion over the period of the program.

Secretary Lamep. That is correct.

Mr. PassmaN. So percentagewise, grant military aid today is

very, very small compared to the annual total that ‘we used to give
them.

Admiral Moorgr. That is correct.

Mr. Passman. Let’s be fair to our country as well as to the Republic
of China. The purpose of assisting was so they could build up an
economy and become self-supporting, is that correct, Mr., Secretary?

Secretary LArrp. That is correct.

Mr. Passman. Because of our aid they have built up a very strong
economy, and they have become self-supporting, and they have now
started some aid programs of their own, helping some of the nations
that we at one time helped, is that correct?

Secretary Latrp. That is correct, and they are pushing on their
foreign military sales purchases. They have gone to an estimated
— in 1971 and —— in 1972 is the estimate, so they are increas-
ing their military purchases substantially.

Mr. Passman. And if they are important to us, then the record
should indicate, and I believe they are spending a larger percentage
of their GNP for the military than we are in this country, aren't they?

Secretary Latep. As far as the gross national product is concerned.
that is correct. Those figures that I just gave you were cash and credit
sales as far as China is concerned.

Mr. PasswaN. And today they are one of our cash customers,
including military sales.
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Secretary Liatrp. That is correct.

My, Passman. And the —— that you have in your request this
vear for military assistance is basically for parts and maintenance,
1sn’t it, on equipment that we had previously either given them or sold
them?

Secretary Laterp. Yes, but that ——— is the grant aid, not for sales.
We estimate credit sales of about ——— for fiscal year 1972.

(Discussion ol the record.)

Mr. McEwen. Do we have figures on what percentage of the gross
national product is devoted to military?

Mr. Passman. 9.4 percent for the Republic of China. Let's put
that in the record for the various countries.

Secretary Latrp. In the justifications we have the percentage for
each country.

NEW INTERNATIONAL SECURITY ASSISTANCE LEGISLATION

Mr. Passman. Mr. Secretary, I believe the budget for fiscal 1972
has lumped military assistance, foreign military credit sales and sup-
porting assistance under one heading called “International Security
Assistance,” is that correct?

Secretary Liaigp. That is correct.

Mr. Passman, How many items other than the ones I have men-
tioned will be in this package?

Secretary Lairp. No others.

Mr. Passman. I know over in the military we have economic aid
that used to be carried in this bill and it is now in the military assist-
ance portion,

Secretary Larrp. There will be the police support.

Mr. Passman. That was in technical aid previously?

Secretary Laigp. That is correct, police support, and there is
probably one other.

Mr. Passman. Public safety?

Secretary Larrp. Public safety is what I meant by police support.
Then too, there will be a contingency fund, Mr. Chairman, which
probably will be in that area for $100 million, so that it will be those
two, the public safety, and the $100 million for contingency.

USE OF EXCESS MILITARY EQUIPMENT

Mr. Passman. Excess military equipment, is that military equip-
ment that is no longer usable for our own defense forces?

Secretary Latrp. That is correct.

Mr. PassmaN. And it is excess?

Secretary Lairp. It is not declared excess if it has any use in the
U.S. forces.

Mr. Passman. So when we say excess, we mean unusable by our
military forces.

Secretary Lamrp, That is correct.

Mr. Passman. As I understand it, excess military equipment can-
not to sold to civilians.

Secretary Lamp. That is correct if it is not demilitarized.

Mr. Passman. So there are two ways to dispose of excess military
equipment. One is to take the recipient nations receiving other types
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of aid, including military, and make available to them the excess
equipment, which serves the same purpose as new procurement. That
is one use we can make of it, is that correct? And denied that right,
it is then strictly sold as junk metal for perhaps one percent of its
original acquisition cost?

Secretary Lamn, That is the only other use we would have. We
can either sell or grant it to nations having validated military require-
ments or demilitarize the equipment and sell it as serap,

Mr. Passman. So you either make it available to the nations, or
junk it. Isn’t it also frue that much of the military excess equipment
that we allocate is already located in the recipient nations?

Secretary Larp. In the recipient nations or in the ares.

Mr. PassMaN. Or in the area, which means that in country B
you may have a military equipment program and you have excess
equipment located there at the present. time. So if you prohibit
General Warren from allocat ing this equipment to the nation,
you would have to scrap that equipment, maybe sell it for junk at
1 percent on the dollar, then bring in new equipment on some boat
at perhaps a subsequent date?

Secretary Lamp. That is correct. The only use that can be made
of it is either by selling it or disposing of it in the country, or in the
area, or scrapping it as junk.

Mr, Passman. But you either allocate it, if there is a need and you
have justified the need, or else you are going to have to procure new
equipment,

Secretary Lamrp. That is correct.

Mr. Passman. So actually in most instances it serves the same
purpose as if you were actually buying and deliv ering equipment.

Secretary LAtrp. That is why we price it that way.

Mr. Passman. I know. I thought we had better make a record on
this, because it just doesn’t make sense that you shouldn’t use it.

Secretary Latrp. Mr. Chairman, I think it should be understood
that if this equipment doesn’t meet a valid grant aid or sales require-
ment for the country that is in volved, we won’t approve it.

Mr. Passman. It can only go to a country where the country has
been approved for military assistance.

Secretary Latrp. Where it has been approved for military assistance
and it is part of the 5-year program that we had planned for that
particular country.

Mr. Passman. On that score it is very tight. To me it is inconceiv-
able that you would have equipment in country B and they had a
need for it, and under some type of legislation you would be unable
to allocate this equipment, so You have to junk it in that country,
sell it for maybe 1 percent on the dollar as scrap metal, then turn
right around and requisition new equipment for the same nation.

Secretary Latrp. Of course we sell this equipment, too. We are
selling excess equipment to countries such as Israel.

Mr. Passman. I was going to get into that with my next question.

Of the total annual excess equipment, what percentage is allocated
to approved nations for military assistance, what percentage of the
total 1s sold for cash and what part is sold on terms?

Secretary Lairp. By country?

Mr. Passman. Not necessarily, but the aggregate,

Secretary Lairp. We can put it in at this point.
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Mr. Passman. If it is not classified we would like to have it by
country.

Secretary Larrp. We will provide what is unclassified.

Mr. Passman. We would lliku the agoregate so we know the total
that is available.

Secretary Lairp. We can also show you the legal value, too.

Mr. Passman. That is what we actually want. Furthermore, we
want the amount that is actually serapped, because of some limitation
in the law.

Secretary Latrp. We can supply that.

(The information follows:)

SpaTus oF Excess DErFenSE ArricLES IN Fiscan Year 1971

Material in DOD inventories excess or potentially excess—that, is, apparently
excess but not yet finally sereened against all possible requirements—averages
about $7 hillion at acquisition cost’ which includes material downgraded to
serap. Of this, about $500 million, again at acquisition cost, annually meets MAP
(grant aid) requirements. So far for fiscal year 1971, we have allocated $192
million at acquisition cost, or $64 million at legal value. There is currently available
about $200 million at acquisition value, or about $67 million at legal value, in
additional equipment awaiting our decision as to whether it should be alloeated
to MAP. As of the last date of record for fiscal year 1971, we had sold excess
materials having an acquisition cost of $950 million; in addition to this, we sold
368,000 tons of serap for which we cannot determine the aequisition cost. Of the
£050 million, about $130 million represents military sales to foreign governments,
primarily ships; the remainder represents sales to private buyers.

LEGAL VALUE OF EXCESS EQUIPMENT

Secretary Lairp. I think it would be well to put in not only the

acquisition cost, but also the legal value because the legal value is
quite different from the acquisition cost.

Mr. Passman. That I understand. You have a value placed upon
this equipment.

Secretary Lairp. The legal value is one-third of the acquisition
cost.

Mr. Passman. Define for the record what you mean by legal value
which is one third of the acquisition cost.

(The information follows:)

DerFiNiTION OF LEGAL VALUE

Section 8 of Public Law 91-672 provides that, for purposes of. the Foreign
Assistance Act of 1961, as amended, the “value” of excess defense articles means
not less than 33% percent of the amount the United States paid at the time the
excess defense articles were acquired by the United States.

Mr. Passman. Is that figure by act of Congress?

Secretary Latep. Yes.

Mr. Passman. Was it the generals and admirals in the Congress
who came up with that formula?

Secretary Latrp. I think it was probably the Department of De-
fense that coined the phrase, and the Congress that approved it.

Mr. Passmax. That is fair enough if the Congress approved your
evaluation.

Secretary Lairp. It is written into the act that has been approved
by the Congress. You asked me where it came from. think it probably
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did originate in the Department of Defense and was approved by
Congress as written into the Act.

Mr. Passman. I would think that the military people would know
more about its actual value than I would.

Secretary Latrp. The legal value as approved by the definitions is
one-third of the acquisition cost.

Mr. Passman. What do you do with equipment where it actually
has a value of maybe 5 percent of the acquisition cost? In what
category do you place that? I am not accepting, as fact, that all of
your equipment is worth 33 cents on the dollar. Are you forced to
to place that evaluation, whether it is worth it or not?

Secretary Latrp. If it is in this program, we are forced to place
that valuation on it.

Mr. Passman. Do you have any equipment that would have possibly
a lower value by any fair evaluation?

Secretary Largp. I think it averages out pretty well, Mr. Chairman,
and so I think the average works out all right, but there are certainly
equipments that have a lower value than the so-called legal value.

Mr. Passman. This may not be important, but I should think some
of your equipment may be worth 75 percent of acquisition cost where
others would be worth’5 percent.

Secretary Latrp. But it averages out pretty well, Mr, Chairman.

Mr. PassmaN. What if & nation decides, “T want a boatload of this
over here’” where your people say it is worth only 6 percent on the
dollar and they don’t want any that is worth 75 percent on the dollar?
I am talking about the individual items, because you can’t make them
take some of the nuts to get some of the bolts, can you?

Secretary Largp. I think we would, Mr. Chairman, but we try to
get them not to take equipment that they can’t use.

STATUTORY CEILING ON EXCESS EQUIPMENT

Mr. Passman. That is what T had in mind. It is your program and
not mine. If the ceiling on excess equipment should become too rigid,
and at a subsequent date the administration, with the advice of the
Defense and State Departments felt that you would have to increase
military equipment for certain nations on account of a communist
threat, then you would just have to provide the new equipment that
the law permits you to do, rather than give them excess, is that
correct?

Secretary Lamrp. That would be correct, Mr. Chairman. Under
those terms as you outlined them, that would be correct.

(Discussion off the record.)

Secretary Larep. Mr. Chairman, our ceiling this last year has been
$100 million. We are asking for an increase in that ceiling to $200
million, and I hope that this committee will approve that. I think
that this is a gonri proposal. That ceiling is based upon the language
of Public Law 91-672, and the value definition that is used in that
public law is the definition that is required to make up the $100
million and to make up the $200 million we hope you approve for the
next fiscal vear.

(Discussion off the record.)

60-208—71—pt. 1— 35
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TOTAL U.S5. FOREIGN ASSISTANCE FIGURES

Mr. GaurFianakis. Mr. Chairman, may I ask a question?

Mr. Passman. Survely.

Mr. GarrFianakis, Do you have a compilation of all of the various
programs, for instance, moneys that go to Formosa that are consoli-
dated and broken down with the total figure? For instance, if I asked
right now what is the total assistance, economic, military, and other-
wise, is that available?

Secretary Lamp. We have that available in this backup book, the
green book.

Mr. Passman. Would the distinguished Secretary yield to me for
about 10 seconds? Would the gentleman yield?

Mr. GALIFIANAKIS. Yes, sir.

Mr. Passman. This is an additional duty as far as I am concerned.
I have been dealing with figures all my life. I never had any money
but I like to look at fizures. It takes weeks and weeks of hard work
and digging to put this together. I have a sheet here that shows the
amount we have given to every nation on the face of the earth, and
I keep it up to date. You could go out to Korea. All you have to do
is to look here. We have given Korea $8,104,200,000. Let me give
you this sheet now. It is completely up to date. I get them out every
year. We only publish them after the agencies have verified them.

GREEK MILITARY PURCHASES FROM FRANCE

Mr. Passman. In an article in the Washington Post last July it

was stated that France would be willing to supply Greece with its
entire military needs on liberal terms. Do you know if Greece had
purchased much military equipment from France before the U.S.
embargo was lifted last fall?

Secretary LAtRD. ——

(Off the record.)

U.S. REMOVAL OF ARMS EMBARGO TO GREECE

Mr. Passmay. Many critical articles have appeared in the papers
concerning the Greek military dictatorship and the fact that the
United States has resumed military assistance to this country before
restoration of a democratic form of government. Would you please
explain what is presently taking place in Greece and why the United
States removed the arms embargo?

Secretary Lairp. The regime is firmly in control. Any resistance
to the regime, in my judgment, is divided and ineffective not only
within the country but from abroad as well. There has been some
progress toward full representative government. We had hoped that
there would have been more, The lifting of the embargo rested entirely
on United States and NATO security considerations.

POLITICAL SITUATION IN TURKEY
Mr. Passman. Recently Turkey has experienced an unrest between

the military and the regular Turkish Government with the result
that Prime Minister Demirel resigned. How does the United States
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view this situation with the thought in mind that Turkey is & “forward
defense country” and important to the NATO organization?
Secretary Latgp. It should be noted that the change of government
in Turkey is being carried out in accordance with the country’s con-
stitutional process. The new government ineludes members from most
of the major political parties, all of which have supported Turkey’s
membership in NATO in the past. Thus, we do not expect that there
will be any significant c¢hange in Turkey’s relationship with NATO.

EFFECT OF ETHIOPIAN CHANGE OF GOVERNMENT ON U.8, ACCESS TO
KAGNEW

Mr. Passman. Mr. Secretary, do you feel if there was a change of
government in Ethiopia, the United States would lose the right to con-
tinue operation of Kagnew Station, the communications facility?

Secretary Latrp. Our continued access to Kagnew would, of course,
depend upon the attitude of the government that emerged from the
change,

On_the death of the Emperor, the Crown Prince, according to the
constitution, is slated to succeed to the throne. We believe the provi-
sions of the constitution will be respected

MILITARY ASSISTANCE TO ETHIOPIA FOR USE OF KAGNEW

Mr. Passman. Is it not true we have extended large amounts of
assistance to Ethiopia to retain this communications station?

Secretary LAirp, ———. Since 1954 we have given to Ethiopis
about — in military aid.

TRADE WITH COMMUNIST CHINA

Mr. Passman, An article in the January 24, 1971, Washington Post
indicated that our State Department approved the sale of French
dump trucks equipped with U.S. engines to Communist China. It
stated further that the Defense Department was holding these sales up.
Why should we let U.S. automobile components be sold to Communist
China? How was this case finully resolved?

Secretary Lairp, The Department of Defense is always concerned
with the export to Communist countries of equipment which can have
strategic military uses. However, the Department of Defense does not
decide these matters. We simply assess the potential military impaet
of them and make our recommendation accordingly, meanwhile
recognizing that there are nonmilitary factors which “also must be
weighed. With regard to the case of the French dump trucks, we have
made our recommendation but to the best of my knowledge the case
has not been resolved yet.

COUNTERINSURGENCY TRAINING TO LATIN AMERICA

Mr. PassmaN. Another article in the Washington Post indicated
that the counterinsurgency training provided certain Latin American
countries by the United States may have stimulated some military
coups in that area of the world. What is your feeling toward this
statement?
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Secretary Larmgp. The political attitude of the Latin American
military is a product of the environment in which they live. Inter-
vention by the military when it judges that the government has failed
has been a widely accepted reaction in Latin America. U.S. programs
cannot be expected to negate the political beliefs and attitudes of a
lifetime. The Latin American military officer is influenced politically
by the training he receives in his own country. Nevertheless, training
in the United States does expose him to U.S. concepts of democracy
and the proper role of the military in society. No part of the U.S.
training given him is in any way related to overthrow of governments
but on the contrary is aimed at maintaining internal security and
stability in order that economiec progress can be achieved.

Mr. Passman, Mr. Shriver.

ZERO DRAFT CALLS AND AN ALL-VOLUNTEER ARMED FORCE

Mr. Sariver. Thank you. On page 4 you say your goal is a “zero
draft and an all-volunteer active force with increased reliance on
National Guard and Reserve forces.” Would you explain the Presi-
dent’s position on this further and tell us if a timetable for accomplish-
ing this goal has been proposed?

Secretary Larrp. The President, in his message to the Congress of
January 28, 1971, stated that we shall make every endeavor to reduce
draft calls to zero by July 1, 1973, replacing the draft with an all-
volunteer Armed Force as soon as we can do so without endangering
our national security.

The President has requested that we reduce expenditures and extend
these economies into future budgets. Within the Department of De-
fense, these economies will require increased reliance on the combat
and combat support units of the Guard and Reserves. I have directed
the Secretaries of the Military Departments to provide, in the fiscal
year 1972 and future budgets, the necessary resources to permit the
appropriate balance in the development of Active, Guard, and Reserve
Forces.

Emphasis will be given to concurrent consideration of the total
forces, Active and Reserve, to determine the most advantageous mix
to support national strategy and meet the threat.

Substantial measures have been taken to improve Guard and
Reserve readiness for the all-volunteer force environment. The admin-
istration’s proposed recommended pay increases will acerue to Guard
and Reserve personnel as well as those in the Active Forces. Our
proposal of quarters allowance for enlisted personnel in the lower pay
grades includes guardsmen and reservists during their initial active
duty training. This will correct a long standing inequity. We are
considering other measures which can be taken in the Guard and
Reserve area to end reliance on the draft through a combat ready
Guard and Reserve.

REPORTS TO CONGRESS

Mr. SerivER. On page 6 you say a committee reports regularly to
Congress on the measure of each country’s military expenditures in
comparison with the other countries in the region. What reports are
you referring to?

(The information follows:)
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Sections 620(s) and 120 require the President to report annually to the Speaker
of the House of Representatives and the Committee on Foreign Relations of the
Senate his actions in earrying out these sections. The President’s authority to
administer this provision has been delegated through the Secretary of State to the
Administrator of the Ageney for International Development (AID). The Adminis-
trator is assisted in carrying out this responsibility by an interagency committee
which annually analyzes the quantity and nature of military expenditures by
countries receiving assistance under the Foreign Assistance Act of 1961, as
amended (FAA), and the Agricultural Trade Development and Assistance Aet of
1954 (Public Law 480).

Sections 620(s) and 120 require the President in furnishing assistance to take
into account the percentage of recipients’ budgets devoted to military purposes
and the degree to which recipients use their foreign exchange reserves to acquire
military equipment. Seetion 620(s) was amended, effective December 30, 1969, to
include a third factor which the President must also take into account. This is the
amount spent. by recipient countries for the purchase of sophisticated weapons
systems. This amendment also limited the types of FAA-authorized assistance
covered by this provision to development loans, Alliance development loans, and
supporting assistance.

n implementing this section during fiscal year 1970 the interageney committee
examined each recipient’s defense expenditures as a percentage of its gross national
produet and also examined the national budgets of all countries receiving develop-
ment loans, Alliance development loans, or supporting assistance under the FAA
or Public Law 480 sales. Country data were compared to data for other similarly
situated countries. Data on each country’s military imports were also compared
to those of other countries similarly situated. Only the following countries were
found to exceed the comparative norms: Israel, Jordan, Ethiopia, Nigeria, Greece,
Iran, Malaysia, Vietnam, Thailand, Turkey, Argentina, Brazil, Dominican
Republie, El Salvador, Peru, and Uruguay,

Careful examination of the budgets of each of the above countries revealed that
with the exception of Greece, Iran, and Peru, none was diverting resources in-
tended for economie development to military purposes. No transfer of resources
under the FAA or Public Law 480 sales were made in fiseal year 1970 for Greece.
At present, the chief of the U.S, military mission in Iran is assisting the Chief of
Staff to formulate Iran's 5-year military requirements by priority, an exercise
which is designed to rationalize procurement and eliminate military expenditures
which are unnecessary to Iran’s security.

In the ease of Peru, no Alliance loan, supporting assistance, or sales under
Public Law 480 were made in fiscal year 1970 under the usual assistance programs,
A special program has been established to assist Peru in its current emergency
caused by an earthquake. FAA section 639 permits such disaster assistance re-
gardless of other FAA provisions.

In all cases in which development loans, Alliance development loans, and sup-
porting assistance were furnished and Publie Law 480 sales made in fiscal year
1970, the President, acting through the ATD Administrator, took into aceount the
percentage of recipient countries’ budgets devoted to military expenditures, the
degree to which recipients were using their foreign exchange resources to acquire
military equipment, and the amount spent by recipients for sophisticated weapons
systems.

The methods used in evaluating country expenditures for military purposes
under 620(s) as it existed prior to December 30, 1969, have been found satisfactory
in meeting the requirements of that section as it now exists, Where sophisticated
weapons have been purchased by recipient countries it has not been with funds
intended for economic development, nor have such purchases been found materi-
ally to interfere with development.
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MILITARY SITUATION IN LAOS

Mr. Suriver. I realize the Laos program is not in this request, butf
would you tell us the current status militarily of the neutral govern-
ment and its capital city? I have read that it is in danger of being
overrun and has appealed to Great Britain and the Soviet Union to
stop the North Vietnamese and Pathet Lao troops.

Secretary Latrp, The Pathet Lao insurgency against the govern-
ment of Prime Minister Souvanna Phouma continues to be supported
from North Vietnam and China,——— The territorial position now
is close to the alinement in previous years at this time.——

North Vietnam reacted to the closing of its supply route through
Kompong Som with special efforts to expand and proteet the routes
through southern Laos. Friendly guerrilla forces also increased attacks
against the NVA logistic position in southern Laos. The NVA re-
sponded with increasingly intense attacks against military targets on
the Bolovens Plateau. Additionally, the NVA took two towns pre-
viously surrounded but unharmed, Saravane and Attopeu.

U.S. ATTITUDE TOWARD CHILE

Mr. Sariver. What are the administration’s intentions militarily
and diplomatically regarding the Communist government in Chile?
What is that Government’s relationship with Cuba?

Secretary Lairp. As outlined by President Nixon in his February 25,
1970, presentation to Congress on U.S. foreign policy for the 1970’s,
the United States has a strong political interest in maintaining
cooperation with our neighbors regardless of their domestic viewpoints.

We have a clear preference for free and democratic processes, but we
deal with governments as they are. Our relations depend not on their
internal structures or social systems, but on actions which affect us
and the inter-American system. The new government in Chile is a
clear case in point. The 1970 election of a Socialist President may
have profound implications not only for its people but for the inter-
American system as well. The Government’s legitimacy is not in
question, but its ideology is likely to influence its actions. Our bilateral
policy is to keep open lines of communications. We will not be the
ones to upset traditional relations. In short, we are prepared to have
the kind of relationship with the Chilean Government that it is pre-
pared to have with us. While we do not seek confrontations with any
government, those which display unremitting hostility cannot expect
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our assistance. And those which violate the prineciples of the inter-
American system, by intervening in the affairs of their neighbors or
by facilitating the mtervention by nonhemispheric powers, cannot
expect to share the benefits of inter-American cooperation. We will
work constructively with other members of the community to reduce
the disruptive effect of such actions.

Prior to the Allende government, President Frei in late 1969 entered
into a trade agreement with Cuba to sell limited quantities of garlie,
beans, and wines. With Allende becoming President in October 1970,
his government established diplomatic relations with Cuba on Novem-
ber 12, 1970. Sinee that date Chile and Cuba have signed various
agreements; that is, Central Bank lifted all restrictions on commercial
trade between the two countries, November 21, 1970; reciprocal
treatment on each others merchant ships, February 2, 1971; and a
bilateral agreement on commercial air service, February 26, 1971.

Chile's decision to establish ties with Communist Cuba, contrary
to the collective policy of the OAS, was a challenge to the inter-
American system. We and our partners in the OAS will therefore
observe closely the evolution of Chilean foreign policy. As a rebuttal
of this statement, President Allende counters that Chile met a moral
and political obligation to redress an injustice in reestablishing rela-
tions with Cuba.

WITHDRAWAL OF U.8. TROOPS FROM KOREA

Mr. Sueriver. Have the 20,000 American troops been withdrawn
from South Korea yet as proposed last year? Are further withdrawals
proposed this year? Is there a timetable for the complete with-
drawal of our men?

Secretary Latep. The reduction by 20,000 of the authorized strength
of US. forces in Korea will be completed by June 30, 1971. No
further reductions are proposed for this year. At this time there is
no announced timetable for the complete withdrawal of U.S. forces
from Korea.

SITUATION IN TURKEY

Mr. Suriver. You are requesting $100 million for Turkey, where
our presence has caused serious domestic problems, Not too long
ago, four of our servicemen were kidnapped, and luckily released
unharmed. Are you lowering our profile there yet? We should.

Secretary Lamp. In 1968 DOD-sponsored personnel in Turkey
numbered about 24,500. We now have less than 16,000. In addition
we have effected certain consolidations and collocations that have
reduced the number of sites at which our personnel are located.

MILITARY SALES TO ECUADOR

Mr, Suriver. In January of this year, military sales to Ecuador
were halted in accord with the prohibition against such sales to coun-
tries which seize American fishing boats. Have these sales been
reinstated?

Secretary Lamp. Military sales to Ecuador, which were suspended
in January, remain in suspension.
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USE OF AMERICAN-MADE TRUCKS ABROAD

Mr. Sariver. On February 4, 1971, the Comptroller General issued
a report entitled “Economic Advantages of Using American-Made
Trucks Abroad to Transport Military Cargo.” This is something I
have advocated for years, along with many of my colleagues. Have
you taken any actions yet to implement the recommendations in this
report?

Secretary Lamep. The Military Departments have provided for the
procurement, of American-made trucks when it is advantageous to do
so and to allocate them on a priority basis to those foreign bases which
offer the greatest economic advantages. They have continued their
reviews of equipment utilization and given preference for American-
made equipment and to American firms.

GAO REFPORT ON PURCHASING PROCEDURES FOR U.S. TROOPS

Mr. Sariver. In another GAO report of the same date, recom-
mendations are made concerning “Opportunities to Economize on
Purchases of Dairy and Bakery Products for U.S. Forces in Southeast,
Asia.” What actions will be taken in this regard?

Secretary Lamrp. The General Accounting Office (GAQ) report
recommended that the Department of Defense include a requirement
in its contracts for bakery products in Thailand that flour of U.S.
origin be used. The mill furnishing flour to the bakery contractors in
Thailand has commenced using 100-percent U.S.-origin wheat for
milling, and contracts with bakery contractors will be amended
accordingly.

The GAO report discussed the efforts made to secure exemption from
Thai customs duty on the importation of milk ingredients used by a
contractor for the in-country production of dairy products for U.S.
military activities. As pointed out in the Department of State’s letter
of October 21, 1970, to the GAO (printed at app. II of the report),
such exemption was granted in 1970 only for 1 year, until March 31,
1971, and further efforts will be required in the future in order to
continue this exemption. Although 6 months ago the Embassy re-
quested such customs exemption be continued after March 31, 1971,
the request is still under consideration by the agencies of the Royal
Thai Government.

Recommendations of the GAO report relating to seeking relief from
other Thai taxes and duties on dairy and bakery products purchased
for the use of U.S. forces in Thailand, as well as seeking an equitable
rebate for taxes and duties levied in the past thereon, were addressed
to the Department of State, to which the Department of Defense
defers.

CLASSIFICATION OF CERTAIN INFORMATION

Mr. Suriver. Why in the justification for military assistance
are —— blacked out. Why do we not disclose what the Soviet
Union is doing? Why are these classified?

(The information was submitted to the Committee.)
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IMPROVEMENT OF KOREAN FORCES

Mr. Passman. Mrs. Reid.

Mrs. Rem. Thank you. What progress has been made in updating
the armed forces of the Republic of Korea?

Secretary Latrp. The U.S. Government has worked out with the
Korean Government a 5-year plan for the modernization of Korean
Armed Forces. The Congress was requested and did provide. in the
1971 supplemental, $150 million as the initial increment of this plan.
Our request for fiscal year 1972 carries on with this program. Ob-
viously the continuation of this program is dependent upon the
support of the Congress.

OKINAWA

Mrs. Rem. Many people both in and out of Congress are under
the impression that if Okinawa reverts to Japan we will pull out
completely. What are the present plans in regard to maintaining a
military establishment there?

Secretary LAIrp. Let me answer your question with the following
exerpt from the President’s recent foreign policy report.

In recognition of our growing interdependence and Japan’s own increased
stature, Prime Minister Sato and I agreed in November 1969 to enter into ne-
gotiations for the return of Okinawa to Japanese administration by 1972. I can
now report that negotiations on this question, including the retention of our
Okinawa bases, are progressing steadily. Our aim is to reach the specific agreements
this spring, allowing us to obtain the necessary legislative support to proceed
with reversion in 1972,

Last December, we and the Japanese agreed to significant realignments in our
military bases in Japan, which will result in a reductuon of some 12,000 17.S.
military personnel over the next several months without adversely affecting our
ability to meet our commitments to Japan or other Asian allies. The Japanese
have announced plans for continuing qualitative improvements of their own
self-defense capabilities, enabling them to provide for substant ially all of our
conventional defense requirements.

TRAINING OF U.S. PERSONNEL ASSIGNED TO MILITARY ASSISTANCE
ADVISORY GROUPS (MAAGS)

Mrs. Rem. In many of the countries in which we have Military
Assistance Advisory Group missions, the military play an important

political role. What training is given our personnel so they have a good
understanding of the Pnhtu:ul dynamics of these nations, as well as a

deep understanding of American foreign policy objectives?

Secretary Larep, Military Assistance Advisory Group (MAAG)
personnel are considered to be apolitical, and do not play an im-
portant political role during assignment in country MAAG. Military
personnel being assigned to MAAG’s do, however, receive o political
background orientation both with regard to U.S. policies and objec-
tives for the country and area of assignment and as regards the
political situation in the country of MAAG assignment,

MID-EAST SITUATION

Mrs. Remb. Where do you see the situation in the Middle East
heading? How are the proposed military sales to Israel coordinated
with Secretary Rogers’ efforts to obtain a peaceful settlement of that
conflict?
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Secretary Lamrp. We are, of course, hopeful that it will be possible
to achieve a peaceful and lasting settlement of the Arab-Israeli dispute,
and we are working toward that end. As Secretary Rogers has re-
peatedly said, however, this is a most difficult problem, its resolution
will not be easy, and in this, of all areas, it would be foolish to make a
prediction. We are doing our best, and we are hopeful, but that is all
we can say. With regard to military sales to Israel, these are fully
coordinated with the State Department, in all particulars.

EFFECTS OF MILITARY ASSISTANCE CUTBACK

Mrs. Rem. Would you comment on the actual practical effects
of a cutback in our military assistance program—what would be the
alternatives?

Secretary Lamp. There are only two real alternatives to military
assistance: (1) allowing the security of our friends and allies to deteri-
orate to the point that they were forced to make political accommoda-
tions with the Communist powers, or (2) greatly increasing U.S.
forces to provide for forward security of those countries without
reliance on their own manpower and resources. Neither course of
action is in the U.S. interest. The Nixon Doctrine, of relying more on
our friends and allies to defend themselves, while assisting them in
obtaining the means to do so, is preferable to either of these
alternatives.

EFFECT OF RED CHINA'S MISSILE PROGRAM ON MAP

Mrs. Rem. In your annual report to Congress on the world military
situation, you predicted that Red China could develop an initial force
of operational intercontinental ballistic missiles between 1973 and
1975? What effect, if any, does this have on planning for the military
assistance program?

Secretary Largp. The military assistance program is not designed
to provide protection against nuclear aggression or threats of nuclear
aggression. It is designed to help our friends and allies defend them-
selves against conventional attacks.

TYPES OF WEAPONS PROVIDED

Mrs. Rem. Could you comment on the types of weapons that may
be given or sold to our allies to help implement the Nixon doetrine—
do we give them regular equipment that has been used by our own
forces or are we developing new types of aircraft—such as the “Inter-
national Fighter” and other types of conventional weapons through
research?

Secretary Latep. In general, we have provided regular equipment
of the type used by our own forces, since procurement and mainte-
nance of this equipment can be coordinated with U.S. foree procure-
ment. In the case of aircraft, however, we have a special MAP aircraft,
the F-5 Freedom Fighter, which is cheaper and easier to maintain
than regular U.S. Air Force operational fighter aircraft, primarily
because its operational capability was designed to meet the needs of
our allies. We are in the process of developing a follow-on to the F-5,
designated as the “International Fighter Aireraft,” which we plan to
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introduce into the military assistance and sales program in the next
few years. Research is also planned in other areas that could result,
in some cases, in the development of equipment for our allies that
would be more responsive to their needs than would standard U.S.
military equipment.

Mr. Passman. Mr. Riegle.

NORTH VIETNAMESE AGGRESSION

Mr. RigcrLe. Thank you, Mr. Chairman. I believe that the war in
Southeast Asia has demonstrated the toughness of the North Viet-
namese regime, and most experts would now rate them as the most
powerful nation in Southeast Asia. If, as it is reported, this country
does have an appetite for aggression, don’t you think that it is only a
matter of time before they take over the non-Vietnamized countries,
such as Thailand, Laos, Burma, and Malaysia?

Secretary Lamep. North Vietnam’s capacity and will to take over
other countries in Southeast Asia have, of course, been the subject of
much discussion. Both the capacity and the will are a function of
extremely complex historical, cultural, geographic, economie, political
and military factors. Of the countries you name, Laos is certainly in
the greatest danger of North Vietnamese domination. Because of its
size and cultural homogeneity, Thailand can serve as a counter-balance
to North Vietnam if the Thais receive assistance to offset that which
the North Vietnamese receive. Burma and Malaysia are sufficiently
distant to minimize the threat of North Vietnamese domination if
Thailand remains strong.

OBJECTIVE OF SOUTHEAST ASIA PROGRAM

Mr. RieGLeE. On a number of oceasions now, the President has
pointed out that the purpose of the initiatives he has taken in South-
east Asia is to save American lives. He mentioned this in connection
with Vietnamization, incursion into Laos, and the invasion into
Cambodia. Would you not concede that the protection of American
lives is a distinet change from the previous policy of protecting South
Vietnam?

Secretary Liairp. There is a plan to end U.S. involvement in
Southeast Asia and to bring U.S. troops home from that war. That is
what the Vietnamization program is all about. That plan has been
approved by the President and we are moving in accordance with that
plan. That is what we are doing now in reducing U.S. troop strength
i Vietnam under the several inerements which already have been
announced.

Vietnamization has been defined as the process by which the major
military, paramilitary, and civil responsibilities that the United
States has assumed in South Vietnam are transferred to the South
Vietnamese in an orderly manner and within a reasonable time frame.
It is aimed at allowing the people of South Vietnam to determine their
own future by p‘l‘[l\‘i(Tillg for their own defense, while removing U.S.
troops from combat in Southeast Asia. Vietnamization is regarded as
the first crucial step in implementing the Nixon Doetrine underscoring
our expectation and insistence that defense responsibility be increas-
ingly shouldered by the Asian nations themselves. Vietnamization is
both a complement and an alternative to the Paris negotiations by
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providing both an additional incentive to Hanoi to negotiate and a
means for U.S. troops to be withdrawn in an orderly manner without
sacrificing our single objective—the right of self-determination for
the people of Vietnam.

General Abrams, Commander of the U.S. Military Advisory Com-
mand in Vietnam, is attempting to conduct military operations in
Vietnam with a minimum of American casualties. President Nixon
on many occasions has expressed his concern for the safety of those
Americans remaining in Vietnam as the reduction of U.S. foree levels
continues, and every effort is being made to ensure that adequate
protection is provided for those remaining personnel. Furthermore, it
18 President Nixon’s desire that we bring all U.S. forces home safely
from Vietnam as soon as possible, commensurate with our objective
to bring a just peace to Vietnam. Our overriding objective is a political
solution that reflects the will of the South Vietnamese people and
allows them to determine their future without outside interference.
So, therefore, I really feel that our objective in South Vietnam has
not changed.

U.S. INVOLVEMENT AS OPPOSED TO RUSSIA

Mr. Rigcre. How is it that our major adversary—Russia—has
been able, within the past 10 years, to isolate itself from such extended
conflicts such as those that occurred in Korea and Vietnam—while
the United States continues to get involved? Is our use of South
Vietnamese troops in Laos and Cambodia an attempt to wage war

by proxy, as they have been successfully able to do in those two
countries?

SecreETARY LAtrp. We believe the record shows major Soviet in-
volvement in confliets outside Soviet borders, both directly and
indirectly. Soviet intervention in Eastern Europe, most recently in
the Czechoslovak invasion in 1968, is well known. During the Korean
conflict, while the Soviets avoided a direct role, Soviet aid to the
North Koreans was crucial. During the war in Vietnam, massive
Soviet aid has been crucial to the North Vietnamese war effort.

As for direct Soviet involvement, mention might be made of the
Soviet effort to put missiles into Cuba in 1962, and continued Soviet
military ties with Cuba. Perhaps the best case of all; however, showing
Soviet involvement militarily outside her borders, is the Middle East,
where it is estimated that as many as 14,000 Soviet military personnel
are currently stationed in the United Arab Republic. Before the
ceasefire began in August 1970, Soviet military personnel were manning
anti-aireraft defenses and flying air-defense missions over Egyptian
territory.

South Vietnamese operations against North Vietnamese forces in
Laos and Cambodia do not constitute a war by proxy, by implication
in behalf of the United States. The South Vietnamese are fighting in
their own self-defense against an enemy which uses the territory of
Laos and Cambodia to launch attacks against the territory and people
of South Vietnam. These operations by South Vietnamese forces are
consistent, with our policy of Vietnamization, of turning over to the
Vietnamese what has been the U.S. share of the combat burden in a
manner which will ensure their ability to defend themselves.
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TROOP WITHDRAWALS

Mr. Riecre. It appears that neither Vietnamization, nor the
Paris peace talks, offer much hope of recovering our prisoners of war.
Since the President is committed to a withdrawal of American troops,
according to some unpublished timetable, would it not entail little
risk to propose a troop withdrawal—prisoner of war swap to North
Vietnam.

Secretary Lairp. I would like to submit that information for the
record,
(The information follows:)

President's Five-Point Peace Plan
October 7, 1970

An internationally supervised cease-fire-in-place throughout Indochi na, governed
by principles which would make it acceptable and credible to both sides. This was
designed to stop the fighting at once and hopefully create new conditions and
avenues for a negotiated settlement.

An Indochina Peace Conference. This reflected the facts that North Vietnamese
forees were in Laos and Cambodia as well as Vietnam and that a stable peace in
one required a stable peace in all.

The withdrawal of all American forces from South Vietnam on a timetable to
be negotiated as part of an overall settlement, This was to make clear that we
were prepared to remove all American troops.

A political settlement in South Vietnam based on the political principles I had
stated on April 20. This was to reaffirm to the other side our willingness to search
for a political process that would meet their concerns,

The immediate and unconditional release of all prisoners of war, journalists,
and other innocent civilian victims held by both sides. This was to underline our
view that the prisoner issue was strictly humanitarian and need not await resolu~
tion of other problems.

REDUCTION OF ALL FORCES IN SOUTH VIETNAM

Mr. RieGLe. It is my understanding that the Nixon doctrine “will
enable our friends and allies to do more for themselves.” In the first
test of this doctrine in South Vietnam, we find that Australia, Thai-
land, and Korea, have all announced plans to withdraw their support
when the Americans leave. Under these circumstances, is it realistic
to depend on countries such as these, notwithstanding our military
assistance, to ease the burden on the United States, or to reduce the
risk of conflict in the world?

Secretary Laigp, Australia, New Zealand, and Thailand have an-
nounced plans, in agreement with the Government of Vietnam, pro-
gressively to reduce their combat forces in Vietnam. The Government
of Korea has said that reductions are under study. Decisions made
in this regard by these nations contributing aid to Vietnam result
from the greatly improved capacity of the South Vietnamese to see
to their own defense, and from the declining enemy capacity. In effect
South Vietnam’s requirement for combat assistance has diminished
so that these other nations, just as in the case of the United States,
can reduce their forces. However, in all cases, the plans call for phased
reductions, consistent with the assumption of the responsibilities by
the South Vietnamese. The countries contributing forces to Vietnam
consult with one another and with the Government of Vietnam regard-
ing further withdrawal plans.
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U.8. DEFENSE POSTURE

Mr. RiecLE. It has been reported and discussed in a number of
articles that our strategic defense posture vis-a-vis Russia, has dete-
riorated as a result of our involvement in South Vietnam, Certainly
they have closed the gap in and installed ICBM’s and SLBM’s. It 1s
reputed that while they were making headway in these two areas,
our own modernization and development programs have been put on
the back burner. Would you comment on the charge that the $100
billion investment in Vietnam has hurt our defense posture, and that
we don’t have the quantitative or qualitative superiority that we had
10 years ago.

Secretary Lamp. The change in the relative balance between United
States and Soviet strategic postures has resulted both from the diver-
sion of U.S. resources to Vietnam and from the continuous and rapid
growth of the Soviet strategic forces. They have continued to deploy
ICBM'’s, and may be initiating a new deployment in that area; they
have continued to construct ballistic missile submarines at a high rate,
and they have continued to improve and expand their defensive forces.

The United States, on the other hand, has maintained a relatively
constant strategie force level during this period.

MID-EAST ARMS RACE

Mr. RiecrE. Is not our giving - in military credit sales to
Israel, and at the same time giving ——— to Saudi-Arabia, —— to
Jordan, and in a sense playving both ends-against-the-middle in
the Middle East? Doesn’t this both ends-against-the-middle policy

cause the Israelis to question our goodwill and, to a certain extent,
promote the arms race in that part of the world?

Secretary Lamp. Whenever we supply arms to two neighboring
countries, there is, of course, always a chanee they will use these arms
against each other. There is certainly that chance in the Middle East.
We do not see the Middle East in terms of either Israeli or Arab mil-
itary supremacy, however, and we do not believe our arms program is
fueling such a conflict. Indeed, our sales program is a significant factor
in preventing such conflicts. The reason is that our programs support
moderate, generally pro-western regimes, and this aid serves at least
two important functions: first, it provides these governments with a
source of military material other than the Soviet Union, thus helping
limit the spread of Soviet influence. Polarizing our position in the
Middle East, by tying it entirely to Israel, would certainly open new
doors for the Soviets and help to radicalize the entire area. A second
function served by our military sales to Arab moderates is to help
them achieve and maintain internal security. This sérves the interests
of the entire area, as recent events in Jordan demonstrate. It is in part
at least because of U.S.-provided military equipment that the King
was able to bring Arab terrorists under control, thus strengthening
his moderate regime and also greatly reducing terrorist incidents along
the Jordan-Israeli border.

PUBLIC LAW 480 PROGRAM AND EXPORT-IMPORT BANK MILITARY
ACTIVITIES

Mr. Riecre. I noticed that of the $5.2 billion that is requested for
security systems programs, $300 million is taken from Public Law 480




7w

counterpart funds and $300 million is financed by the Export-Import
Bank. In order that we not expose the food-for-peace program, or the
Bank, to charges of military subversion, would it not seem prudent to
transfer these activities to defense, and keep these programs free of the
military sales business?

Secretary Latrp. The Export-Import Bank provides about $300
million: per year in direct credits and credit guaranties for defense
articles and services. These credits are extended to developed coun-
tries only and the Bank's authority for extending credit for military
purchases is found in the Export-Import Bank Act of 1945, as
amended. Loans made to developed countries are usually made to
enable these countries to purchase major end-items primarily from
commercial sources. This credit is not considered security assistance
as envisioned by past legislation and the new International Security
Assistance legislation. Instead such credit assistance i1s used as an
added inducement to developed countries to purchase defense items
in the United States.

The legislative basis and administrative responsibility for grants
under section 104(c), Public Law 480, have been previously dis-
cussed.

CABUALTIES

Mr. Rigcre. What is the total number of civilian casualties pro-
duced during the Cambodian invasion? The Laos invasion?

Secretary Latep. We have no record of the civilian war casualties
caused as a result of the Cambodian and Laos incursion.

U.S. CASUALTIES IN SOUTH VIETNAM

Mr. RigerLE. How many Americans have died in Vietnam-—combat
and noncombat—have died since this administration assumed office.
Please enclose any deaths which oceurred in Laos or Cambodia.

Secretary Lairp. The U.S. casualties in South Vietnam during this
administration have been drastically reduced in comparison to those
losses from 1965-68. I have listed the casuality statistics for the years
1965 to 1971,

Losses Combat Noncombat

COSTS OF CAMBODIAN AND LAOS INVASIONS

Mr. Rrecrue. What has been the dollar cost to date of the Cam-
bodian invasion? The Laos invasion?

Secretary LAIrD. In accumulating and estimating the cost of the
war in Southeast Asia, no attempt is made to estimate the cost of
individual encounters, or major military operations against Com-
munist sanétuaries or supply lines outside South Vietnam. The
accounting structure of the Department iz not designed to generate
this type of information. Accordingly, we have not estimated the
costs associated with the operations in Cambodia or Laos.
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[cROSS-BORDER OPERATIONS INTO LAOS

Mr. Riecre. Did the United States have veto power over the
South Vietnamese incursion into Laos?

Secretary Lairp. We were in close consultation with the leaders
of South Vietnam concerning their cross-border operations into Laos.
If we had refused to provide air and logistical support, I am sure this
would have reduced the magnitude of the operation.

U.S. BOMBING OF NORTH VIETNAM

Mr. RieeLe. How far north into North Vietnam did our bombing
raids of the last week go? Is it reasonable to relate bombing raids
this far north with the rationale of protecting American lives in South
Vietnam?

Secretary Larrp. Our recent bombing strikes in North Vietnam were
against three active SAM sites located in the Panhandle area. These
sites were located east of Mu Gia Pass, approximately 15 miles east of
Mu Gia and about 15 miles north of the DMZ.

These attacks were protective reaction strikes designed to destroy
the missle complexes firing at our unarmed reconnaissance aircraft on
authorized missions over North Vietnam.

As I have stated before, we will continue to take protective measures
as necessary to protect the lives of aircrew members.

FUEL PIPE FROM NORTH VIETNAM

Mr. RiecLe. Recently a piece of pipe was displayed to the press by

Pentagon personnel with the indication that the pipe was captured
during the recent Laos invasion. Was this piece of pipe actually taken
during the recent Laos incursion and if not, when and where was it
captured?

Secretary Latrp. The piece of pipe which was displayed in a recent
Pentagon news conference was used to illustrate the type of fuel pipe
that has been installed from North Vietnam through Laos.

During the recent incursion into Laos the South Vietnamese forces,
once again, disrupted the fuel pipeline network leading into the Pan-
handle from North Vietnam.

Mr. Passman. Gentlemen and lady of the committee, if I may make
this observation, we have always had a policy of running from 1 to 5
rather than to have two sessions. We put in as many hours, but it
gives the members time to do their work in their offices. If that is
agreeable with the committee, we shall return tomorrow at 1 o’clock.

General Warren, I guess you will testify then. Thank you, Mr.
Secretary and Admiral Moorer. You have been very informative as
usual,

Trurspay, MARCH 25, 1971.

Mr. Passman. The committee will come to order.

We have before the committee this afternoon Lt. Gen. Robert H.
Warren, US. Air Force, Deputy Assistant Secretary of Defense
(International Security Affairs) for Military Assistance and Sales.

General Warren, we are very pleased to have you before the
committee,




79

I would assume that you have a statement which you would like
to present to the committee, and then we will be privileged to ask
you certain questions about the program.

General WARreN. Yes, sir.

GENERAL STATEMENT oF THE DEPUTY ASSISTANT SECRETARY OF
DEFENSE FOR MILITARY ASSISTANCE AND SALES

Mr. Chairman and members of the committee: Secretary Laird’s
appearance before this subcommittee yesterday stressed the impor-
tance of our Military Assistance Program and Foreign Military Sales
to our national and security and foreign policy objectives embodied
in the Nixon Doctrine.

My remarks will provide details of the fiscal year 1972 military
assistance and sales programs and bring you up to date on changes or
events during recent months which have impact on these important
programs.

This year we are submitting a new legislative package which com-
bines the new international security assistance program in one bill.
This was recommended by the Peterson committee which the Presi-
dent appointed.

Grant military assistance, foreign military sales and supporting
economic assistance will be included.

Four congressional presantation documents have been prepared for
your use—one on mi[itnry assistance, one on foreign military sales

and one on supporting economic assistance. State or AID officials will
justify the latter. The fourth, a summary document, will combine all
three programs plus the “Spigot Table” which lists all foreign

assistance.

We made a few changes in our congressional presentation documents
(CPD) for clarity and brevity.

Excess military items will be shown in terms of “legal value’” (one-
third of acquisition cost). Section 8¢ of Public Law 91-672 contains
reference to the fact that excess will be costed at one-third of acquisi-
tion value. Since this is in the legislation, we refer to it as “legal value”
in the CPD.

Cambodia has been added since last year's CPD was presented ;
materiel for Jordan was added on the fiscal year 1971 supplemental
request.

ommercial sales are summarized in the CPD appendix.

Our total grant aid program for fiscal year 1971 is $750 million in
new obligational authority. This includes the original fiscal year 1971
program of $350 million, plus the fiscal year 1971 Supplemental of
$340 million NOA and $60 million transferred from supporting as-
sistance. In fiscal year 1972 we are requesting $705 million in NOA.
Total programs including recoupments and reimbursements were
$775 million in fiscal year 1971 and are estimated to be $731.5 in
fiscal year 1972,

It 1s important to note that only 10 country grant aid programs
exceed $5 million—these countries account for approximately 95 per-
cent of the total obligational authority we seek. The remaining $40
million is divided among 36 countries—mostly for training—and non-
regional expenses.

60-208—T71—pt, 1—86
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We hope to apply around $200 million (at legal value) in excess
materiel to our grant aid program. In fiscal year 1971 a $100 million
ceiling on excess/long supply was imposed by the Congress. It would
be most unfortunate if a similar ceiling were established for fiscal year
1972 since we expect the military departments to release large amounts
of military hardware as excess which could be used against valid re-
quirements. Budget reductions, troop withdrawals, modernization of
of U.S. forces and other factors will generate these excesses. If we
cannot apply them against our valid military assistance requirements,
this equipment must be sold as scrap—ships and tanks, for example
are sold by the pound as scrap metal after they are demilitarized.

Normally we screen these excess stocks against worldwide require-
ments of U.S. forces and then against the needs of other U.S. Govern-
ment agencies. Should there be no U.S. requirement, the equipment
becomes available for sale to countries authorized to buy U.S. military
materiel.

After these sereenings are completed, any remaining items become
available to our military assistance program. If we can’t or don’t
use them, most are junked since no private company or individual is
authorized to purchase lethal end items. Some, however, such ‘as
jl‘(‘|35 or trucks can be bought I)_\‘ individuals.

With respect to credit sales, we are asking for $510 million in new
obligational authority to carry out a program that, including the face
value of ;_"l[lil':lllll'l'(] ||l'i\'nl(' ('l'l'dil, we expect to total $582 million. 1
must emphasize the importance of this request. As foreign economies
continue to improve throughout the free world, it is the essential
bridge between grant aid and complete self-sufficiency.

As countries begin the transition from grant aid to sales, they usually
are unable to make large cash outlays immediately, and usually are
unable to obtain reasonable financing from other sources.

Three points should be noted about foreign military credit sales:
First, credit funds are disbursed by the Department of Defense to its
suppliers for articles delivered and services rendered; they are not
transferred to or disbursed by the foreign country. Second, credits
are repaid with interest in U.S. dollars by the foreign country. Finally,
since the beginning of this program, we have extended or guaranteed
credits totaling just under $2 billion.

One must, of course, look at specific country situations to understand
our projections of grant aid and foreign military sales levels. But it
might be useful to note first the regional characteristics of our grant
and sales proposals.

Worldwide we expect a total of about $2.88 billion in military as-
sistance grants and foreign military cash and credit sales during
fiscal year 1972. These two programs break down into about 25
percent. grant military assistance, 20 percent foreign military credit
sales, and 55 percent for cash. Regionally, about 26 percent is expected
to go to the East Asia and Pacific area, 31 percent to the Near East and
South Asia area, 37 percent to Europe and Canada, 1 percent to
Africa, and 5 percent to the American Republics.

The East Asin and Pacific area continues to require substantial U.S.
military assistance—almost 70 percent of our worldwide fiscal year
1972 program. Two countries, Korea and Cambodia, dominate ———
the $501 million in military grants required for the area. The area total
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of 875 million for military eredits is needed for four countries: China,
— is well along in the transition from grant to sales, and Korea,
—— is making a good start. Malaysia and Singapore are to receive

each. Cash sales in the amount of about $170 million are ex-
pected for the area ————. In brief, we expect grant and sales to total
three-quarters of a billion dollars to the East Asia and Pacific ares—
approximately 67-percent grant, 10-percent credit sales, and about
23-percent cash.

In Korea, we are implementing the Nixon Doctrine in one important
way by reducing our own forces there as we assist the Republic of
Korea in building up its own defense capabilities. This will require
substantial amounts of grant aid funds, but the overall savings to the
U.S. will be great. Meanwhile, Korea is starting to purchase a part of
the equipment and supplies it must obtain from the U.S.: it would be
lllll‘i.':il, however, to expect this transition from grant aid to sales to
proceed at other than a very modest pace if we are to safeguard the
U.S. investment already made in Korea’s economic growth and
defensive posture.

Timely U.S. assistance initiated last year to Cambodia forestalled
a quick defeat of Cambodian forces when North Vietnam invaded in
force. Through our aid the poorly equipped and inexperienced Cam-
bodian force of over 35,000 increased to almost 200,000 volunteers.
They tie down substantial Communist forces that otherwise could be
deployed to South Vietnam and, in addition, are curtailing the flow
of Communist supplies. Much remains to be done, however, and our
proposed fiscal year 1972 program is designed to strengthen further
the important contributions Cambodia is making to the achievement
of U.S. objectives in Southeast Asia. This program is one of the high-
lights of the Nixon Doctrine in action since we have provided equip-
ment and they have provided the manpower.

The Republic of China is an excellent example of how military
assistance provides the shield behind which economic development can
progress—enabling the recipient to assume more and more of the
defense burden. A major grant aid recipient only a few years ago,
China today purchases out of its own resources over 75 percent of the
equipment and supplies it must obtain from the U.S. A large part of
its needs are met through local manufacture and rebuild. Our proposed
program is essentially credit and excess material, rounded out by a
modest grant aid program requiring MAP funds.

The relatively modest program proposed for the Philippines is
designed to continue assisting that country in maintaining internal
security and stability. '

For Indonesia we are proposing an expanded grant aid program for
this important country which has demonstrated, since the overthrow
of the pro-Cummunist Sukarno regime, a serious intent to put its
house in order and embark upon eonstructive relationships with its
neighbors. The economic situation in Indonesia precludes any sub-
stantial transition from grant aid to sales at this time.

We expect a total of about $878 million in grants and sales to the
Near East and South Asia area during fiscal year 1972. Grant military
assistance in a total amount of ————is required primarily for Turkey,
Greece and Jordan. Credit requirements totalling $420 million are
foreseen for seven countries in that area ——— We expect to make
$291 million in cash sales to eight countries ———




Turkey’s military requirements and poor financial status makes
relatively large amounts of grant aid necessary if its armed forces are
to maintain a reasonable capability to carry out their NATO mission.
The amount requested for fiscal year 1972 is — :

Jordan continues to face potentially serious challenges from both
radical Arab States and from internal Palestinian guerrilla forces. The
maintenance of stability there at the present time as we hopefully
move into a period of serious Arab/Israeli negotiations, is particularly
important, Our military assistance program is intended as evidence
both of our political support for King Hussein as well as our belief
that a stable Jordan will contribute to the achievement of a long-term
settlement in the Middle East. The economic disruption resulting from
the fighting last September and the reduction in financial support
received from various Arab States means that much of our ni:]l will
have to be provided as grant MAP. We believe ———— is required in
fiscal year 1972.

Greece is at a crossroads in the transition from grant aid to sales,
and the level of their purchases is expected to increase in the next few
vears. Because of U.S. strategic interests in the southern flank of
NATO and the fact that Greece has only just recently reached the
stage economically where it can afford to purchase military equip-
ment, Greece will need MAP funds of —— in fiscal year 1972.
Concurrently, potential levels of credit activity of ——— are antic-
ipated for Greece in fiscal year 1971 and fiscal year 1972. These
funds will be used to purchase major equipment items for force
modernization. As a complement to both the MAP and sales programs,
Greece will receive significant amounts of equipment that have
become excess to U.S. force mobilization requirements.

A cordial relationship with the United States has been the corner-
stone of Saudi foreign policy for over a generation.

American oil companies earn well over half a billion dollars per year
from their operations in Saudi Arabia and U.S. forces in Southeast
Asia obtain a large percentage of their petroleum requirements from
that country and the adjacent Persian Gulf State of Bahrain. In
addition, the U.S. enjoys important military overflight privileges and
U.S. Navy vessels have aceess to bunkering facilities.

We consider that our credit and cash sales programs are important
elements in maintaining satisfactory political relations with this king-
dom. At the same time, they enhance the positive role of the Saudi
Arabian government in strengthening overall stability on the Arabian
peninsula and in the Persian Gulf area.

The ——— requested for Israel is to ensure that the arms balance
in the Middle East is maintained. As a result of the UAR/Soviet
violations of the military standstill agreement of August 1970, the
President made it very clear that the U.S. intended to ensure that
the arms balance in the Middle East did not tip against Israel; and
additional aireraft, advanced anti-missile and ellectronic equipment,
and ground force materiel was provided to Israel. Accordingly, $500
million in credit was requested from and approved by the Congress for
fiscal year 1971 to help finance Israel’s greater arms needs. The
in credit assistance being requested for fiscal year 1972 is for the
same basic purpose. It will aﬁso provide Israel with reliefl from the
extraordinary economic burdens imposed by its defense requirements.
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The U.S. military grant assistance program for Iran currently
consists of training only. We expect Iran to play a major role in the
important Persian Gulf area. It has made impressive economic strides
and assigns great importance to the strengthening of its military
forces. Credit requirements for the foreign military sales program
to Iran are being met by ExIm Bank financing. We expect cash sales,
in part financed by ExIm, to total ——— in fiscal year 1972.

'.[‘he existence of a stable, politically moderate regime in Lebanon
is important to our effort to establish a lasting peace in the area. A
modest grant training and credit assistance program is required to
equip its army and security forces with the means of maintaining
internal security and to give evidence of U.S. political support to
the government.

Lebanon supports a negotiated solution to the Arab-Israeli conflict
and seeks to reduce the disruptive influence of radical elements both
from within and without.

Except for Portugal and Spain where the United States has im-
portant base rights interests, European countries receive no grant
military equipment. All transactions are on a cash sales basis, We
expect such cash sales to total more than $1 billion in fiscal year
1972, about one-third of that amount coming from ——— where
major procurements are expected.

Military aid to Spain has been an important part of the long
series of agreements with that country under which military facilities
have been made available to the United States. These facilities
remain important to Western defense, and aid will continue to be
provided under the agreement of August 6, 1970. The aid will include
credits from the Export-Import Bank and limited amounts of grant
materiel for the Spanish ground forces. Taken as a whole, the aid
will facilitate the modernization of all three Spanish services and
should lead to still additional sales in the future.

Grants and sales to Africa are limited in scope—reflecting the
U.S. policy of discouraging arms races and the unnecessary diversion
of scarce resources away from orderly economic development.

As in previous years, Ethiopia is scheduled to receive the bulk of
the grant materiel aid planned for Africa. The assistance is designed
to help Ethiopia improve its internal security capability particularly
in Eritrea. ———— MAP has also contributed to Ethiopia’s capability
to participate in collective security actions, as demonstrated in the
Congo in 1962 and again in 1967.

International security assistance to Latin American countries is
for modest military equipment modernization programs and for
internal security. Our grant aid programs are small and for training
only in fiscal year 1972.

Foreign military sales and grant assistance, excluding training,
have been subject for some time to a $75 million statutory ceiling
and numerous other constraints. Other restrictions on sales to Latin
America have caused the larger Latin American countries to look
elsewhere for their force modernization. Since the beginning of fiscal
year 1968, total armament sales by other than U.S. suppliers to Latin
America total over $850 million. A major share of these sales, particu-
larly for aircraft, would have accrued to the United States if we had
modified our restrictive policies at an earlier date.
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In conclusion, I would like to review briefly some of the principal
things we have accomplished.

In 1962, 52 countries were receiving materiel as grant aid under
this program; in 1970, that number had been reduced to 20 and, for
fiscal year 1972, we are proposing only 13.

Of all countries receiving grant aid materiel assistance since the
beginning of the program in 1950, 28 are now out of the program and
another 33 are receiving only training.

During the period fiscal year 1950-67, nine NATO countries of
Western Europe received more than $12.3 billion in grant aid. These
countries today are entirely self-sufficient and, since fiscal year 1964,
have purchased $5.8 billion in defense articles and services from the
United States.

These facts give substance to our accomplishments. But there are
no numbers that can measure the extent to which these programs
have brought the sense and reality of collective security to the free
world and thus to the United States.

Mr. Chairman and members of the committee, that concludes my
statement. I am ready for your questions,

Mr. Passman. Thank you very much, General Warren, for your
very comprehensive statement,

We will now ask some questions.

COMPARISON OF FISCAL YEAR 1972 MAP TO FISCAL YEAR 1971

General Warren, the fiscal year 1972 estimate for military assistance
worldwide is $705 million; is that correct?

General WArrEN. That is correct, sir.

Mr. Passman. That is $15 million above the appropriation for fiscal
19717

General WarreN. Yes, sir.

Mr. Passman. As we would compare this figure against the total
provided for fiscal 1971, would it exceed or would it be below?

General WArrEN. Sir, our fiscal 1971 program was $690 million of
new obligational authority, to which we added $60 million which the
State Department provided to the MAP program on the basis it was
to be paid back, and was in the supplemental. So, the grand total,
including the State Department $60 million, in fiscal 1971 was $750
million.

Mr. Passman. So, in reality, your fiscal 1972 estimate, then, would
be $45 million below the 1971 appropriation.

General WarreN. That is correct, sir.

OTHER MILITARY ASSISTANCE FUNDS

Mr. Passman. General Warren, you were present yesterday when
the committee discussed with the Secretary of Defense that the $705
million is not the total military picture as requested in the budget
submitted in January, because funds for Vietnam, Laos, Thailand,
NATO infrastructure, Support of Free World Forces in Vietnam, and
International Military Headquarters are included in the regular
Defense Department appropriation request, which is no longer carried
in this bill. Is that correct?

General WArRrEN. That is correct; yes, sir.

Mr. Passmax. If I recall, when these items were actually carried in
this bill, the annual request was in the neighborhood of $2 billion.
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General WargreN. That is vight.,

Mr. Passman. T wish you would insert in the record at this point,
the amount in the Defense budget for the countries and the items
that we just read into the |vund so we may have something to
compare the grand total for fiscal 1972 or against the program several
years ago.

General WARReN. Yes, sir; I have it here.

(The information follows:)

Military assistance—Defense budget, fiscal year 1972
[In millions of dollars)
Support of other nations._________ 2,230. 8

Vietnam. e .- 1,783. 9
Korea (in V wlrmm) —
Thailand._. . ___ __

T R S,

Other programs

International Military Headquarters . _
NATO infrastructure. - _ -

INCREASED REQUIREMENTS FOR MAP

Mr. Passman. I believe you indicated you wanted to insert some
information in the record to show that the situation is more intense
worldwide today than several years ago, and that would justify any
increase you may have now over previous years.

Guu-m] Wmmh That is correct.

There is increasing concern that in the Mediterranean area and also
in the Far East war area, we are facing a greater and greater threat
than we did a year or two ago. The increased Soviet naval activity
in the Mediterranean is somewhat alarming. The Soviet Navy is also
operating around Cuba these days.

Of course, in the Far East there is concern over Cambodia and Laos
and the massive invasion of Cambodia by North Vietnam. The North
Vietnamese troops and Vietcong went from about 35,000—mostly
supply handlers and administrative types—to 50,000, an increase of
15,000, many of whom were combat troops.

There are other problems, but those are illustrative, Mr. Chairman.

MILITARY ASSISTANCE IN THE FAR EAST

Mr. PassmaN. Of course, we have a military assistance program in
several of the Far Eastern nations. I guess the two in which we possibly
have the biggest investment would be South Korea and the Republic
of China.

General WArRrEN. Sir, the largest ones there ———

Mr. Passman. To keep the record straight, I believe the Secretary
of Defense referred to China as ——— yesterday.

General Warren. He did, sir. That was a rounded figure.

Mr. Passman. Do we want to stick with the figzure that was given
yesterday, ——

General WARREN. Yes, sir; as a rounded figure. The exact ficure
is — as indicated in the CPD.

Mr. Passman. Thank you.
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UNDISBURSED FUNDS FOR EAST ASIA-PACIFIC COUNTRIES

General Warren, would you place in the record at this point, if it
is not classified, the amount that is in the pipeline for each one of the
recipient nations under the military assistance program in the Far
East? By that we mean the funds that you had previously obligated
but you are waiting for deliveries to be made, the amount of obligated
but undisbursed funds. You may furnish that to the committee in the
form that you furnished it to the committee at the close of the last
fiscal year, or you may wish possibly to give us an estimate as of the
close of fiscal 1971, whichever is easier. Let it be as complete as you
can make it.

General WarrEN. Mr. Chairman, may I submit it as of June 30,
1970, which is the latest that we have.

Mr. Passman. That would be wonderful.

(The information follows:)

Military assistance program
[In thousands of dollars]

Available

Jor

delivery/

Country: expenditure !

104

226

, 989

227

Malaysia 224

BhiEppinads e s 0o R Re PN A e e = 794
Regional costs

Total, East Asia

!Includes undellvered balance on June 30, 1970, and the fiscal year 1971 program
(including supplemental).

Mr. Passman. What is in the pipeline and undisbursed to Korea?

General WarrEN. Approximately $104 million, sir. These are un-
delivered items that are programed and paid for, including excess
1tems.

Mr. Passman. If I recall correctly, last year the regular appropria-
tion for Korea was approximately $141 million. We gave them in a
supplemental of $150 million, bringing the grand total up to about
$291 million. You mean the funds have been disbursed that rapidly?

General Warre~. No, sir. This figure includes only those funds
that were actually disbursed for specific projects. The supplemental
moneys for Korea are not all obligated at this time.

Mr. Passman. I believe I stated it this way: Undisbursed funds to
the credit of these nations, because you carry them in a reserve status,
and as such this committee recognizes those items as being obligated.
Has that not been the policy in the past?

General WArgeN. Yes, sir.

Mr. Passman. That is what we want, the undisbursed funds to the
credit of these nations, whether it is obligated or unobligated, so we
may get the grand total of undisbursed funds in the pipeline. Is it
clear now?

General WarreN. Yes, sir; I understand. I do not have the figures
here.

Mr. Passman. Put them in the record, if you wish.

.{]‘leiv\'e the estimate for Korea, for undelivered, would be $268
million.
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General WArgEN. Sir, if we add the 1971 program as you did—the
figures I used were exelusive of that program—if they are added, our
grand total, including the 1971 original MAP and the supplemental,
18 about $390 million available for delivery or on order for L’m‘t'ﬂ.

Mr. Passman. Let us use that figure, if we may.

General Wargrex. Yes, sir.

BALANCE AVAILABLE FOR DELIVER\';’EXPENDIT[‘RE

Mr. Passman. If we get too many figures; it will not be clear. We
will use that figure. What we want is the total amount that will be
in the pipeline as of June 30, 1971, or December 31, and that will
cover Cambodia, China, Indonesia, Korea, and the Philippines. I
think if we put the figures carried on page 19, which is confidential,
that would be good enough. That which is in the shaded area is
classified. You can use the figures in column 3 reading from the left.

General WARrEN. Yes, sir.

That would be sufficient.

(The information follows:)

MILITARY ASSISTANGE PROGRAM AVAILABLE FOR DELIVERY/EXPENDITURE

|in thousands of dollars]

June 30, 1970, Fiscal v{ear
undelivered 97
Country balance program Total

Cambodia.............._. = o SRS SRR S T S 185, 000
R e o e T ) f 20, 017
Lndnnesia.._....... e s 17, 996

290, 802
16, 996 43,794

VALUE OF EXCESS EQUIPMENT AVAILABLE

Mr. Passman. Will you give us the same information on excess
equipment?

General Warre~. Yes, sir.

Mr. Passman. And the acquisition cost, as well as the legal cost,
for each one of those nations.

General WarreN. Yes, sir,

(The information follows:)

MAP—EXCESS DEFENSE ARTICLES
[In thousands]

_ Available for
delivery/expenditure !

Acquisition
1

Country:
Cambodia
China__...
Indonesia_

Vincludes undelivered balance on June 30, 1970 and fiscal year 1971 program,




88

TYPE AND RECIPIENTS OF EXCESS EQUIPMENT

Mr. Passman. It is my understanding that presently you have excess
military material in South Vietnam, uml that is being llun-|'t~||ul out
to this list of nations. What kind of equipment is it that is being moved
out of South Vietnam now as excess equipment to the United States
and being made available to our allies?

General Warren, Sir, I have some examples here and, if you wish,
some handouts.

First, may I clarify the source of these equipments. They are not
necessarily from Southeast Asia, sir. A lot of them are from our own
U.S. units that are deactivated or withdrawing from Korea, for
example.

Mr. Passmax. When I used that term, I meant that the equipment
is in that area.

All we want to know is the type of equipment that is being moved
out. Naturally, most of it would be from our own Defense Depart-
ment. We want the type of equipment and the nations that you are
moving it into.

General WARREN. Very well, sir.

I have a list of sample items that we delivered last year, which
include aireraft and 102 tanks. T'will put that in the record, sir.

(The information follows:)

EXCESS DEFENSE ARTICLES
|Following are examples of major items allocated during fiscal year 1971 ; values are acquisition costs]

[Dollars in millions]

Acquisition
Quantity and item Country

1 TF-102A aircraft

2 F-100F aircraft_ . ... ...

& TF-102A sircraft. . ... ...

2 F-100D aireraft. ..

18 C-47 aircraft =
3 2D ASWairenlt. .. ....... ...
102 M-48 tanks........--.-

326 M-48 tanks...

78 AA guns, 40mm._.

3 tugboats. _ . 2

68,644 carbines, .30 caliber.

1,500 Bull Pup missile components
7,121 machineguns, .30 caliber_
22,000 rifies.

858 trucks and trailers. .

3,258 trucks and trailers. -

2349 trucks and trailers. .

1,494 trucks and trailers..

2 P2 00 1N 00 v L) L e s B3 R3O O LN

EXCESS AVAILABLE ABOVE LEGISLATIVE CEILING

General Warren. I also have a list, for the information of the com-
mittee, of the type of equipment which has been offered to us for
distribution which we cannot distribute right now because of the $100
million legal ceiling on excess in fiscal 1971,

Just to illustrate our problem, this partial list that I prepared for
the committee includes, among other things, 699 tanks, 97 supersonic
aireraft, 744 light aireraft, 500 trucks. If we did not have the ceiling,
we could distribute today an additional $217 million acquisition cost
of long supply or excess materiel, and with 3 months to go in this
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fiscal year, I would estimate we will pick up another $250 million worth
of excess at acquisition cost.

Mr. Passman. Making a grand total of what?

General Warrex. The grand total would be somewhere around
$460 million worth of equipments, acquisition cost, that we cannot
deliver the rest of this fiscal year because of the ceiling, the $100 mil-
lion.

We have asked the services to try to hang onto this, but their yards
and depots are getting so crowded, if they do not get some relief they
will have to junk this stuff.

Mr. Passman. The facts are, this is excess to our needs?

General Warre~. Yes, sir.

Mr. Passman. And it cannot be disposed of in any civilian economy,
either in our country or any of the military assistance nations?

General WarreN. It cannot, with the exception of some nonlethal
items, like trucks or jeeps. They can be sold to the individual countries.

Mr. Passman. I am talking about military. You are prohibited from
selling it to civilians?

General Warren. That is correct, sir.

Mr. Passman. When it becomes excess, it means just that, that it
is excess and it is no longer usable by our own Military Establishment?

General WarreN. Yes, sir; and no longer desired by any agency in
the Government, because we screen it worldwide against all Govern-
ment requirements.

UNDER-UTILIZATION OF EXCESS EQUIPMENT

Mr. PassmaN. Then unless it is made available to the military assist-
ance nations, it simply means it would have to be junked and you
would take whatever salvage value is offered?

General WarreN. That is correct.

Mr. Passman. In many instances, inasmuch as you have a military
assistance program approved for these countries and if we make tha
appropriation, you would have to provide new military hardware in
place of the excess? Is that a statement of fact?

General Warrex. That is correct, sir,

May I add one point that came up yesterday briefly?

Mr. Passman. Yes.

General Warren. In Battle Creek, Mich., the Defense Supply
Agency keeps its computer where they record all of the surplus equip-
ment all over the world. The equipment is not solely military.
We screened our requirements against their computer last year and
took out everything we could use. About 95 percent of that excess
material which you may have read about in the paper—around $16
billion worth at acquisition cost—we do not want and will not use,
because we will never use any item of excess unless it fits into our
actual requirements for a specific country.

Mr. Passman. This eauses me great concern, because T recognize in
many instances, under this limitation, you will be buying new equip-
ment to deliver to the military assistance countries, whereas you have
excess equipment that you will have to junk because of the limitation
placed upon you by the Congress.
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General Warren, That is correct, sir,

Mr. Passman. It would, of eourse, mean that in all probability,
unless this limitation is raised, you will have to have a supplemental.

General WARREN. Sir, we need legislation in 1972, which is now
drafted for submission, to lift those restrictions,

Mr. Passman. I know that. I want the record to be absolutely
accurate. I do not want it any other way. I do not want it exaggerated
against you or in favor of the military.

I think I understand the situation quite well, and it causes me a
lot of concern when I realize that if we do not permit you to utilize
this excess equipment, then you will have to junk it and you will go
out and procure new equipment for these nations, when the excess
equipment would have served the same purpose. Is that correct?

General WArreN. That is basically correct, sir.

VALUATION OF EXCESS EQUIPMENT

Mr. Harraway, I did not get the answer as to what the valuation
is and how you determine the valuation.

General WARREN. The law specified this past year that the value
would be computed at one-third of the acquisition cost.

Mr. Harraway. Regardless of how old it is?

General WarreN. That is right. That is a pretty accurate average
of the value because we ran some surveys in several areas on selected
items, and it came out that about one-third is a reasonable guess as
to its market value. We call it legal value, since it is now in the law.

EFFECTS OF LEGISLATIVE CEILING ON EXCESS EQUIPMENT

Mr. Haraaway. What is the reason for the $100 million ceiling?

General WarreN. 1 do not know a sound reason for it. It is a very
damaging ceiling. One reason is probably because there is a lot of
nisunderstanding in the Congress regarding the excess program. Over
2 years ago when our grant aid funds were cut down, we started an
all-out drive to use every bit of excess materiel we could find that
met validated requirements. As a result of that effort it took us a
year to get our requirements on computers so we could compare our
requirements with the computer record of the available stock.

Our program, when we got it going, was extremely effective, which
resulted in deliveries of over $425 million, acquisition value, of equip-
ment in fiscal year 1970.

Many Members of the Congress were very concerned that we were
doing something improper. This was not the case. We finally had
gotten our program going. And, as a result of that, and not under-
standing it, possibly, the $100 million ceiling was put on for this fiscal
year.

I do not know if you were here, sir, when I mentioned to the chair-
man that I have some samples of things that are available that we
cannot deliver because of the ceiling. These items total $217 million
in acquisition value, including 699 tanks, 97 supersonic aircraft, 30
105-millimeter howitzers, 589 trucks, and so on. They are just sitting
in the disposal yards.

If we cannot move them, they are going to junk them.
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Mr. Passman. Which would bring about 1 percent, I believe it was
testified to, of its acquisition value.

General WarrEN. Something like 6 cents per pound on a ship hull
or a cut-in-half tank, or something like that.

Mr. Harmaway. Have we any control over the excess? If we took
the ceiling off, could you send the whole $400 million worth to China
for example?

Mr, Passman. I feel that I should interject, because I think I
understand the question. The Defense Department have always
indicated in advance just how much excess each nation can get. They
come to all the committees and they tell the committee, “Here is
what we propose to transfer to China and Korea.” We always know
in advance the amount of equipment to be rogramed for each country.

I think this year it is — to China, They do not have an across-
the-board right. This committee and all other committees would cut
You apart,

Mr. Hareaway. It is in the appropriation bill itself?

Mr. Passmax. The amounts are contained in the justifications which
are reviewed by this committee.

Mr. Rovsar. What happens in the event this equipment becomes
junk? Does anyone have any control as to where it will eventually
end up?

General Wargen. If it is junked, sir, it goes into recognized disposal
yards all over the world. There are about 50 or 60 of them. Anybody
can buy it. In some cases they will have bids, in other cases there it is,
if you want to buy it.

Mr. PassmaN. After it is junked, it cannot be used as military
equipment. It is really junk as such.

General WARREN. Yes, sir,

May I comment on the point of control, because I think this is
important.

CONTROLS ON USE OF EXCESS EQUIPMENT

As a result of the last year’s rather successful program which have
have already mentioned—where we delivered more than $425 million
when we thought at best we could achieve no more than $200 million
acquisition value—we established a plan this year and are asking the
Congress to approve a reasonable ceiling. We have provided our esti-
mates of country ceilings that we would try to abide by through the
year on the deliveries of excess.

We feel there should be some flexibility with the ceilings, that they
should not be firm or set in law, because we do not know what we are
going to get and each country is different.

First, we were going to establish a worldwide ceiling of $200 million
legal value; secondly, country target ceilings that we hope we could
have flexibility with; and, thirdly, report to Congress four times each
year on all the details of our long supply and excess program as it
proceeds, or report immediately if we have major excess deliveries
that differ from that previously reported so the Congress is fully
informed.

I think this would solve some of the concern that the program
is out of hand, because it is not.

One other point. We have a Defense Control Group now that we
did not have 2 years ago. It is managed and chaired by my office




92

with membership participation by State, Joint Chiefs of Staff, and
several other offices within Defense. l'ht‘\ are the ones that allocate
these excess major items. So, it is not haphazard. [t is carefully
controlled and each allocation must be approved within the Office of
the Secretary of Defense.

Mr. Passman. Is it true, General Warren, that unless this situation
is corrected, it is a long step toward destroying the military assistance
program to our Allies?

General WAarrex. This is correct.

AVAILABILITY OF ADDITIONAL EXCESS EQUIPMENT

One other thing. This next year, Mr. Chairman, as you know, as
we withdraw more and more troops from South Vietnam we are
going to have more excess equipments that are in good shape be-
coming available than we ever had before. If we cannot use this
equipment, we will lose hundreds of millions of dollars of value
because of this.

NEED FOR ADDITIONAL EQUIPMENT

Mr. Passman. Are we not committed under the Nixon doctrine to
modernize the military forces of these nations so as to bring our
men home? Last year you had a regular appropriation for Korea of
approximately $141 million, plus a supplemental of $150 million,
which totals about $291 million for Korea. The supplemental was
based on the fact that we were going to bring out 20,000 troops, and
we felt we should start modernizing the forces to protect our large
investment we have in that country.

Under the present legislation, when you put all the pieces together,
it simply means if you have an urgent need for military hardware or
equipment, we will say, for country B, you may have in that country
exXeess (-qulplul-m that would meet that need, but if you cannot
utilize this excess equipment on account of the limitation, then you
have to take it out of your regular appropriation.

If that was inadequate, I believe you could use section 506 to
borrow up to $300 million from the Defense Department, is that
correct?

General WARREN. Yes, sir. The latter you mentioned is the Presi-
dent’s drawdown authority from Defense stocks, yes, sir.

L
(Off the record.)
SUPERSONIC AIRCRAFT PROVIDED TO OTHER COUNTRIES

Mr. Suriver. This noon, before I came into the committee room,
[ was talking to a member of the Appropriations Committee who w as
interested in finding out from the Pentagon last week, prior to the
discussion on the floor of the supersonic transport, how many super-
sonic planes have been sold to other countries.

General WArreN. War planes, sir?

Mr. Suriver. Yes.

General WarreN. I cannot give an accurate figure. I will put it in
the record. In the last, let us say, 5 years, I would guess around 700
to 900 jet fighter-type aireraft. This 1s a guess, if T may correet that.

(The information follows?)
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SALES OF SUPERSONIC AIRCRAFT

Sinee the early 1960’s the U.S., Government has sold approximately 1,100
supersonic tactical aireraft.

Mr. Suriver. How many have we given or sold to Taiwan?

General Warren. In the ease of Taiwan, I have their exact inven-
tory here.

Mr. SariveEr. I want to report to this member of the committee.
He is entitled to know. I do not know why he could not get the infor-
mation when he wanted it, He needed it in connection with the
debate. You would think this was something new.

General WarreN. In the case of Taiwan, I have it here roughly.
There are approximately ———— F-104s, which is a Mach 2, twice
the speed of sound, aircraft.

There are ——— RF-101 and about ———— F-100. All of them are
supersonie, although the last one is pretty old.

So, Taiwan has, I guess, a total of more than ——— aircraft in her
inventory.

Mr. Suriver. How about Korea?

General WarreN. Korea has approximately ——— total aireraft,
of which roughly ——— are F-86 types of Korean war vintage which
are growing obsolete. The more nunllvl'n aircraft that Korea has are

-4 Phantoms and ——— F-5s, the latter being the light-
weight, short-legged Northrop fighter. It is a good airplane.

Mr. Sariver. How about Turkey?

General WarreN. Turkey has a rather large air force. Turkey has
———— I"-104s, the Mach 2 aircraft I mentioned. She has —
F-102s, which is an all-weather interceptor. She has ——— squadrons
of F-100s. She has .

Mr. Sariver. What is a squadron?

General WARREN. It is usually 18, sir. I have it accurately here.

Turkey has approximately ——— aircraft of the fighter-bomber
types or interceptors, sir.

Mr. Sariver. How many of those would be supersonic?

General WArRrEN, All of that group except ——— F-84s are
supersonic.

Supersonic really does not mean an awful lot, Mr. Shriver. The
F-100 will go supersonie only at certain altitudes. It is an old airplane.
It is a good airplane.

Mr. Passman. Does it still fall into the supersonic category?

General Warren. Yes, sir. It will do about mach 1.23, at altitude.
It is & good fighter-bomber.

Mr. Sariver. I wonder why they would not release that informa-
tion.

General WarreN. Sir, who was asking for the information?

Mr. Sar1vER. A member of the Appropriations Committee.

Mr. Knavr. Whom did he ask?

General WarreN. There is no problem. Tt is classified because it
gives their order of battle, but it is certainly available to anybody here
who would like to have it, in detail. I have the inventories of most of
the MAP countries,

Mr. Suriver. It was to be used just roughly, as « figure, in debate.

Mr. Passman. If it is elassified by nation, would you mind giving
us the total number of plapes m these nations that would be con-
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sidered supersonic? Let us get the grand total. I think that would
have served his purpose, would it not?

Mr. SuriveEr. I am not particularly interested in this if it is calssi-
fied, if we cannot show it in the record.

General WArreN. Sir, I can give you figures which are approximate
or I think are worded so that, if we do not break it down by exaect
type, you could use in an unclassified way.

What I have here is strictly from the intelligence sources. It is the
latest, and it is classified.

Mr. Suriver. One rather interesting comment that was made to
him was, “I can’t tell you, but you can look in a certain issue of
Aviation Week and get that informtion.”

General WarrEN. Sir, I eannot vouch for the accuracy of material
printed in magazines. Many of the articles iu aviation journals are
very good.

Mr. Sariver. Thank you, General.

Mr. Passman. I do not know if the gentleman requested this or
not. Would you place in the record the total number of aireraft that
we made available to all military assistance nations that could be
classed supersonic.

(The information follows:)

SupersoNic ArcRAFT FurnisHEp UNpeErR MILITARY ASSISTANCE

The following table lists the number of supersonic aireraft furnished to foreign
countries as Grant Aid under the military assistance program from incepition
(fiscal year 1950) through September 30, 1970:

No. of No. of
Country: Alreraft | Country: Aireraft
Belgium ; Turkey . sty So 8T 30
Denmark Ethiopa 2
France Morocco
Italy 5
Netherlands_ . ____.______
Norway Philippines
SJmin Thailand
Gréece. oo LR Vietnam

TRANSFER OF EXCESS F-104 AIRCRAFT

Mr. Passman. Incidentally, those F-104s that vou mentioned were
in the excess stock, were they not?

General WARrEN. Yes, sir, Those that the Air Force released from
its last squadron last year.

Mr. PassmaN. They were excess. They either allocated them to
nations that could use them or else they would be junked. Is that
correct?

General WARrEN. In the case of the F-104 squadron last year, it
is not quite correct, because if we had not been giving China

Mr. Passman. I am not talking about China. I am talking about
any nation you transferred F-104s to, you did so only after they
became excess to our military use.

General WArreN. This is true, except in this case the F-104
squadron would have gone into the Air National Guard. This is a
decision made by the Pentagon.
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Mr. Passman. How many would that have been?

General WarreN. T think there were — aircraft,

Mr. Passman. Out of how many in grand total excess?

General WarrEN. Sir, we did not have any others. Those are the
only F-104s that became excess last year. It cleaned out the Air Force
inventory of that plane.

Mr. Passman. Those you transferred to the Republic of China were
what kind?

General WarreN. These were the F-104, sir. The squadron for
China you speak of replaced the last F-86 tactical fighter squadron in
the Republic of China. We wanted to replace the F-86s because, as I
indicated, they are becoming obsolete and hard to support. That
squadron will help us complete our program for getting rid of the
F-86s.

Mr. Passman. But they were excess?

General WARREN. Yes, sir.

Mr. Passman. In this one instance, vou would either transfer them
to one of our allies, military assistance nations, or eventually they
would have had to be junked?

General WARREN. Yes, sir, although there is one exception.

Mr. Passman. I am talking about the F-86, not the F-104s.

General WarreN. That is correct.

(Off the record.)

REAPPROPRIATIONS, RECOUPMENTS, AND REIMBURSEMENTS

Mr. Passman. I shall move with a little speed. We disposed of the
5-minute rule on the military assistance program yesterday with the

understanding that each member would consume all the time needed
for his questions, and then go around the table. Whether we are here
2 weeks or 3 weeks, we will operate on that basis. I will ask some very
brief questions.

General Warren, as I read the record, you have $4 million in the
request for reappropriation for fiscal 1972.

General Warren, Yes, sir.

Mr. Passman. How does that compare to the previous 3 years?

General WarreN. Sir, it was $3.7 million last year, and $5 million
the year before.

Mr. Passman. So far as the recoupments are concerned, in fiscal
1972 you will have available $18,500,000?

General WarrEN. We hope so. That is an estimate.

Mr. Passman. How does that compare with last year?

General Warren. Last year we estimated the fiscal year 1971
recoupments would be $31 million; however, when it became evident
that we could not meet that estimate, the level was revised downward
to $17.3 million, and in 1970 they were $31.4 million. Our recoupments
dropped off, not only because we have expedited deliveries, but be-
cause programs for the past 3 years have been much smaller.

Mr. Passman. In other words, it has been cut down very sub-
stantially and is holding about level for the past 3 years.

General WarreN. Yes, sir.

Mr. Passman. You get down to a question of $4 million reappros=
priated funds, that is about as low as you can get it.

60-208—T71—pt. 1 T
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General WARrreN. Yes, sir. We count on the $4 million being: re-
appropriated in our program which we have presented to you.

Mr, Passman. T understand that perfectly. If you had a place to
obligate it, \\'i!_\' didn’t you uhlij_".‘:h' it?

General WarreN. We have no assurance that it is §4 million. It
is our estimate based on the previous year's activities. Because of the
11::1\1'1‘\\'0]'1& on all of these }rl'u_"ii'(':-'. it takes several weeks after the
end of the fiscal year before we know what we actually still have'left.

Mr. Passaan. But you could have obligated the $4 million had you
had a need for it?

General WArreN. Yes, sir. We would be risking going over, of
course.

Mr. PassmaN. You mean you have to play for some margin there,
for fear of going over?

General WARREN. This is partially true. At the end of each fiscal
vear we have all of the available funds obligated. It is not/until after
the fiscal year closes that some funds are deobligated.

My. Passman. Would vou update the table which ap)

404 of 1'.:4‘. ‘\'t':-.l‘.‘- hearings which related to the '.n||'__
appropriations, ‘and ‘unobligated balances?

(The table follows:)

BUDGET ESTIMATES, APPROPRIATIONS, AND UNOBLIGATED BALANCES

[in mi

avallable in

1
8
.1
2
8
4
2
1

ation

3 e gt G et et G B Y R e

1965

1966 T
1966 supplemental
1967 .
1968 1!
1968 supplemental
1968

1970. ..

1571

1971 supplemental
1971 transfer. .. ....._.

oW

1 To liquidate sec. 510 authority utilized in fiscal year 1965 (§75,000,000
ESTIMATED VERSUS ACTUAL DEOBLIGATIONS

Mr. Passman. Also update the table which appeared on page 405

of last year’s hearings concerning the original estimate of deobliga-
tions and the actual, by year.
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General WagrreN. Yes, sir.
(The table follows:)

RECOUPMENTS, ORIGINAL ESTIMATE VERSUS ACTUAL, FISCAL YEARS 1961-70

[In millions of dollars]

_ Original
Fiscal year estimate Actual

L Increase of 62,500,000 in fiscal year 1966 recoupments over origi
programed for India and Pakistan ($32,100,000) and European pha of duplicate
funding in prior years for $14,300,000 of materiel which was furnished to rec pients from MAP-owned s (c) return
Iog use by the Army of communcation equipment intially procured for tndonesia and in a suspended shipment status
(55,400,000).

* Inerease of $51,200,000 in fiscal year 1967 recoupments aver original estimate mianly due to (a) drawdown from prior
year undelivered balances for India and Pakistan ($43,000,000); (b) intensified review and screening of prior year programs
to purge all possible recoupments (38,200,000,

3 Actual not yet available,

AMOUNT OF NOA TO BE SPENT IN FISCAL YEAR 1972 AND FUTURE

Mr. Passman. Would you please estimate how much of your re-
quest for NOA for fiscal 1972 will actually be disbursed in fiscal 1972,
and how much will be spent in future years, if the Congress should
approve your request?

General WarRrEN. Yes, sir.

Mzr. Passman. In other words, in simple terms, what we are asking
for is a leadtime estimate.

General WarreN. We estimate we will spend $345 million in fiscal
1972, and

Mr. PassmMaN. You may put that in the record, because we have
to move along. We have many fine Members to ask questions.

(The information follows:)

FiscaL YEAr 1972 NOA Srent IN Fiscan Year 1972
(In millions)

Fisecal year 1972 NOA spent in fiscal vear 1972_
Fiscal year 1972 NOA spent in subsequent years_____

18 1 e R e T S i S = RN e i §TCWF 705.0
Mr. Passman. We earlier requested that you place in the record a
table showing the undisbursed funds. We will use the terminology
requested earlier, because you have a stopping' place in that table
because the figures in the shaded areas cannot be included, is that
correct?
General WarrEN. Yes,[sir; they are classified.
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PROCUREMENT LEADTIMES

Mr. Passman. Would you place in the record a list showing the
average leadtime needed to procure various items of military equip-
ment, especially tanks and aireraft?

General Warren, Yes, sir,

(The information follows:)

There is an average leadtime of 24 months in providing major items of equip-

ment such as aircraft, helicopters, ships, combat, and general purpose vehicles,
construction equipment, and communications equipment.

MILITARY ASSISTANCE TRAINING

Mr. Passman. It is my understanding that in fiscal 1972 there will
be 46 countries which will be receiving some type of military assist-
ance, either military equipment or training.

General WarreN. Forty-six is correct. Only 13 will receive equip-
ment.

Mr. Passman. The others will be military training?

General WARrREN. Yes, sir.

Mr. Passman. But it takes some type of equipment to train people,
does it not, small arms or something?

General Warren. We have no hardware programs for any countries
in 1972 at this time, sir, except the 13 that [ mentioned.

Mr. PassmaN. What are they trained with? You have them out here
training to use sidearms or a rifle. What do you use to train them with,
if you do not have any equipment? I do not want to be too exacting,
but I think we should know. You do not have them there with wooden
guns, do you?

General WArreN. First of all, in the 13 countries, 10 of the countries
are the only ones that have programs of over $5 million. They use
approximately 95 percent of the new authority we are speaking of.

Most of the training will go to those large countries. Their people
will be brought here, or to our schools overseas and trained on U.S.
equipment so they become qualified to use the equipments that we
have either sold or given them.

Mr. Passman. If you bring these military people to this country,
school them and train them and they become military-minded and
return to their respective countries, does that not lead to requests for
military (‘qt.li}lnlt'lli- at some subsequent date?

General WarnenN. It could, sir. Most of them, however, go back to
operate U.S. equipments that are already in-country.

Mr. Passman. So, really either they have equipment they can
operate in the country, or else there would be a request for it. Does that
make sense?

General WARreN. Yes, sir. There are some courses that do not
relate to equipment, like our professional schools such as the Air
War College and the Navy War College.

Mr. Passman. But the whole thing is built around military equip-
ment.

General WarreN. That is correct, yes, sir.

Mr. Passman. You would not train a doctor and let him get his
diploma to specialize in surgery and set up an office and say all this
is just for fun and you are not going to be permifted to practice. I
think we might as well be realistic about this thing. If you train them
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in military procedures, they are not going to go home and play with
Si-ii’kh.

I think the record is abundantly clear, if we had time to run it
down from the beginning up to now, that a lot of the nations that
used to receive military traning, at a subsequent date got military
equipment from this country or some other country.

To what extent, we do not know.

[ do not think we ought to have our constituents or the Members of
Congress on other committees believe we train them and make them
proficient in the use of arms and equipment, and then send them back
to plant flower gardens. It just doesn’t work that way.

I think you have made the record very clear that they go back and
use the equipment they already have,

General WARrgeN. Yes, sir.

(List of training grant aid countries follows:)

Countries 10 Receive Fiscan Year 1972 Grant Am (INcLupiNg
U.S. Tramning OnwLy)

Number of countries to receive fiscal year 1972 grant aid are as
follows:
13 COUNTRIES TO RECEIVE MATERIEL AND TRAINING

Cambodia Liberia
China Philippines
Ethiopia Portugal
Greece Spain
Indonesia Tunisia
Jordan Turkey
Korea
83 COUNTRIES TO RECEIVE TRAINING ONLY !

Afghanistan ® Lebanon 2
Argentina Malaysia
Austria ? Mali®
Boliva Mexico
Brazil Morocco
Chile Nepal 2
Colombia Nicaragna
Congo Nigeria
Dominican Republie Pakistan 2
Ecuador?® Panama
1 Salvador Paraguay
Ghana Peru
Guatemala Sandi Arabia
Honduras Senegal
India? Uruguay
Iran Veneznela

' The identity of one “U.8, training only” country is classified.

*1.8. training only (11 countries).
* Presently suspended ; may be resumed.

COUNTRIES ADDED OR DELETED

Mr. Passman, Are you adding any new nations to the military assist-
ance program in fiscal 19727
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General WagrgeN. Yes, sir.

Mr. Passaan. What nations are they ?

General WagrrenN. The only addition was materiel for Jordan.

Mr. Passaan. Have you deleted completely any nations in fiscal
year 1972, that had either training or hardware in 19717

General Warrex. We deleted — gir.

MAP COUNTRIES UNDERGOING COUPS

Mr. Passman. How many countries to which we supplied military
assistance in fiscal 1971 or prior years had coups last year and this
yeart

General Wagrren. Could I put that in the record, sir? I think six.
May I refine that?

Mr, Passaax. Yes; if you would, and put it in the record.

Mr. Loxg. I did not hear that question.

Mr. Passman. How many nations where we have previously had
military programs, had a military coup in 1971. He said six. There has
been one recently.

Mr. Loxg. Out of how many ?

Mr. Passaran. Out of the 46.

Mr. Lone. Out of 46. That is a pretty good percentage for 1 year.

Mr. Passaran. How many of those had more than one coup in fiscal
1971¢

General Wargen. I do not have the 1971 figure, sir. I will put it in
the record.

Mr. Loxg. In about 10 years, wouldn’t you get around to everybody ?

General Warren. In the last 20 years, since MAP started, there have
been fewer coups than there were in the 20 previous years, but that
really does not prove anything.

Mr. Passman. They are going to keep on changing governments,

Mr. Loxe. Isn’t it hard to have more than one coup a year per
country ?

General WARreN. Yes.

Mr. Passaran. You have had as many as three in 1 year in one
country in the past. :

Mr. Loxe. It is a strain, you know.

Mr. Passman. That is a way of life. Much as we desire to change it,
I do not know whether we can do too much about it.

(The information follows:)

In 1970, there were coups in three countries where we had, or previously had,
military assistance programs,

In 1971, there have been no coups in any countries in which we have, or have
had, a military assistance program.

SUSPENSION OF MAP

Mr. Passman. In how many nations that were recipients of the
military assistance program in fiscal 1971 did you suspend such
assistance ?

General Warrex. In fiscal 1971, FMS sales and grant materiel
deliveries were suspended for Ecuador, sir. I do not believe there are
any others. May I ask Mr. Chapman, of State?

Mr. Crapyan. Thatisall.

Mr. Passaan. How about Chile ?
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General Warren. To my knowledge, Chile has not been cut off.

May I refer to State, sir, because that “decision is the responsibility of

tl

1e Secretary of State.
Mr. Caapnaxn. The grant materiel program for Chile ended in fiscal

year 1968. We are c 111'1011[]\‘ providing only grant training.

MAP FUNDS FOR CIVIC ACTION

Mr. Passman. Would you please update the table which appeared

on page 420 of last year’s hearings concerning the civie action
programs ¢

General WarreN, Yes,sir.
(The table follows:)
U.S. MILITARY ASSISTANCE FUNDS FOR CIVIC ACTION PROGRAMS—FISCAL YEAR 1962
THROUGH FISCAL YEAR 19711

|in thousands of dollars]

Fiscal year—

Areafcountry 1962-67 1968 1969 1970 1971

Latin America:

i i F R L 8 LR | 2,100 17 17 12 =
Bolivia_.._...:. 3 1, 896 75 29 26 3
Brazil.... 2 9,254 - 53 7 2
AR R, S A B Y TR TSN E 4 124 91 29 11 18
Colombia. ... 4,481 354 49 104 73
Costa Riea_________ 27 da .- M o as
Dominican Pepuhllc. 642 107 33 17 25
Ecuador. s 1,287 21 93 66 17
El Salvador.. 5 13 e e e T
Guatemala___. .. i e e 1,426 226 324 15 16
Honduras. . . B s TRl A AT 337 176 176 12 14
Mexico 22 1 2 2
Nicdragua. ... J 1 S SLILYE R B SN 10
Panama..... 2 % 94 3 568 1
Paraguay. . - A5 Akl il 3,545 257 159 109 33
Peru_.. e N S e et . T 8,395 - PSSR T 2 1
Uruguay. . . .. SR 1,061 37 4 23 2
N i ke s e 103 8 L] 13 3
L BN e el s S A 9‘_ .........
Arem bt s e R : 39, 380 1,418 981 l 055 218
East Asia:
Cambodia. . L i e G e o b R e L
Indonesia. 5,395 4,124 4,900 5,708 14,488
Korea......... 1,434 5 e s R s e s
Laos... . Pt
Philippines. . 8,518 4,730 8 17 180
Thailand e A T A R T SR T wly AN
Vietnam... ’

T RS e SR = ¢ RS e 18,824 9 195 4,908 5 ?25 1-1 655

Near East, South Asia, and A

5

Ethiopia
Gresce
Guinea... ks
lran... cem
Jordan. ..
Libaria
Libya. .
Mali
Morocco. ... cac-a-

Wi e
le“
Tunista

Upper Volta. ..

OTER . o v vt v il e e

Worldwide total. .- oo ieeeieiaaes ©BL,042 10,643 589 6,78 15, 089

2

5 the 1st year that civic action 3ssistance was so identified in MAP. Fiscal year 1972 worldwide total

1 Fiscal year 1 3
000, MAP civic action assistance to Vietnam was terminated beginning in fiscal year 1965, to Laos

estimatad at

and Thailand beginning in fiscal year 1968; such assistance is now wholly sefvice funded.
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MAP EQUIPMENT IN RECIPIENT COUNTRIES

Mr. Passman. As I recall, each year we like to diseuss the problem
concerning the type of equipment located in the countries the United
States relies on to be the first line of defense in case of war. If you
could put something in the record on that, we would be grateful.

General Warren. Yes, sir.

Mr. Passaan. I refer to Turkey, Greece, and the other forward de-
fense countries.

(Note: Information was supplied to the committee.)

STORAGE COSTS FOR EXCESS EQUIPMENT

Mr. Passyax. Just one other question about excess military equip-
ment.

If it is excess and you cannot utilize it, then you have to pay storage
until it is finally junked ?

General Wargen. It costs money to store and handle, yes, sir.

Mr. Passaran. Do you have any period of time in which you move
from excess to the junkyard ?

General WarreN. No, sir; there is no schedule. As a matter of fact,
in view of this ceiling, we have asked the services to hold up on
volunteering excesses as much as possible the rest of the year, because
we are already at the ceiling, and we have $250 million worth of excess
that we cannot deliver.

PERCENT OF MAP EQUIPMENT OPERATIONAL

Mr. Passman. If you would, General Warren, place something in

the record as to what percent of the total grant equipment provided
by the military assistance program to the foreign countries now on
hand is considered to be operational.

General Wargren. Yes, sir.

(The information follows:)

[Dollars in thousands]

Total  Percent still Percent
Country delivered in country operational

East Asia:

Cambodia
China, Republic of
Indonesia
Japan__.
Korea..... s 964,
ippi 332, 9500
455, 700

1,226, 537
574,903

Saudi Arabia. - 1
Turkey # - A

29,753

Guatemala. . .......cooaaa..
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|Dollars in thousands]

Total  Percent still Percent
Country delivered in country operational

Latin America—Continued
Honduras. . _.

Paraguay
Peru
Uruguay
Europe:
Austria_ ...
Belgium
Denmark
France
faly......
Luxembourg_ .
Netherlands
Norway
Portugal
Spain
United Kingdom_...
Africa:
Congo._-......
Ethiopia
Libya__ e i s 5! } D,
Mordetnt oo = : iz 27,196
Tunisia_... ... Al J A 3,114

VALUE AND DISTRIBUTION OF MAP EXCESS

Mr. Passaan, If you would place in the record, General Warren,
an estimate of the total acquisition value of excess equipment, the
legal value, the location of this equipment, and the percentage that
is In the United States and other nations of the world, I think that
would help us greatly.

General Warren. Very well, sir.

Mr. Passman. Much of the excess equipment is in other countries,
and you transfer out of one country where it cannot be utilized to
other countries, is that correct ?

General Warren. Yes, sir,

(The information follows :)

ESTIMATE EXCESS BY AREA

[Dollar amounts in thousands]

Acquisition
Area value Legal value Percent

[+ |11 R —— T e SRS S $360, 000 $120, 000 60
A 168, 000 56, 000 28
Pacific 72, 000 24, 000 12

600,000 200,000 100

COUNTRIES WITH TU.S. BASES

Mr. Passman. In what countries does the United States presently
have base right privileges?
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(The information follows:)

General WarreN. Under applicable agreements, the United States has base
rights privileges in the following countries and areas:
Antigua (United Kingdom) Greenland (Denmark)
Ascension Island (United Kingdom) Iceland
Australia
Azores (Portugal) Italy
Bahamas (United Kingdom) Japan
Barbados Korea
Belgium Morocco (use of communications fa-
Bermuda ( United Kingdom) eilities on Morocean base)
British Indian Ocean Territory Netherlands
Canada New Zealand
Canton Island (claimed by both United Philippines
States and United Kingdom) Republie of China (Talwan)
_— Seychelles (United Kingdom)
Ethiopia Spain
France (use of pipeline operated by Thailand
French personnel) Turkey
Germany Turks and Caicos (United Kingdom)
Greece United Kingdom
The United States also maintains bases in the Canal Zone, Cuba, and Okinawa,
under treaties with the Republic of Panama, Cuba, and Japan, respectively.

Mr, Passman, What countries in the last 5 years have withdrawn
base rights?
General Warren. Libya is the only one I think of.

MOROCCO

Mpr. Passmax. Just prior to that, Morocco?

General Warre~. No, sir. We have rights in Morocco.

Mr. Passsan. They are limited, are fhe\« not, General?

General WarreN. They are limited. We have the use of a communi-
cations station in Morocco.

Mr. Passaan. We no longer have the right to take in and out our
military planes, loaded or llultmleti, do we?

(eneral WARREN.

Mr. Passymax. I would like to insert an extract from page 2005 of
our fiscal year 1961 hearings, part 2 concerning this subject.

(The extract follows:)

MOROCCO

Mr. Saccio. The United States has built and has the use of three active major
airbas arge naval air and communications complex, and an important Voice
of America relay station in Moroeco, In a joint mmmmmmu issued at the time
of President Eisenhower's visit to Moroceo in December 1959, the United States
agreed to evacuate these facilities by the end of 1963.

Mr. Passyaan. What military facilitie 'S does the U.S. presently have
in Morocco and what are the terms of use ?

General WarreN. The U.S. withdrawal from military bases in
Morocco was completed in 1963. However, it was agreed the United
States Government could continue to use certain communications fa-
cilities at the naval communications station comprising Kenitra Sta-
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tion and the transmitting/receiving sites at Sidi Yahia and Bouknadel.
There are no terms to this agreement.

SOVIET MILITARY PERSONNEL ABROAD

Mr. Lone. I think you have raised another interesting question to
which I would like to have an answer, even if it is classified. What is
the distribution of Soviet personnel in these various countries in the
Middle East and elsewhere? If they can put that on the record, T will
be happy to have it, but if they can’t, let’s have it on a classified basis.

Mr. KNaur. We can give it fo you on a classified basis.

Mr. Loxe. T would like to see what the extent of it is.

Mr. Passman. Gentlemen, you have problems and we recognize that.
We want to be helpful.

(Classified information was furnished the committee.)

REHABILITATION OF EXCESS EQUIPMENT

Mr. Passman. General Warren, are there funds included in the
military assistance appropriation to refurbish and refit equipment
obtained through equipment loans?

General WarreN. Yes, sir.

Mr. Passsan. How much is contained in fiscal 1972’s request for
this purpose?

General Warren. I will have to provide that for the record. T don’t
have it.

(The information follows:)

In the fiscal year 1972 program request we have [deleted] for refurbishing
of [deleted] submarines for Turkey. Authority for the loan of two of these
submarines is contained in Public Law 91-682; authority for the loan of [deleted]
will be sought in a bill presently being prepared by the U.S. Navy.

Mr. Passman. The excess equipment made available to Military
Assistance nations, they pay for the refurbishing of this, do they not,
out of their funds?

General Warrex. Were you asking about grant aid countries or
all countries?

Mr. Passmax. Iam talking about grant aid countries.

General Warren. It is done on a country-by-country basis. We,
from the MAP program, normally do the rehabilitation out of the
MAP dollars allocated. If they have the capability or funds—and
many of them do—they will pay for their own rehabilitation.

For example, in the case of China, we found some excess F-100’s
a squadron of them, and we released them to the Republic of China
and they are rehabilitating them at their own expense,

Mr. Passmax. Not out of any grant aid funds we have given them?

General WarreN. No, sir; at their own expense.

WITHDRAWAL OF U.S. FORCES OVERSEAS

Mr. Passman. General Warren, could you place in the record un-
classified material indicating the level of overseas troop withdrawals
planned for the immediate future, we will say for calendar 1971 and
calendar 197217




General Warrex. Yes, sir.
(The information follows:)

OVERSEAS TROOP WITHDRAWALS FOR CALENDAR YEARS 1071 AND 1072
We have under continuous review the levels of U.8, military forces stationed
overseas, We will make such adjnstments as our analysis indicates they are
needed to promote our national interests. At the present time, during calendar
years 1971 and 1972 we have plans for troop withdrawals in only two areas :
the Republic of Korea and Southeast Asia, By June 30, 1971, we will complete
the previously announced withdrawal of 20,000 men from Korea. In Southeast
Asia, President Nixon has stated that our troop withdrawals will continue at
least at the present rate of 12,500 per month for the next several months, This
rate could increase, and the best way to inerease the withdrawal rate is for
the North Vietnamese and the Vieteong to take a positive attitude in Paris
toward our proposals for a negotiated settlement,

ADEQUACY OF FISCAL YEAR 1972 MAP FUND REQUEST

Mr. Passman. I would assume that your request for the military
assistance program for fiscal year 1972 is your best estimate and you
do not at this time anticipate the need for a supplemental ?

General Warren. That is correct, sir, except Secretary Laird men-
tioned yesterday that he can’t guarantee that circumstances might not
change and we might have to submit a request, but as of now there is
no intent or requirement for a supplemental.

Mr. Passman. T hope that T don’t appear too favorable to some of
these programs because the committee decides at what level this bill
shall move out, but T am tremendously impressed with the Nixon
Doctrine, that part of it that says rather clearly—if we can get away
from partisan politics—that we are willing to modernize the forces
but they have to furnish the men because we are bringing our troops
home.

I am tremendously impressed with that philosophy, but to see that
it is really moving in that direction makes me feel very good. I think
he means exactly what he says. That is pretty well indicated by the fact
that you are currently withdrawing 20,000 troops from Korea. You
have those who say, “Well, they should have been brought out long
ago.” Maybe so, but you didn’t bring them out. You are just now
bringing them home.

U.8. INVESTMENTS IN KOREA

Now, as I read the record, right or wrong, whether it could be
justified or not, we have about a $30 billion investment in Korea, when
you consider the economic and military assistance, ag well as the de-
fense of Korea by our own forces and the Korean war?

Mr. Lona. Didn’t we spend a lot more than that?

Mr. Passman. What is the total amount that we have spent in Korea,
including the Korean conflict, as well as all the grant aid programs,
including, of course, military ?

General Warren. The figures I have on military assistance deliver-
ies, cunmulative through 1970, are just over $3 billion.

Mr. Passaan. Give us the grand total.

General Warren. I don’t have the economie figures, sir.

Mr. Loxe. You are talking about the cost of the war and so forth.
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Mr. Passman. I want the total cost. |

General Wargren. I have the military but not the economic.

Mr. Passaan. Give us the military cost of our own defense forces. I
know what our grant aid has been. It has been $8,104 million but I want
us to add to that the expenditures made by the Defense Department.

General Warre~. It was $3 billion in military assistance deliveries
through fiscal vear 1970,

Mr. Passman. You see, General, we have a different subject alto-
gether. I put that in the record—$8,104 million. I am talking about
the expenditures that our Defense Department made to win that war :
tanks, guns, men, and everything else.

General Warre~. May 1 put it in the record, Mr. Chairman ?

Mr. Passaax. Yes. Do vou know what we want?

General Wagrex. The cost of the Korean war to the United States
plus—— _

Mr. Passmax. The cost of the Korean war to the United States
through the Defense Department. Then you will add to that the
$8,104,200,000 in grant. aid that we have given.

General Warrex. Yes, sir.

(The information follows:)

U.8. investments in Korea
In billions
of dollars

Cost of Korean war (fiscal year 1950-54)

Cost of maintaining U.S. military forces in Korea (fiscal year 1954-70) __
Military assistance grant aid program (fiscal year 1950-70)

Economic assistance programs (fiscal year 1946-70)

Total

Mr. Passman. General Warren, T just mentioned a moment ago
about our investment in Korea. This passage is from page 1291 of
the Supplemental hearings for fiscal year 1971 ;

Mr. PassmaAN, Mr. Secretary, if our cause is just, then I believe it wounld
be only proper to let the record show what investments we have made in these
countries. Let us look at Korea. I think it cost some $18 billion for the aid
we gave to Korea when they were invaded by the North Koreans. The following
statistics apply to U.8. troops fighting in that war: Killed in action, 23,300 ;
wounded in action, 105,785 ; missing in action, 5,866 and captured or interned,
7,140 ; dead from other than war-connected causes : 10,329.

That is a tremendous investment : isn't it?

Secretary Lairp. There is no question about that.

Now, back to the statement that we have in addition to these per-
sonnel investments, $30 billion in cash outlay, and it simply means
that if we feel our sacrifices have been worth while and if we are
going to move our troops out, we are going to have to modernize their
forces, is that correct ?

General Wargex. That is right, and we have a 5-year plan worked
out with the Koreans which we hope will modernize their forces
if we are fortunate enough to obtain the necessary funds over the
next few years.

Last year, when the supplemental was approved, that became the
first increment in this 5-year modernization program which we hope
to continue.
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Mr. Passmax. We need to do that if we are going to move our troops
out, or see this investment go down the drain. Would that be a fair
statement ?

General Warrex. I think so.

Mr. Passaan. I want to be positive about that because when you
look at the lives lost—and this will go on, and we will be meeting
expenditures of the Korean war 125 years from now.

Mr. Loxg. What you are saying, Mr. Chairman, puts one in a
very thonghtful mood. If it is true, it cost only $30 billion, certainly
the Vietnam war was about the same scale as the Korean war while
it lasted. But the Vietnam war is costing us $30 billion a year, or it
did before we started to scale down the conflict.

Mr. Passaan. But we have an investment there and as far as I
am concerned I am going to work to protect it, but this is only a part
of the story. The Civil War was concluded 106 years ago. Our country
is still mailing out monthly checks to 669 widows, 449 children of vet-
erans of the Civil War. Over a thousand checks a month. We will be
mailing out checks to present dependents or subsequent dependents of
this Korean conflict 125 years from now because of the increased
lifespan.

It is almost impossible to estimate what a conflict like that costs and,
of course, we will repeat it. in South Vietnam.

MODERNIZATION OF KOREAN ARMED FORCES

Mr. Rovear. Insofar as Korea is concerned, T think we should also
know how much it will cost to modernize the Korean Army and how
much of an expenditure that woulld be insofar as the United States
is concerned and how much it will cost to continue our association
with the Korean Army in the future.

I am sure there is an initial amount plus a continued expense in
the future. Can that be made available for the record?

General Warrex. Yes,sir.

The total cost of the 5-year plan on which we are working is ap-
proximately —. The first. year, of course, was fiscal year 1971 in-
cluding the supplemental of that year. I can’t predict after that 5
years what we will have to do because of the unknowns regarding
Korea’s economy. It looks as though it will be many years before she
is capable of picking up her own defense load and maintaining the
equipment she has.

[ expect it will be several years before the United States can with-
draw support with any assurance that the Koreans can maintain
the peace and stop aggression.

Mr. Rovear. That means we will have to continue supplying any
replacement equipment or whatever they may need.

General Wagren. We hope to get Korea started on credit sales as
soon as possible. I am pleased to report that this fiscal year we finally
have the first self-help increment for Korea of ——— that we are
planning from the fiscal year 1971 credit funds. We hope that this
level will increase as her economy improves so that grant aid will be
reduced and end as soon as possible. But Korea needs 1.S. dollars,
either through grants or credit sales, to support her inventory of
U.S. weapons.
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Mr. Suriver. If you could use the excess we were talking about
earlier, how much would the requirement be reduced for the 3-year
period ?

General Warrex. We already have in that 5-year plan the maximum
use of excess that we could estimate.

Mr. Suriver. I mean if there were a change in the law.

General Warrex, We don’t know what equipments will be gener-
ated, sir, and that is why it is impossible to be very optimistic about
supporting her forces with excess equipments. Many of the excesses
are types of equipment that do not meet the requirements for Korea.
It is impossible to predict, but we have as many excess items in the
_ han as can reasonably be expected to be available.

Mr. Passmax. Is Korea developing into a cash customer of ours in
other areas?

General WarreN. Sir, only on a very small basis because she does
not have much foreign exchange.

Mr. Passman. But their economy is building up very rapidly and
they are building up gradually a foreign exchange surplus, are they
not ?

General Warren. Yes, sir.

Mr. Passman. And they are buying some commodities from us on
a cash basis, are they not?

Put that in the record if you don’t have it.

General Warren. Yes, sir,

(The information follows:)

FMS Sares 1o KorEA 0N A CasH Basis

Korea has been procuring from us a modest amount of defense materiel on a
cash basis as follows:

Fiseal year: Millions
1968
1969
1970

So far in fiscal year 1971 Korea has procured approximately $800,000 from the
United States on a cash basis. The kinds of commodities they are buying on a
cash basis are principally weapons repair parts, inexpensive communications
equipment, and communieations repair parts.

Mr. Passman. In your military credit sales justification being
presented to the committee now there is — listed for Korea.

General Warren. Yes, sir.

Mr. Passaran. Will that be on the minimum terms with the prevail-
ing rate of interest? '

General WanreN. Yes, sir.

Mr. Passyan. But it is on the prevailing rate of interest, the same
as any other customers?

General Warrex. Yes, sir.

Mr. Passman. And there is no concession on interest going to be
made? '

General Warrex, That is correct.

Mr. Passyan. In addition to the ——— we will make available over
a period of 5 years in grant military aid, you are trying now to switch
them over to credit sales on regular terms?

General Warrex. If they are able, we would like to see them pur-
chase as many of the modernization items as possible.
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Mr. Passman, Now, if their economy should continue strong and
continue to build to where they could pay for more of their equipment,
would you be permitted to lower the grant aid or is this a fixed contract ?

General Warrexn. There is no formal commitment, Mr. Chairman.
at all on the grant aid for future years. It is just a plan that we have
worked up that would provide Korea with fairly modern forces if we
are able to execute it.

Mr. Passman. Then it could go up or down, depending upon the
world situation as well as the economy in Korea ? '

General Warrenx. We know the items needed, sir, and there is no
formal ecommitment to any given MAP level. We will have to imple-
ment each year as it comes.

Mr. Passsan. We are approaching this on the basis of protecting
this investment and we are thinking in terms of not only security for
the troops of South Korea, but security for our own country. It is
supposed to be an item of teamwork, is it not.?

General Warren. Yes, sir.

COMMUNIST ASSISTANCE TO NORTH EKOREA

Mr. Loxa. At this point, it would be interesting to have in the rec-
ord what the Chinese Communists and the Russians are supplying
to North Korea. You know, the North Koreans are not nine feet tall.
They must have their economic problems. There is no reason why we
should, let’s say, pamper our allies any more than the Communists are
pampering theirs.

General WarreN, They put in about ——— during fiscal years 1969
and 1970.

Mr. Loxe. Their aid is chicken feed compared with ours. I under-
stand the South Koreans have a flourishing economy. That makes me
wonder why they can’t stand on their own feet as well as the North
Koreans can,

Mr. Passman. I am bound to believe it is appropriate and quite
impressive to indicate our investment in Korea because when we speak
of investment, we are talking about the sacrifice of lives as well as the
dollars and it is perfectly obvious unless we go through with some
type of plan all of this could very easily go down the drain. So in
that context I think of it as protecting not only an investment but
we must look into the future, so I do think of it as protecting the
security of this country and our commitments. We have no alternative
other than to give some consideration to helping these people update
or modernize their military forces on the basis of the Nixon doctrine
so we can bring our people home.

FIVE-YEAR MAP FOR KOREA

You gave us a word of encouragement, General, a little while ago,
and T hope it is not going to be changed. I want to be sure I under-
stand it.

The ——— is the maximum you see we will have to spend on grant
aid in the next 5 years for Korea.

General WarreN. Yes, sir; that is our projected program.
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Mr. Passyax. That is based upon resent-day conditions, but if they
continue to build a strong v{-munn‘\',[IJuild up the foreign exchange ac-
counts, conceivably they could do more buying and, if that be true, then
You could lower the amount,

General Warrex. Our discussions with the Koreans have been in
terms of items, not dollars, and we would hope that, as the economy
improves, they could purchase some of the items, either through credit
or cash sales,

Mr. Passyan, You are only using the maximum and hoping that you
could possibly work that downward, switching from grant aid to mili-
tary sales.

General Warrex. We hope so, yes, sir.

Mr. Passman. That is what we wanted to establish.

I see that approximately —— percent of the NOA request for
fiscal 1972 will be allocated to Cambodia and Korea; is that correct?

General WargeN. Sir, it is just over ——— percent.

Mr. Passaax. I assume you consider these two countries to be very
important in stemming the threat of Communist aggression and that i1s
the reason for their large allocations: is that correct, General ?

General Warrex. That is correct. These are two countries that illus-
trate the Nixon Doctrine at work. We have aln ady pulled our combat
ground forces out of Cambodia and we are pulling some of our troops
out of Korea.

SITUATION IN CAMBEODIA

Mr. Passaan. Gentlemen, the committee would be interested in
knowing what you think about the conditions in Cambodia at this time.

Is the Government stable ?

You are estimating ——— for Cambodia and that is an awful
lot of money for a very small country and a brand new government,
Would you give us ‘some indication as to the stability of the
government ?

Mr. Caapman. We believe that this government remains very popu-
lar with significant elements of the population, and the best illustra-
tion of the stability is the fact that the head of the government, Gen.
Lon Nol, had a heart attack 2 months ago and he has been recovering
in Hawaii since then. Despite his absence. his government has re-
mained in power, in charge of the country, and there is no indication
that there are any elements that want to overthrow it.

M. Passyan. Are they holding their own against the enemy ?

General Warrex. Yes; things are going reasonably well, as Admiral
Moorer pointed out yesterday. We have an equipment delivery team
in there that seems o be functioning well. It is attached to the em-
bassy. From the funds that we have so far, around ——— worth of
material has been delivered into Cambodia, of which nearly 70 percent
was ammunition. So the supply operation is going fairly well, and
the training of their army, which is all volunteer, is going well. They
went from somewhat over 35,000 largely untrained troops to almost
200,000 troops now, mainly ground forces, and are doing well.

Mr. Passman. General, in addition to in this request for
military assistance in Cambodia, T guess there is a request for economic
assistance too, is there not ? Do you know whether or not yon have any
request for it, Mr. Secretary ?

60-208—T71—pt. 1——=8




112

Mr. Craarsran. There will be, but I am not sure how closely the
figure is yet defined.

Mr. Passaran. What is the size of this country, area and population?

Mr. Crapaax. The area is about 66,000 square miles, about the size
of Missouri, and the population is almost 7 million.

Mr, Passyran. It simply means, gentlemen, we are saddling on our
backs another nation that we are just going to have to mother in all
probability long into the future because those people have no way of
carning sufficient foreign exchange to maintain this size military force,
do they?

General Warren. They have only a limited capability in the fore-
seeable future, sir.

Mr. Passmax. We arve really over-extended in many areas. I have
no quarrel with what has happened, but this thing could be expensive.

General Warrex. I was in Laos a few months ago—I didn’t get into
Cambodia, but T had a good briefing by General Abrams and others.
One result from the actions over there, at least is the pinning down of
large numbers of North Vietnamese or other troops that could be used
against Saigon. As the committee knows, unless something is done in
Cambodia it becomes a supply refuge, and the same situation exists
that that we had in the Korean War where we couldn’t go across the
Yalu River, and the enemy could stay north of the river until he
wanted to come down. I would estimate that a substantial number of
allied casualties have been as a result of people and supplies coming
through Cambodia because the border is (mll\' about 30 miles from

Saigon. It is part of our interest, in withdrawing from South Vietnam,
that that country remain stable and in a position to fight off the in-

vasion from North Vietnam.

Mr. Passaan. General Warren, I seldom get into policy making be-
cause our responsibility is furnishing the funds to implement our pol-
icy, but it is good to make a record. Here we are entering into these eco-
nomie and military aid pacts and it simply means that even after with-
drawal these people are not going to be able to maintain this size mili-
tary establishment without large military grant aid and economic
grant aid from this country. We just don’t get out after we once get it,
and I wounldn’t be a bit surprised if these people are not going to be
just like the Laotians and the South Vietnamese. A lot of them are go-
ing to start waxing fat. They learn what profit means in a hurry and I
just hope we don’t let these people take ns. We should do what we have
to do and let them support themsel ves as soon as possible.

When vou start grant military aid, you might as well get ready for
possibly the same amount or more in economic aid.

TEN PRINCIPAL, MAP RECIPIENTS

Now, along the same lines, you indicate that 10 countries will account
for 95 percent of the total obligational authority requested for the mili-
tary assistance program for fiscal 1972, is that correct ?

General Warren, Yes, sir.

Mr. Passman. Will you place in the record the list of the 10 conntries,
General ?

General Warrex. Yes, sir.
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(The information follows:)

The following 10 countries account for nearly 95 percent of the total amount
allocated for fiseal year 1972 country programs:
[In millions of dollars]

Republie of Korea Greece ____
Cambodia ———— Republie of China
Turkey - Philippines
Jordan - Spain

CONTINGENCY FUND IN NEW LEGISLATION

Mr, Passman. You indicate no material will be provided for Latin
America except what becomes available from the contingency fund.

General WagreN, Yes, sir.

Mr. Passyax. Now, is the contingency fund a part of your $705
million request?

General Warren. No, sir, it is not. The reason it was proposed this
way is because of the uncertainties of certain countries in Latin
America. We would like to be in a position, in the event some kind of
a crisis comes up, of being able to have flexibility to insure that funds
go to the right place in an emergency.

Mr. Passman. It simply means the $100 million will be completely
without limitations. You could divide it up or you could give it all to
one country. You are making no justification by country. You are just
asking for a contingency fund of $100 million, is that correct ?

General Warre~. If you are speaking of that $100 million presiden-
tial contingency fund that may be in the new assistance legislation
about to be proposed, my statement does not apply. I didn’t understand
you to be asking about that. That is for any type of aid anywhere in
the world, I believe.

Mr. Crapaax. This will probably be in the new legislation which
the Administration will present.

Mr. Passman. Is that a correct statement I made ?

Mr. Crapman. No, sir, it is not included in the $705 million. Tt will
be a contingency fund for all programs.

Mr. Passman. Over and above the $705 million ?

Mr. Crapyax. Yes, sir, but for all programs. Military, economic
and humanitarian; it is a separate fund.

Mr. Passman, Before this fund was about $10 or $15 million but
now you build a contingency request up to about $100 million and are
you going to be able to tell the committee at the proper time your
limitations on military and economic aid out of this program or is it
just going to be all for economic or all for military ?

Mr. Cazapaax. It will be for all programs at the disposal of the
President.

Mr. Passman. I know, but this committee will not know. As you
know in the past it has been $5, $10 and $15 million in the contingency
fund and now you ask for $100 million and you have no limitations.
When you get the $100 million, it is strictly on an illustrative basis
with no limitations applying. We know not what percentage will be
used for military or economic aid.

This is rather a loose apgroa.ch. You could—TI don’t say that you

would, but you could take the $100 million and put it all in military
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and give it to one country if we give it to you on the basis on which you
request it.

Mr. Caapaax. I think you will find there are limitations in the new
legislation.

Mr. Passaan. T want to know at the proper time where they are.
There has never been any limitation, Mr. Secretary, on the contin-
gency fund.

Mr. Caarsmaxn, I think there is a limitation of $100 million to be
provided to any single country

Mr. Passaran. You give the President a contingency fund so as to
take care of emergencies. We never know what it is going to be spent
for until after the fact. I want to read from your justifications:

“Tinally, the program proposed for Latin America provides that
no materiel except that which may become available from the con-
tingency fund and none of the 17 training only country programs
included amounts to more than $900.000.” So you don’t even know
what may become available.

Mr. Cuapmax, If the President determines there is an emergency,
he would have those funds available.

Myr. Passaran. This is the most excessive request that has ever been
considered by any congressional committee and that is the request
for $100 million for the contingency fund. I don’t know just how the
committee is going to look upon this request. Usually they have been
satisfied with $10 to $15 million and this is too much money and we
have no way of knowing what it will be spent for.

Mr. Loxag. Will the Chairman yield ?

Mr. Passaan, Yes; I yield.

Mr. Loxa. Does the President have to consult with the committee
or with the chairman?

Mr. Passaan. No.

Mr. Loxa. Can’t we stipulate that the committee be consulted on
this?

Mr. Passaan. Noj let’s wait for developments. We don’t have the
legislation yet.

CONTROLS ON THE MILITARY ASSISTANCE PROGRAM

General Warren. Mr. Chairman, may I make one point on the mat-
ter of control? In our CPD, as you know, the planned country ceil-
ings are presented to the Congress. In some cases the President has
to approve a PD if we exceed them.

Mr. Passyan. A what?

General WagrreN. A Presidential Determination. The other point
is—and it came up yesterday—I have here a list of the countries that
are eligible for either sales or grant aid which is worked up each year
between State and Defense.

PROPOSED CONTINGENCY FUND

Mr. Passman. Thank you, General. You are very fair. Nevertheless,
it follows that in the overall you are asking for a $100 million con-
tingency fund, something separate from this, something to play with
over and above the regular request. If I remember correctly, Mr. Sec-
retary, the request last year was $15 million ¢
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Mr. Caaryman. AsT recall it; yes, sir.

Mr. Passyan. That means the contingency fund increase is in addi-
tion to the multilateral request increase. You are asking for a 600-per-
cent increase in the President’s contingency fund,

Mzr. Loxa. Couldn’t this be considered a slush fund ?

Mr. Kyaur. I have a rough draft of the legislation and there is a
section which says, “The President shall provide quarterly reports
to the Congress on his use of the fund.”

Mr. Passyan. You do that on everything. That is nothing new.

Would you please explain the operation of the contingency fund?
Put it in the record.

(The information follows:)

CONTINGENCY FUND

This fund is to provide the President the necessary means of coping with
unforeseen and serious emergencies.

It enables him to choose among all the instrumentalities authorized under the
International Security Assistance and the Development and Humanitarian Acts
to meet such sitnations in the most effective way.

The fund is appropriated to the President and will be used on his authority.

The division of AID into different bodies reduces the amounts of the funds
which can be transferred among the various programs. The size of the fund
is thus intended to compensate for the loss of flexibility.

The experience of this year gives a good illustration of the difficulties created
by the lack of an adequate contingency fund.

In response to the Cambodian Government’s appeal to all nations and the
evidence of the North Vietnamese effort in that country, we provided Cambodia
$40 million in military assistance in July 1970,

To obtain this amount, we had to eliminate all materiel assistance to Latin
America and cut major military assistance programs (Greece, Turkey, and the
Republie of China) by 25-50 percent.

When the level of fighting rose and created additional needs, we had to
transfer $60 million from supporting assistance which had been programed for
Vietnam,

Moreover, through the first half of fiscal year 1971, we had already pro-
gramed some $6 million in disaster relief principally for Jordan and Pakistan.
(This year's contingency fund amounts to $15 million. Congress also voted
$7.5 million for Pakistan flood relief—only $2 million of which so far has been
nsed. )

However, the continuing erisis in Cambodia required that the Executive g0
to Congress in November for additional funds.

Fortunately, Congress recognized the severe damage done to these programs
and restored them to their originally planned levels through the Supplemental
Act.

Congress will be in a position to exerecise full control. Use of this fund will be
reported quarterly, and our experience so far in fiscal year 1971 shows that
in any major emergency, the Executive will have to go back to Congress for
an accounting and a request for funds.

FOREIGN COUNTRY PAYMENTS FOR MAAGS

Mr. PassyaN. Now, gentlemen, I had an opportunity to spend a busy
day in Paris at the ATD 11(\&(1(11[:1[101'5 where we met with your MAGG

chief and his assistant, as well as with the ATD people, and we were
somewhat surprised to learn that the French themselves are paying
the expense of the MAAG people there. They are willing to pay the
expense of the MAGG people just to have that American military
exposure. Is that your understanding of it ?

General WarreN. Sir, each country differs. In many countries the
host country does pay the cost.

Mr. Passmax. I am talking about France only.
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General Warren. I don’t know the details of the situation in
France. I will provide it for the record.
( The information follows:)

Cost of operating MAAG France compared with amount of currency contributed
for fiscal year 1970

Total MAAG cost (including pay and allowances) ... e %355, 000
Currency contributed by Government of France

Cost not recovered through contributed currency 261, 000

(General Warren. When they do that though in France, or these
other countries, Mr. Chairman, we have to put the same amount of
nmoney—we Imu‘ to cancel from our bank account of grant funds the

same amount in American dollars and leave them in tln: Treasury that
France provides in her local eurrencies.

Mr. Passman. But you leave them in our Treasury ?

(General Warren. Yes, sir.

Mr. Passman. They don’t resolve to the benefit of France?

General Wargre~. That is right, sir.

NEED FOR MILITARY ASSISTANCE ADVISORY GROUPS

Mr. Passaan, The only point T am trying to make is, in France, so
as to have their people exposed to our military personnel, they are
willing to pick up the expense of maintaining the MAAG forces up
to, I believe, a million franes a year.

General Warre~. Yes.

Mr. Passman. T make that statement because at one time—I don’t
know how many years ago—one of our ambassadors wanted to abol-
ish the MAAG staff and place it under State. You may have heard
something about that.

General Warrex. Yes, sir.

Mr. Passman. As long as we could maintain the MAAG staff and
have the military people there we, to my way of thinking, should
maintain it beeause we still have in excess of $1 billion worth of mili-
tary equipment that is either being used by or under the French;
is that correct ?

General Warrex. Yes, sir.

Mr. Passyan. And I would assume the military people would know
more about whether or not this military equipment is being properly
cared for than possibly the civilian un.:;\ranm:l‘- of the operation?

General Warrex. That is correct ; yes, sir.

Mr. Passman. I think we are making a contribution by pointing
this out because I don’t know whether they realize that we have a
billion dollars worth of equipment that must be checked regularly as
to whether it is properly used or whether or not they are discarding
it, and that when it is disearded it comes back as our property.

(reneral WarreN. Yes, sir.

Mr. Passyaxn. And, of conrse, they are also making sales from this
store of equipment, are they not?

General Warrex, Without U.S. approval, they couldn’t.

Mr. Passman. I wouldn’t think they wounld do anything without U.S
approval. I am talking about our personnel. We would like to have
the whole story.

General Warrex, The Defense Department and the Unified Com-
manders feel that retention of those MAAG’s, even though they are
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reduced way down, is extremely important. In Denmark it is as you
mentioned with France. The Danes pay the cost of all the overhead
and transportation and they want to keep the MAAG there.

There have been proposals, still under study, to do away with them
in five of the Western European countries. No final decision has been
made. I fayor retaining them for the same reasons yon mention.

MILITARY ASSISTANCE TRAINING

Mr. Passaan. General, you indicate it will cost $37,529.000 to train
8,632 trainees in fiscal 1971 and $38.157.000 to train 7,736 trainees in
fiscal year 1972. Could you explain this increased cost when the num-
ber of trainees has been reduced by about 900 in fiscal year 19727

General Warren. Part of it is increases in pay to our overhead
people involved in the training }ll'ogmm. That does not account for all
the Increases because there are also mereases in the costs of many items.

There is one other factor. The cost of our various training courses
has increased markedly but these costs are not directly related to the
number of students attending a course.

As a matter of information, we are selling more training than
we are giving away under the grant program. Our 1971 sales t raining
is $12 million more than the grant and our 1972 is $21 million more.
Some of the courses, such as pilot training, cost a hundred thousand
dollars roughly, per individual, while others are less expensive.

Mr. Passman. On balance, this program is about the same, isn’t
it, year in and year out? So many pilots, so many tank operators, so
many riflemen.

General Warrex. It has been running about that way.

There are a lot of problems I won’t go into on pilot training. We
don’t have enough capability to train all that we want in the United
States, but we are trying to work in some of them.

There are other factors I would be pleased to provide to the record
as to the reason for this increase in cost.

Mr. Passman. I wish you would because, after all, you have re-
duced the number of trainees by 900 and yet you have an increase.
Give us some information.

It seems you have the same courses that you have had in the past.
Perhaps there has been a tremendous inerease in pilots for special-
ized training where there is some justification. Please put it into the
record, (General.

(The information follows:)

INCREASED COST OF TRAINING

The other factors which caused the increase in training cost for fiscal year
1972 are as follows:

a. Higher course costs.

Examples: Cost of training by the Air Force for A-1 aireraft pilots increased
from $34,660 to §41,700 and F-5 pilot training from $39.360 to $45.200: Navy
training for TA4J pilots increased from $64,950 to $71,840, and for construetion
electricians from $260 to $460; and Army training for USD helicopter pilot
training increased from $3,070 to $3,790 and for ground control radar repair
$2,150 to £3,120.

b. An increase in living allowances for the first time in 11 years, is reflected
for the first time in the fiscal year 1972 program.

c.

Mr. Passamax. Place in the record a table summarizing your train-
ing program which appears on page 11 of your justifications.

(The information follows:)
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GAO REPORT ON MAP TRAINING

Mr. Passsan. The General Account ing Office has made some serious
statements concerning the operation of the military assistance training
programs. I shall read this into the record and I think it is only fair
that you have an opportunity to respond for the record. You may want
to elaborate on it later. The GAO report states the following:

(@) Some training was not necessary or not of high priority.

(D) Bome training was related to equipment not on hand.

(¢) There was inadequate consideration by the U.S. resident military advisers
of the recipient countries’ capabilities to provide training from their own
resources,

() No formal efforts have been made to correlate military assistance training

programs with other U.S. Government programs such as English language
training,

() Trainees are not screened and tested enough ahead of time to insure
that a sufficient number are available to attend a scheduled course, Therefore,
some courses have been canceled or deferred.

Lf)_ Some trainees were not able to comprehend English well enough to attend
certain courses.

Are these valid complaints made against the training program by
GAO? Have any efforts been made on the part of the Department of
Defense to correct the training program deficiencies? I think it is
only fair that you respond point by point and put it in the record.

seneral Warren. Very well, sir. May T make a general statement ?

Mr. Passaan. We would like you to.

General Warrex. That group went out at the request of the Chair-
man of the Senate Foreign Relations Committee. Defense was not
given a chance to look at the report except some time back when GAO
representatives asked us about what portions were classified. We ro-
ceived it just last week for review. Without going into detail, the en-
tire report seems dedicated to di gging up unfortunate and uncommon
things.

Many of the allegations are incorrect or misleading. Some of them,
they are correct insofar as they go. For instance, one of the remarks
was, “You are training people in country X to fly twin-engine aireraft
and it doesn’t have any”.

That is an irresponsible comment on the part of GAO. The reason
we were training them is that we were about to give them twin-engine
airplanes, which they now have. That is an example of a n1is:|eu(Ting
remark.

The points you made, sir, on the individuals who were not roperly
screened coming here for training, relates, in part, to whether they
can pass an English language test and certain other tests. Foreign stu-
dents are not necessarily required to pass the same English tests or
other tests that our people must pass. We have the authority to waive
tests. In one group that GAO eriticised, there were about 12 men ;
each took the course, did well, and graduated. I won’t waste further
time on comment, but I would be happy to put in the record a more
detailed answer.

That report seems to have been slanted to cut at the program, to
tear it down. The report is full of inconsistencies and ill-advised
comments.
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We are unable to provide a com plete response to the report at th 1S
time. The GAO report in =1r1t~~timl was received in the Department of
Defense on March 5, 1971, and is being staffed through all agencies in-

volved in military .mnal.mw training programs in all 10 countries.
Upon completion ‘of our detailed review of the report, we will provide
a separate response to you.

COLLUSION BETWEEN MILITARY AND INDUSTRY

Mr. Passyan. Thank you, General Warren, 111i~' charge has been
made. T have been reluctant to ever ask this question. I never want to
commit an offense, but it may be quite ¢ llllfllm\ to ask this question,
inasmuch as you have heard it a thousand times, Is there any collusion
between the military and manufacturers of military a-qlu]ruu'ut “You
seratch my back and I'll seratch yours. If we can keep a large military
organization, there is always room for plmnnhcm enlargement. Of
course then we have to buy your equipment.” Is there any such trend
that you know about, implied or otherwise, between other nations and
mannfacturers to keep this thing going, from a profit promotion
standpoint.

Mr. LoNG. Heaven forbid.

General W ARREN. Sir, I believe you also mentioned “* * * of other
nations * * *" perhaps in the case of France and theé United King-
dom. Their policy is entirely different than ours, and is greatly profit
motivated. By selling in other countries, they are able to set up and
maintain close relations and squeeze out the United States or other
countries. Latin America is an excellent example.

Domestically your comments are probably correct in some indi-
\ulml cases, where individuals with no particular seruples in the
service have done things they shouldn’t, but I.would always regard
those as isolated cases.

Mr. Passman. The exception and not the rule.

General Warren. The officers that T know well in the procurement
business—and that is where most of it is—are just as honest and dedi-
cated as anyone I know.

Mr. Passaran. I subseribe to that fully and 1 just wanted a state-
ment, on it because we have heard the charge made, and I am glad
that you were so forthright on the subject.

( Discussion off the record.)

Foreley MILITARY SALES

Mr. Passaran, Is it not true that yon plan to have a total foreign
military sales program in fiscal year 1972 of $2,145,600,0007

General Warrex. Yes, sir.

Mr. Passaran. Would you please break down that total into the
cash sales and credit sales?

General Warre~. The breakdown of the estimated total fiscal year
1972 foreign military sales program of $2,145,600,000 is as follows:
Clash $1, 563, 600, 000
Credit 582, 000, 000




COMMERCIAL SALES

Mr. Passyan. In addition to this large amount for foreign mili-
tary sales, you indicate that $564,600,000 will be provided in commer-
cial sales. Please explain this item ?

General Warre~. Total U.S. military exports are broken down into
two categories:

() Foreign military sales are those sales made by the U.S.
Government to foreign governments on a government-to-gov-
ernment basis.

(6) Commercial sales are sales of defense articles or services
made by U.S. firms divectly to foreign governments.

In the case of a commercial sale the U.S. firm involved must apply
for an export license if the item to be exported is termed an article
under the International Traffic in Arms Regulation published by the
Office of Munitions Control, State Department, and, of course, the
approval of such a license by the Office of Munitions Control is neces-
sary. We do estimate for fiscal year 1972 eommercial sales deliveries
amounting to approximately $564.6 million. FMS sales orders on a
government-to-government. basis are estimated at $2,145.600.000.
(Estimates for commercial sales orders are not available.)

FISCAL YEAR 1972 FOREIGN MILITARY SALES CREDIT PROGRAM

Mr. Passman. This committee deals with the credit sales portion of
of the program which is estimated to be $582 million in fiscal year
1972, of which $510 million is being requested for appropriation;
is that correct ?

General Warre~. That is correct. We are requesting a total FMS
credit program in the amount of $582 million in fiscal year 1972 and
we are requesting an appropriation of $510 million. We plan to
utilize the $510 million in the following manner: $486 million for
direct DOD credits plus $24 million to guarantee an anticipated $96
million of private financing that we hope to obtain.

REVIEW AND APPROVAL OF FOREIGN MILITARY CASH SALES

Mr. Passman. General, do you get involved in the cash sales portion
of the program in order to provide some sort of control ¢ If so, please
explain what duties you perform.

General WagreN. My office is actively involved in the review and ap-
proval of cash sales made under the authority of the Foreign Military
Sales Act. Together with the State Department we have established and
periodically review the instructions issued to our MAAG’s and other
military missions abroad concerning purchase requests made by coun-
tries for sale of defense articles and services on a government-to-gov-
ernment basis. For example, we have instructed our MAAG’s in for-
eign countries as well as the foreign military attachés in embassies
here in Washington that all requests, both for cash and credit sales,
from less-developed countries be channeled initially to our State
Department.

The State politico-military affairs, country desk and regional staffs
at State carefully review the request. If approved, State sends it to my
office where we may consult with a number of offices and agencies within




Defense, depending on the nature of the item. For example : we might
ask the JCS views on the military aspects of the countries acquisition
of the item ; we consult with the materiel acquisition staff in the Assist-
ant Secretary for Installations and Logistics if the item is in eritical
supply for U.S. forces; and, we consult with our own regional affairs
offices in TSA.

If one of the Military Departments receives a request for a sales let-
ter of offer direct from a less-developed country, they do not act on
it. In accordance with procedures issued by us, the military depart-
ments forward it to my office for the State and Defense review process
described above.

We give the Military Department approval authority for some cate-
gories of cash sales to developed countries. An example is repair parts
for major weapons systems previously sold to the country.

REPAYMENTS OF CREDIT EXTENDED UNDER THE FMS ACT

Mr. Passaax. When the funds are paid back to the United States
from those credit sales, doesn’t that money return to the U.S. Treasury
with the interest ?

General WarreN. That is correct. All repayments of principal and
interest made by countries who have received credit extended under
authority of the Foreign Military Sales Act are returned to the U.S.
Treasury without exception.

TERMS OF SALES

Mr. Passman. What are the present average terms of these credit
sales?

General Warren., We have concluded one credit arrangement with
fiscal year 1971 funds appropriated to use under the Foreign Military
Sales Act. This arrangement was concluded in March 1971 for $15
million at 574 percent interest, which was then prevailing rate of cost
of money to the U.S. Government, and with a 10-year repayment term.
We expect that all remaining arrangements to be concluded will be at
effective rates of interest charged to the borrower, of not less than the
prevailing cost of money to the U.S. Government and that the repay-
ment time will be between 5 and 10 years.

Mr. Passyman. This program used to operate on a revolving fund
basis but that fund has now been abolished, is that correct.?

General Warren. That is correct, Mr. Chairman. The revolving
fund, for purposes of new obligations, was abolished on June 30, 1968,
and is now in the process of being liquidated.

FMS TRUST FUND

Mr. Passyan. General, would you please explain the foreign mili-
tary sales trust fund for which there is a budget item of $850 million
in contract authority for fiscal year 19721 \

General Warren. The Foreign Military Sales Trust Fund consists of
U.S. Treasury accounts established for the Military Departments to
accept collections received from foreign countries covering cash sales
made under sections 21 and 22 of the Foreign Military Sales Act. The
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funds deposited into the FMS trust fund accounts are used to pay the
Military Departments for sales of defense articles and services.

Mr, Passmax. What part does this trust fund play in your overall
operation ?

General Warrex. The trust fund is an account whereby we separately
identify cash collected by us from foreign countries for foreign mili-
tary sales under sections 21 and 22 of the Foreign Military Sales Act.
These cash sales represent the great bulk of our foreign military sales
business. During the 3-year period fiscal years 1968-70, cash sales
totaled $3,151 million, compared with credit sales of $615 million dur-
ing the same period.

PRIVATE FINANCING

Mr. Passaan. You indicate that only $96 million of the credit sales
program in fiscal year 1972 is going to be privately financed. Don’t
you think it would be possible to encourage a greater participation by
the private sector?

General Warren. Yes; we do hope to encourage private banks for
greater participation in financing these credits for foreign military
sales. We are now receiving greater signs of interest from the private
banking sector than in the past and we will make every effort to re-
duce the direct use of appropriated funds by using the guarantee au-
thority.

ILLUSTRATIVE PROGRAM

Mr. Passman. You indicate some countries may be dropped from
the credit sales program and new countries added before the fiscal
year 1972 program 1s complete, I assume this program like the MAP
program is illustrative, is that correct ?

General Warren. Yes, sir,

Mr. Passman. Even though the program is illustrative, I assume
you still try to come up with a firm plan for each year, is that correct ?

General Warrex. Yes; we consider it illustrative because there may
be changes made by additions or deletions in a country’s program be-
tween the time we prepare the Foreign Military Sales Congressional
Presentation Document and the time a credit arrangement is actually
concluded with a country. We do attempt to have a firm credit plan
with each country as early as possible during each fiscal year.

CREDIT SALES TO ISRAEL

Mr. Passyax. I note that out of the $510 million NOA request for
fiscal year 1972, you are requesting ——— for Israel. Would you please
tell us the amount of credit sales proposed to be extended to Israel for
fiscal year 1970, fiscal year 1971 and fiscal year 1972 if the present
situation continues and could you also tell the committee what amount,
of credit sales will be extended to Israel in future years?

General WargeN. In fiscal year 1970, we extended — of credit
for sales to Israel under continuing resolution authority (CRA) of the
FMS Act. In fiscal year 1971, we have extended $500 million credit for
sales under section 501 of the Military Procurement Act. We now plan
on extending —— of credit for sales to Israel in fiscal year 1972. We
cannot accurately estimate how much credit will be required for Israel
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beyond fiseal year 1972 since it depends on the future course of events
in the Middle East.

Mr. Passman. What are the credit terms of the sales extended to
Israel ?

(The information was submitted to the committee.)

Mr. Passman. Why did you find it necessary to set up a separate
account for credit sales to Tsrael last year and this year you included
the request under the regular program account ?

General Warrexs. Mr, Chairman, you may récall that during fiseal
vear 1970, although no regular FMS ecredit legislation was enacted,
we were able to conclude an FMS eredit agreement with Israel for $30
million under continuing resolution authority (CRA) before that
authority expired on 28 January 1970. As you know, authorizing
legislation for fiscal year 1970 and fiseal year 1971 credit sales re-
mained in joint Senate-House conference for an inordinate length of
time because of certain proposed amendments not related to the FMS
Act. During fiscal year 1970, when we had no regular FMS credit
appropriations and during the first 6 months of fiseal year 1971 when
the prospects of FMS credit legislation appeared most uncertain,
Israel’s orders for 17.8. defense equipment mounted very rapidly.

Continued large scale shipments of military equipment by the
Soviet Union to some of the belligerents in the Middle Iast and the
build up of the surface-to-air misgile complex in the cease-fire zone
of the Suez Canal in disregard of the cease-fire agreement necessitated
our providing Israel with the defense equipment to maintain her de-
fense capability and a military balance in that area. In the absence of
FMS credit we were compelled to request payment from Israel on a
cash basis. Unless we provided some form of additional credit, Israel
would have been faced with a grave financial situation and might
have been forced to default on $430 million of payments due during
fiscal year 1971. If this had occurred, the Military Departments might
not have been reimbursed for many millions of dollars in costs already
then incurred, ongoing contracts would have been ecanceled at consid-
srable cost, and Israel might not have received equipment it expected
and urgently required. Use of section 501 (the Jackson amendment)
of the Military Procurement Act authorization and $500 million ap-
propriation subsequently enacted averted a very chaotic situation.
With the press of time now less urgent, we propose to regularize our
FMS program for Israel by including the anticipated Israeli credit
requests for fiscal year 1972 in the regular FMS credit program.

OPERATION UNDER CONTINUING RESOLUTION

Mr. Passaan. Since the credit sales program was not funded in
fiscal year 1970 due to the lateness of the authorizing legislation, you
were forced to operate under a continuing resolution. What funds were
available to this program in fiscal year 1970%

General Warren. You are correct, Mr. Chairman, that the credit
sales program was not regularly funded in fiscal year 1970 and that
we were forced to operate under a continuing resolution authority;
$269 million was received in appropriations for the fiscal year 1969 for
carrying out the Foreign Military Sales Act. Under continuing reso-




lution authority during fiscal year 1970 we were able to conclude $70
million of credit agreements before the expiration of the continuing
resolution authority on January 28, 1970.

PROGRAM TFOR CHILE

Mr. Passman. I notice you propose to extend a credit sales program
to Chile for fiscal years 1971 and 1972. Why are we providing credit
to a country with a Marxist government in power?

General Warren. It is true that we have included Chile in our
illustrative credit sales program for fiscal years 1971 and 1972,

FORCE MODERNIZATION

Mr. Passmax. I note in a number of Latin American countries you
list that eredit or cash sales are being provided for “force moderniza-
tion™ with no specific items mentioned. Would you explain this item?

General Warren. Many of the Latin American countries have Very
old equipment in their inventory. For the most part, this equipment is
obsolescent and very expensive to maintain and operate.

Examples of these obsolescent items are: Co47 transport aireraft,
T-6 trainer aircraft, F-86 fighter aircraft, I.-20 obhservation aircraft.
tracked and wheeled vehicles that are over 15 years old, and World
War IT vintage small arms and artillery pieces. It is natural that the
Latin American countries desire and require a modest amount of mod-
ern defense weapons.

ADMINISTRATIVE EXPENSES

Mr. Passaan. Are the administrative expenses for these sales pro-
grams administered under the military assistance item ?

General Wargex. Mr. Chairman, ‘you are correct that the cost of
administering the Department of Defense sales program at the U.S.
seat of Government as well as the cost of sales administration per-
formed by our MAAG's and missions in foreign countries are paid for
by MAP funds. There are also some administrative expenses directly
connected with each foreign military sales case; to cover these direct
administrative expenses, we add a 2'percent administrative charge to
the sales case. This administrative charge is to cover the expenses of
such things as preparing letters of offer, actnal procurement. of the
item, performing inspection and quality control of the item on the pro-
duction line, and other direct expenses associated with a specific sales
case,

Fiscar Year 1972 Procrad For EAST ASIA AND PacrirFro

assMAN. What countries beside Cambodia are supplying
troops to assist with the war in Vietnam?

General Warrex. Sir, the following countries are presently provid-
ing troop support to the Republic of Vietnam: Aunstralia. Republic of
Ilorea, New Zealand. and Thailand.

Mr. Passamax. I assume, because of the large allocation of funds to
this region you attacha great deal of importance to this area of the
world in the effort to combat communist aggression, is that correct?

General Warrex. Yes.




COST CATEGORIES

Mr. Passaan. Would you furnish for the record a table showing
the percentage and the amount of the $501,100,000 which is planned
to be allocated in fiscal year 1972 for operation, investment, and
training in this area?

General Warrex. The following table provides that information:

[Dollar amounts in thousands)]

Type of cost Amount Percent

Operating. . B ko e $319,951
Investment .

501, 100

INVESTMENT COSTS

Mr. Passman. I note that only 33 percent of the fiscal year 1972
allocations is programed for investment in this region.

I know this 1s an improvement over last year’s estimate, but don’t you
think this is a small amount for new eqmpment ¢

General WarreN. Yes I do, and it points up the fact that we must
continue to allocate a dispr 01)011:101121,&'{\ high percentage of total funds
to operating and maintenance costs mmol\ to nmmt:un the status quo.
The picture has improved somewhat over last year’s estimate because
the supplemental appropriation for fiscal year 1971 made it possible to
initiate a force modernization program for the Republic of Korea.

U.8. TROOP REDUCTION

Mr. Passyan. You indicate in your justifications that U.S. military
presence is being reduced in South Korea, Japan, the ]’Iul:ppmv» and
Thailand. Could you tell the committee how many troops have been
withdrawn from each of these countries this past year?

General Warren. After referring to U.S. reductions in Vietnam
and the 20,000 redunction in Korea, the President indicated the follow-
ing in his recent foreign policy report : “Elsewhere in Asia we cut back
our forces to reflect our declining involvement in Vietnam and the in-
creased capabilities of our allies. Troop reductions and base consolida-
tions by this July will lower the U.S. presence by some 12,000 in
Japan, 5,000 in Okinawa, 16,000 in Thailand, and 9,000 in the
Philippines.”

Mr. Passarax. What plans '11‘0 now being developed for future T.S.
troop withdrawal in this area?

General Wargex. In keeping with the Nixon Doctrine we will con-
tinuously evaluate the requirement for US. deployments in light of
the threats and the ability of our allies to assume an increasing slmre
of the responsibility for their defense.

COMMUNIST INSURGENCY MOVEMENTS

Mr. Passman. How serious is the Communist-inspired insurgency
movement in Burma, Malaysia. Indonesia and the Philippines?
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General Warrex. With respect to Burma

Malaysia

The Communist-inspired movement in Malaysia poses a serious po-
tential threat in both West and East Malaysia, but most particularly
by the Communist Terrorist Organization (CTO) in West Malaysia.

It is based in southern Thailand from which incursions are made
into Malaysian territory across the Thai-Malay border.

The threat to internal security from the CTO and SCO is presently
under control due to the fairly effective security forces g

With respect to Indonesia, that country’s stability is not presently
threatened by Communist-inspired insurgency. The only active Com-
munist insurgent movement in Indonesia is along the Sarawak/West
Kalimantan border. — insurgents, mostly ethnic Chinese, pri-
marily direct their efforts against the East Malaysian state of Sarawak.
Periodic clashes with Tndonesian military forces, however, do occur as
a result of Indonesian Army counterinsurgency operations designed to
eliminate the insurgent base areas and force them across the Sarawalk
border ————.

In the Philippines, Communist-inspired insurgency is presently con-
trollable but the potential is high, given the country’s deep-seated
social and economic discontent. ;

COUNTRIES WHERE U.8. TROOPS ARE BASED.

Mr. Passman. Would you please indieate which countries in the
entire East Asia and Pacific region, no matter if they receive military
assistance or not, have U.S. troops based within their borders?

General Warren. We have major combat forces based in Korea,
Japan, Okinawa, Philippines, Taiwan, ‘Thailand, and South Vietnam.
In some other East Asian countries we have small numbers of military
personnel assigned to a variety of noncombat activities. For example,
there are attachés, personnel performing military asistanee-related ac-
tivities, and technically oriented activities.

BURMA

Mr. PassmaN. Why does Burma maintain a nonalined position
with respect to her foreign policy ?

General Warrex. Communist China which shares a 1,400 mile
border with Burma has always been the key factor in the determi-
nation of Burmese foreign policy and the GUB has adhered to a
position of nonalinement largely because it has believed that policy
provides Burma with the best chance of maintaining its inde nd-
ence of this powerful neighbor. The Burmese have not altered this
basic analysis of their situation even though since 1967 Communist
China has increased its support for Communist rebels within Burma.
This rebel activity does not threaten the stability of the Burmese
Government, and the Burmese leaders realize that the Chinese are

80-208—T1—pt. 1——9
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capable of a much greater effort in Burma. For this reason the Bur-
mese Government does not wish to do anything that could possibly
provoke Peking and result in more difficult security problems within
Burma. In addition to maintaining its nonalined position, the Bur-
mese Government during the past 2 years have made efforts to improve
its relations with China and it has had some success. Rangoon and
Peking have recently exchanged ambassadors for the first time since
1967 and for over 6 months the Chinese have refrained from broad-
casts denouncing the Burmese Government.

Mr. Passman. —— or is she trying to stop it at all?

General Wargex.

Mr. Passaax. Inotice that

General WARREN.

REGIONAL COSTS

Mr. Passmax. You list $76,000 for “Regional Costs” :
year 1972. Would you please tell the committee what these costs
mnclude?

General Warrex. The $76,000 for “Regional Costs” is to support
the personnel of subordinate military commands who administer the
training program in the East Asia area. Included arve such costs as
salaries, allowance, and temporary duty travel.

REDUCTION IN EAST ASIA REGIONAL COSTS

Mr. Passaran,. How were you able to reduce these costs from $590,000
in fiscal year 1970 to $76,000 in fiscal year 19727

General Warrexs. In fiscal year 1970, $500,000 of the $590,000 was for
requirements financed with MAP l'('lmbumt'mcnts gcnemted from the
disposal sale of MAP excess materiel in the East Asia area. Since
fiscal year 1970, such requirements have been reflected in appropriate
country programs without regard to the geographical source of MAP
reimbursements. The remaining $90,000 w.m for civilian sllm-ios, al-
lowances, and temporary duty travel of U.S. personnel in Pacific com-
mands who administer the East Asia training program. This has been
reduced to $76,000 for fiscal year 1972

CaMBODIA

Mr. Passaran. The first country with a material program is Cam-
bodia, for which the fiscal year 1972 estimate is ——— which is an

the fiseal year 1971 program.

Is it not true that the funds requested for Cambodia are needed to
further the Vietnamization program ?

General Warren. There is a close relationship. The funds are es-
sential if the Khmer forces are to continue to resist NVA/VC aggres-
sion, Such resistance ties down large numbers of NVA/VC forces
which could otherwise be deployed to South Vietnam.

WITHDRAWAL OF U.8. FORCES

Mr. Passman. Hopefully these funds will allow the United States to
withdraw its troops at a faster rate, is that correct?
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General Warren. It is expected that these funds will enable the
Khmer forces to improve their ability to resist NVA/VC forces, The
current and projected capability of the Khmer forces represent one
factor which may be considered in determining the rate of withdrawal
of U.8S. Forces from Southeast Asia.

UTILIZATION OF MAP EQUIPMENT BY CAMBODIAN FORCES

Mr. Passman. The MAP program to Cambodia was resumed last
Spring at a level of $8,900,000 and in fiscal year 1972 you estimate a
program of ———,

This is a large jump, do you feel the Cambodian forces can effectively
use this large amount of military assistance ?

General Warren. While large in comparison to military assistance
for countries not at war, the —— will Lu-m-'ide only a moderate level
of support considering that the Khmer Republic is expected to have a
force of over 200,000 men engaged in active hostilities. Over 70 per-
cent of the materiel consists of ammunition and spare parts. The new
end items consist of motor vehicles and relatively light, unsophisticated
military items. The projected delivery of these items will be geared to
the anticipated capabilities of the Khmer forces, Subject to the uncer-
tainties inherent in any combat situation, it is believed that the armed
forces of the Khmer Republic need and can use effectively all of the
military assistance requested for fiscal year 1972,

QUALIFIED GER PERSONNEL

Mr. Passyan. I realize most of the funds are to be used to lll):'()\'ille

ammunition and rifles but some aireraft and ships will also be pro-
vided. Do they have qualified people to fly these planes and pilot the
ships and probably most important to keep the equipment in working
condition?

General WarreN. The Khmer forces have a small cadre of fairly
well qualified personnel but they do not presently have enough to
support adequately all the items in the fiscal year 1972 program,
However, extensive training is taking place and it is anticipated that
enough skilled personnel will be :1\'uihlhle to operate and maintain
the relatively unsophisticated aireraft and smalil craft by the time
they are received.

Mr. Passman. Do you feel the Cambodian armed forces can stop
the Communist aggression ?

General WarreN. One heartening aspect of the war in Cambodia is
the cooperation which has developed between the South Vietnamese
and the Cambodians. With ARVN and other support, the Cambodian
armed forces have been able to generally maintain control of the area
which they held prior to the dry season. The effectiveness of the Cam-
bodian armed forces has increased from a rather low beginning in
March 1970 to the point where they played an important part in
clearing Route 4 in January this year and are currently holding
their own in several areas of the country.

With continued U.S. MAP support and South Vietnamese combat
support, I feel that the Cambodians will generally be able to prevent
further Communist gains. Much, however, depends on where in South-
east Asia the Communists concentrate their efforts.
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EXTERNAL MILITARY SUPPORT FOR CAMBODIA

Alr. Passaran. You state in your justifications that Cambodia will
only need limited external military support if the funds for MAP
are provided. Who will provide this external support and what type
of support will be provided ?

General Warren. As the President stated in his report to the Con-
gress on February 25, 1971, “The South Vietnamese, at Cambodia’s
request, continued to sweep the sanctuary areas, conduet ground op-
erations in support of Cambodian forces, and provide air and logistic
support and training.” As the forces of the Khmer Republic improve
it is anticipated that there will be a gradual reduction in the need
for direct South Vietnamese military support of the Khmer Republic.

DIRECTOR OF MAP-CAMBODIA

Mr. Passysan, Who is directing the field administration of the
MAP program in Cambodia ?

General Warney. A U.S. Military Equipment. Delivery Team,was
established on 31 January 1971 to superyise and audit the delivery of
MAP equipment to Cambodia. The Chief of the MEDT directs the
field administration of the MAP program in Cambodia under the
supervision of the U.S. Ambassador to that country.

Mr. Passyman. Does the U.S. have advisers in Cambodia to direct
the MAP training program ?

General WarreN. No. The U.S. does not have training advisors in
Cambodia.

U.S. MILITARY PERSONNEL IN CAMBODIA

Mr. Passman. Do we have any U.S. personnel in Cambodia at this
time?

General Warren. Yes, a forward element of 16 personnel from the
Military Equipment Delivery Team is located in Phnom Penh.

EXCESS DEFENSE ARTICLES FOR CAMBODIA

Mr. Passaax. I note you plan to provide ——— in excess equipment
to Cambodia in addition to the regular MAP program request. What
type of defense articles will be supplied ?

General WarreN. The current best estimate of types of excess ar-
ticles which will become available to meet Cambodia’s requirements
in fiscal year 1972 include motor vehicles, machineguns, mortars,
ordnance equipment, and miscellaneous other supplies.

FUTURE MAP FOR CAMBODIA

Mr. Passman. I notice in the force data table that Cambodia units
in being are ———. I assume that the MAP program will be needed
in future years to help supply ———. Do you have any estimates
on future year MAP program levels ¢

General Warren. We do not yet have estimates beyond fiscal year
1972. The recently organized Military Equipment Delivery Team
(MEDT) has been requested to prepare such estimates. However,
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the MEDT is giving first priority to providing supplies to Khmer
forces engaged in combat and it is not certain when the MEDT will
be able to submit meaningful estimates for beyond fiscal year 1972.

Mr. Passman, Does anyone else provide military assistance to
Cambodia ?

General WarreN. The Sonth Vietnamese have provided substantial
military assistance to Cambodia in the form of combat support and
captured enemy equipment. There are currently approximately 20,000
ARVN in Cambodia committed against Communist forces which
pose a threat to both countries. Several other countries such as In-
donesia, Australia, New Zealand, and Thialand have provided diplo-
matic support to the Government of the Khmer Republie.

Rerueric or Caixa

Mr. PassmaxN. The next country in the Bast Asia region is the Re-
public of China for which is estimated for the fiscal year 1972
program, a ———— the current year.

Do you feel the budget request for the Republic of China, our
staunch ally and whose defense capability is vital to the national in-
terests of the United States, is adequate for her to increase her defense
capabilities?

General WarreN. The Republic of China is well on the way to self-
sufficiency in providing its own defense needs and grant MAP has
been steadily reduced as requirements are increasingly met from that
nation’s own resources and from cash and credit purchases from the

United States.

ARMED FORCES MAINTENANCE AND REPAIR CAPA BILITIES

Mr. Passmax. Is it not true that the Nationalist China Armed
Forces are extremely capable of maintaining and repairing the equip-
ment allocated to them and therefore are able to make use of all the
equipment made available?

General WarreN. Yes. The Republic of China Armed Forees ca-
pability in maintenance and repair, fostered by the military assistance
program, has made it possible to utilize select long supply and excess
to support and upgrade their armed forces.

GRC ARMED FORCES MODERNIZATION

Mr. Passmax. It is stated in the presentation that the 17.S.
General WarreN. Improvement in mobility, firepower, communi-
cations and air defense should permit reduction in the Armed Forces,
primarily the Army. Output of vehicles, small arms, communications
equipment and helicopters from existing coproduction arrangements;
provision of equipment through grant aid and excess defense articles.
and acquisition of materiel through cash and credit sales have con-
tributed substantially to the modernization of GR(’s Armed Forces,
Mr. Passmax. Is it not true that a lot of equipment on hand in
Nationlist China is obsolete or will be obsolete in the near future?
General Warren. Yes, some equipment is obsolete. However, it
is being replaced through coproduction, grant aid, excess defense




articles, cash and credit sales and, in case of the Navy, loan and lease
of vessels.

Mr. Passaan, It is indicated in the justifications that ——— out of
the ——— estimated program for fiscal year 1972, which is about

percent will be allocated to investment in new equipment. What

type of equipment will be provided?

General Warren. We plan to provide under this category primarily
communications equipment and ammunition.

GRC ARMED FORCES MODERNIZATION PACE

Mr. Passmax. It doesn’t appear that we are modernizing the Repub-
lic of China armed forces at a rapid pace. Would you like to explain
further?

General Wagrren. The fiscal year 1972 MAP pmmlrs the continua-
tion of investment programs to which the United States and the
Republic of China attach a high priority.

REDUCTION IN NUMBER OF STUDENTS FOR CHINA

Mr. Passyrax. Would you please explain the large reduction of from
379 students trained in fiscal year 1970 to only ———— proposed to be
trained in fiscal year 1972% You stated earlier that training had pro-

vided one of the greatest returns for dollars spent in the MAP
program.

Greneral Wargex. There is a reduction of students in China pro-
aram between fiscal year 1970 and fiscal year 1972 as the result of in-
creased self-sufficiency within the Chinese military school system. The
Army and Air Force has reached a point where they can .lt{'()l]l]ill‘?h
the majority of required training, except in the areas of communica-
tions, missile and aviation. In addition, the fiscal year 1970 program
reflected a special overseas orientation tour for 104 pilots w ich was
at no cost to MAP.

BUDGET SUPPORT

Mr. Passyax. Would you please explain the U.S. budget support
item listed in the economie data table in \\Im‘h the followi ing amounts
are shown: Coming year 1968 ———, coming year 1969 ———, com-
ing vear 1970 estimate

General Warrex. U.S. mlll!'nv budget support represents local
currency generated by U.S. grants and loans of current or preceding
vears which are made available to the countries as a contribution to
rhr-n military budgets. These funds are commingled with funds com-
ing from their own resources and are not earmarked for any particu-
lar item.

ALLOCATIONS FOR ATRCRAFT

Mr. Passaan. You indicate that in fiscal year 1971, $2,445,000 was
allocated for aircraft but you only show that ——— plane was pro-
vided and in fiscal year 1972 you propose a ——— allocation but indi-

cate only ——— aircraft will be provided. Arve these planes that ex-
pensive or does some of the allocation go for spare parts?
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General Warren. The allocation is for aireraft modification, air-
craft ground handling equipment, and sparve parts. The actual aircraft
—— are being provided from excess defense stocks at no cost to
MAP appropriated funds.

FISCAL YEAR 1972 EXCESS DEFENSE ARTICLES FOR GRC

Mr. Passyman. In addition to the regular MAP request, I see you
lan to provide — in excess defense articles to the Republic of
%‘Ilill:l. What type of equipment will be supplied from this excess
program ?

General Warren. In fiscal year 1972 we plan to provide such excess
defense articles as

EXCESS EQUIPMENT PROVIDED GRC IN FISCAL YEARS 1970 AND 1071

Mr. Passman., I note from your justifications, that the excess equip-
ment program as estimated last year for fiseal years 1970 and 1971
for the Republic of China has been greatly increased according to
this year's presentation. Would you please tell the committee what
amounts were estimated to be programed last year for fiscal years
1970 and 1971 and what the present allocation 1s for these 2 years?
Please use the same equipment value so a valid comparison can be
made.

General Warren. Using legal value as a basis for comparison, in
last year’s presentation document we estimated $48 million and $0.1
million for fiscal years 1970 and 1971, respectively. Allocations in this
year’s presentation are $63.6 million for fiscal year 1970 and $20.7
million for fiseal year 1971. Individual country justifications last year
reflected only a portion—38.3 percent for fiscal year 1970 and 8.6
percent for fiscal year 1971—of the total amount of excess equipment
projected to become available worldwide for these 2 years. Subsequent
allocations of additional excess equipment to the Republic of China
for fiscal years 1970 and 1971 accounts for the differences between last
year’s and this year’s presentation documents.

INpONESIA

Mr. Passyan. The next country we turn to is Indonesia, for which
is estimated for the fiscal year 1972 program, an ——— the
current fiscal year 1971 program.

INTERNAL SUBVERSION—INDONESIA

Mr. Passman. What internal subversion presently threatens
Indonesia?

General Warren. The present principal internal subversive threat
to Indonesia is posed by remnants of the outlawed Indonesian Com-
munist Party, but its attempts to regain its former position in the
country’s power structure have been a dismal failure. It is beset by
factionalism, the relentless surveillance and pressure exerted by the
Fovernment, and the difficulty of replacing the many leaders killed
or apprehended after the abortive Communist coup in October 1965.
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Communist insurgents in west Kalimantan and the separatist
movement in west Iran pose a threat to the Government but the mili-
tary is capable of coping with them. The small radical Muslim element
would welcome the opportunity to turn Indonesia into an Islamic
state .

Mr. Passman. Does Indonesia have the problem of large armed
forces waging war within the country as does other Southeast Asian
countries ?

General WarreNn. An insurgency exists in the extramely rugged
mountain areas of Kalimantan (Borneo) conducted by Communist
dissidents of Chinese ethnic origin. Containment of that insurgency re-
quires the stationing of significant numbers of Federal troops in the
area. Scattered incidents of dissidence occur elsewhere in the country.

U.8. PERSONNEL PRESENT IN INDONESIA

Mr. Passman. How many American personel are presently located
in Indonesia ? Please treat the military personel separately.

General Warrex. There are at present approximately 215 U.S.
Government personnel in Indonesia, of which 61 are military person-
nel to include attachés and the defense liaison group.

CAPABILITY OF ARMED FORCES

Mr. Passman. Do you feel Indonesian Armed Forces are capable of
maintaining internal security ¢

General WarreN. At the present time, yes. However, maintenance
of this capability requires modernization of the Armed Forces, partic-
ularly in such areas as communications, transport—both ground and
air—and selected combat items such as rifles.

INVESTMENT EQUIPMENT FOR INDONESIA

Mr. Passarax. I note that —— percent of the fiscal year 1972 allo-
cation to Indonesia will be used for investment in new equipment.
What type of equipment will be provided ?

General Warre~. Investment equipment planned for fiscal year
1972 includes ———,

Mr. Passaan. I assume this large allocation to new equipment is
because Indonesia had none of this equipment on hand ?

General Warren. Some of this type of equipment was supplied
under provious programs. The equipment we plan to provide in fiscal
year 1972 is required to enhance their capability to maintain internal
security, to upgrade communications necessary for command and con-
trol, and to improve maintenance and logistics facilities.

MAINTENANCE OF EQUIPMENT IN INDONESIA

Mr. Passman. Does the Indonesian Armed Forces have enough
qualified personnel on hand to keep this equipment operational?

General Warrex. Yes. A pool of technically trained personnel, sup-
ported by a moderate training base, is available in all services to keep
this equipment operational. The proposed program will continue to
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provide materiel and training for improvement of the logistics and
maintenance facilities.

INDONESIA FORCE STRUCTURE

Mr. Pass»an.
General WaRrrex.

REDUCTION IN NUMBER OF STUDENTS FOR INDONESIA

Mr. Passman. Again T notice you have reduced the number of
trainees to be trained in fiscal year 1972 substantially below the fiscal
year 1970 level. It would seem with the delivery of all this new equip-
ment there would be an increased requirement for training qualified
individuals to operate and maintain 1t. Would you please comment?

General WarreN. The reduction in number of trainees between fis-
cal year 1970-72 is due to 94 Indoesian ship crew personnel involved
in the transfer of an LST in fiscal year 1970. No ship transfer require-
ment is programed in fiscal year 1972,

PERCENT OF GNP FOR DEFENSE

Mr. Passman. You indicate that Indonesia will spend about 8.7 per-
cent of its GNP on defense in calendar year 1970. Doesn’t this appear to
be a little low when I believe the United States is presently spending
about 7 percent of its GNP on defense?

General WaArreN. As you are aware, the overall Indonesian sconomie
situation was quite unbalanced in past years and the per capita GNP
very low. The present government has initiated policies to deal with
this problem and is directing available resources to the greatest extent
possible into high priority development efforts which will improve the
economic situation over the long term. Such an allocation of resources
is necessary if the country is to attain economic stability and future
growth.

ATIRCRAFT FOR INDONESIA

Mr. Passman. I note that the ——— airceraft programed in fiscal
year 1970 will not be delivered until some time after ——, Why does
it take so long to deliver these aireraft?

General WarreN. These ——— were actually delivered in January
1971. Production lead time for ——— aireraft is 1 year.

Rerusric or Korea

Mr. Passman. The next country in the East Asia region is Korea,
for which ——— is estimated to be allocated in fiscal year 1972,
a —— the current fiscal year.

This is the second increment in the scheduled 5-year moderniza-
tion program for Korea. What will the total 5-year program cost the
United States in military assistance funds?

General Warren. It is estimated that the total cost of the Korea
5-year modernization program will be approximately
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U.S. TROOP REDUCTIONS

Mr. Passman. At the end of the 5-year modernization program,
will the United States be able to withdraw all her troops from Korea ?

General Warrex. We have no plans at this time for a further re-
duction of U.S. troop strength in Korea. In keeping with the Nixon
Doctrine, however, we will continuously evaluate the requirement for
U.S. force deployments in light of the ability of our allies to assume
more responsibility for their defense. The capabilities of the Korean
Armed Forces will of course be an essential element in the evaluation
of U.S. deployments in Korea.

Mr. Passman. How many U.S. troops are stationed in Korea ?

General WarreN. As of 28 February 1971, there were a total of

ersonnel assigned in Korea.

Mr. Passman. Will the proposed withdrawal of 20,000 U.S. troops
still be completed by the end of fiscal year 1971 ¢

General Wagrren, Yes, sir; it will.

DEFENSE CAPABILITIES OF KOREA

Mr. Passman, Do you feel that Korea will be able to defend itself
adequately when the U.S. troops are withdrawn? Since Korea is a
forward defense country, this is a very important consideration.

General WarreN. Yes, sir. Our reduction of 20,000 was carefully
evaluated against the defense requirements of Korea in view of the
threat existing to her security. The United States of course will meet
her obligations to the defense of Korea under our Mutunal Defense
Treaty.

KOREA CAPABILITY TO ABSORE NEW EQUIPMENT

Mr. Passmax, Since —— percent of the fiscal year 1972 allocation
is proposed to be used for investment in new equipment, do you feel
qualified personnel are present in the Korean armed forces to effec-
tively utilize and maintain this equipment ?

General WarkreN. As currently planned, personnel qualified to utilize
and maintain this additional equipment will be on hand by the time
the material is ready for delivery.

FISCAL YEAR 1972 MAP TRAINING

Mr. Passman. What type of training is scheduled to be provided
in fiscal year 19727

General Warren. The fiscal year 1972 program continues needed
technical, leadership, and professional courses as in prior years. Em-
phasis will be on higher level professional and resources management
training which contributes toward the capability for increased self-
sufficiency of the recipient country.

HARDENING AIRFIELDS

Mr. Passman. Has South Korea been successful in hardening their
airfields?

General WarreN. The United States has built——— aireraft shelters
in Korea which meet appropriate protection criteria. These are pri-




137

marily for use by U.S. aircraft, however, the United States now
has ——— tactical fighter aircraft in Korea. The Republic of Korea
has constructed approximately ——— hardened aireraft shelters and
has realistic plans for development a total of — shelters. How-
ever, while these actions are beneficial in protection of aircraft against
North Korean attack, they do not yet constitute a complete airfield
hardening program.

Mr. Passman. What have been the number of incidents along the
DMZ this past year? A

General Warren. During calendar year 1970 there were 71 inci-
dents along the DMZ.

U.8, SUPPORT OF KOREAN TROOPS IN VIETNAM

Mr. Passmaw. In terms of dollars, how much and what type of sup-
port does the United States provide the Republic of Korea for de-
ployment of her troopsin Vietnam?

General Warrex. Our estimate of USG support of Korean forces
in Vietnam for fiscal year 1971 in dollars and by type is shown below :
LV RUEP D wh g ch: (1)t o] o) o SR S O S S e R L L I 1[!3. 8
Operations and maintenance 9. E
Procurement i
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TROOP LEVELS

Mr. Passmax. I notice that South Korean Army troop levels have
dropped ——— below last year’s level. Would you please explain this

decrease when it would appear that an increase in troop levels would
be in order since the United States is withdrawing troops ¢

General WarreN. Last year’s document was in error in that the
marine strength, approximately ——— was included in both Army
and Navy total strengths. The strengths shown this year are correct
and there has been no significant change since last year.

PERCENT OF GNP FOR DEFENSE

Mr. Passman. Along this same line, why would the defense expendi-
tures as a percent of GNP drop from 4.1 percent in calendar year 1969
to 3.9 percent in calendar year 19707

General WargeN. I believe this results from the fact that although
Defense expenditures rose by some $55 million, the GNP simply rose
at a more rapid pace resulting in the lower percentage fignre. We arve
engaged in discussions with the Korean Government as to ways of
increasing the ROK budgetary contribution to their defense etfort.

BUDGET SUPPORT

Mr. Passaan. Would you please explain the $66 million T.S.
budget support item estimated for calendar year 1970 for Korea'!

General Warrex. U.S. budget support represents local currency gen-
erated by U.S. grants and loans of current or preceding years which
are made available to the countries as a contribution to their military
budgets. These funds are commingled with funds from their own re-
sources and are not earmarked for any particular item.
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TYPES OF MAJOR EQUIPMENT FOR KOREA

Mr. Passyman. What type of major equipment is going to be pro-
vided to Korea in fiscal year 1972 by the MAP program ¢

General Warren. The types of major equipment items planned for
Korea in the fiscal year 1972 program include .

KOREA MODERNTZATION PROGRAM

Mr. Passman. Which area of the Korean Armed Forces is in need
of the majorl)ortinn of U.S. modernization efforts?

General Warrex. Our objective is to achieve a balanced moderniza-
tion of all MAP supported forces in Korea. The cost of modernizing
the ROK Army willl probably exceed that of the other branches since
the Army represents the largest component of the Korean Armed
Forces.

EXCESS DEFENSE ARTICLES FOR KOREA

Mr. Passyman. I see you propose to substantially increase your excess
equipment, program for Korea from $15 million in fiscal year 1971 to
— - in fiscal year 1972. What type of equipment will be given to
Kopea ?

(Gieneral Warren. The types of excess equipment planned for sup-
ply in fiscal year 1972 include ——.

HELICOPTERS FOR KOREA

Mr. Passmax. I note that ——— helicopters were programmed for
Korea in fiscal year 1969 but they are not scheduled for delivery until
some time after June 30, 1971, What is the delay in providing these
helicopters ?

General WarreN. These —— helicopters were delivered to Korea
during November and December 1970. This information became avail-
able subsequent to preparation of the Congressional Presentation
Document,

Privirpines

Mr. Passyan. The last country in the East Asia region is the Philip-
pines, for which the fiscal year 1972 estimate is —— the fiscal year
1971 program.

Has there been any incidents in the Philippines this past year pro-
t\esting U.S. presence in that country or U.S. policies in Southeast
Asia?

Genera] Warren. There have been no ineidents of protests specifi-
cally against U.S. policies in SEA or the U.S. presence in the Philip-
pines. There have, however, been occasional protests, primarily stu-
dent, against the Marcos administration and, in some incidents, the
issue of alleged American imperialism, including our base presence,
has been raised.

SMUGGLING

Mr. Passman. You state that MAP funds are provided to improve
antismuggling capabilities of the Philippine Armed Forces. Is smug-
gling that big a problem in the Philippines?
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General Warren. Smugglers have traditionally been active in the
southern Philippines. The Marcos administration has taken gction to
stem this practice in order to prevent loss of revenue to the Federal
Government,

Mr. Passyan. What commodities are the major items smuggled?

General Warrex. In recent years they have been primarily high-
value, low-bulk items such as gold, cigarettes, jewelry, electronic
equipment, and appliances.

PHILIPPINE PERSONNEL IN VIETNAM

Mr. Passman. At the present time, do the Philippines have person-
nel in South Vietnam?

General WarreN. Yes. A small detachment of medical, logistie, and
administrative personnel totaling approximately 130 men.

Mr. Passman. If so, does the United States provide support for
these personnel #

General Warrex, We no longer have funds in the DOD budget for
support of the Philippine forces as we did when the PHILCAG was
deployed in Vietnan.

PERCENT OF GNP FOR' DEFENSE

Mr. Passman. Again I notice defense expenditures as a percent of
GNP are declining from 1.7 percent in ealendar year 1969 to 1.4 percent
in calendar year 1970, Since GNP is on the increase; it seems the Phil-
ippine Governiment would at least keep the percentage of defense ex-
penditures constant. Would you please comment ?

General WarreN. Since 1969, the Philippines has suffered from a
severe balance-of-payments problem, and in earl y 1970 it became neces-
sary for the Government to negotiate a standby agreement with the
International Monetary Fund. In the past year, good progress has been
made toward achieving financial stability; however, many categories
of Government spending and classes of Imports have had to be eur-
tailed significantly in order to make this possible.

Fiscan YEAR 1972 Progray ror NEAR EAsT AND Sovrn Asta

Mr. Passman. As I presently see the situation, we are providing
India and Pakistan only training in the fiscal year 1972 MAP pro-
gram. What type of training do we provide?

- General Wargen. The type of training provided to India and Pak-
istan is primarily in the professional area; that is, command and gen-
eral staff officer course, engineer, field artillery, infantry, armor officer
advanced courses, naval command course, and defense management
course.

INDIA AND PAKISTAN

Mr. Passman. Is it not true that the United States suspended the
military assistance program grants to India and Pakistan in 1965 be-
cause of hostilities between the two nations?

General Warren. These grants were suspended to both countries
as a result of the 22-day war in 1965. They were terminated finally
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under the provisions of the April 1967 enunciation of a revision of the
military supply policy. A modest program of Conus training was re-
vived under the terms of that policy revision.

SOURCES OF EQUIPMENT ACQUIRED BY INDIA AND PAKISTAN

Mr. Passaaw. Is it also not true that India and Pakistan are now
receiving arms and military equipment from the Soviet Union and
Communist China?

GGeneral Warren. India has purchased a broad range of military
equipment from the U.S.S.R. beginning about the time of the Chi-
nese incursion across the Himalayas in 1962. The program reached its
peak just after the war with Pakistan in 1965 and has tapered off to a
large extent in the last few years as India drives toward self-sufficiency
in the military sphere. India has never received arms from China.
Pakistan began receiving comparatively large amounts of hardware
(tanks, jet fighters and bombers, artillery and a variety of small arms)
from China following the 1965 war. While hard information is lack-
ing. it appears that most of this gear was provided essentially on a
erant basis. More recently, Pakistan has purchased significant though
not inordinately large quantities of tanks and artillery from the
U.S.S.R. As far as is known, only a minor portion of the total placed
on order has been delivered.

MIG PLANTS IN INDIA

My, Passyax. If I am not mistaken, India has several MI1G assembly
plants in operation at the present time, is that correct?

General Warres. Part of the Soviet credit has been devoted to the
construction of a three-factory complex for the production of MIG-21
interceptors. (The main plant near Bombay produces airframes, cur-
rently with an estimated 75 percent indigenous content, and com-
pletes final assembly of the planes. An engine plant near India’s east
coast and an electronics/avionies factory at Hyderabad are opera-
tional but have not reached as high a level of domestic content in their
respective outputs.)

COUNTRIES WILL OBTAIN EQUIPMENT FROM OTHER SOURCES

Mr. Passasax. Doesn’t this point to the fact that these countries
will obtain military arms and equipment no matter what action the
United States will take?

General Warrex. Both India and Pakistan believe it essential to
maintain and modernize their respective military forces in response
to the perceived threats. India is concerned primarily over China’s
power along the Himalayan rimland, but it sees an additional threat
of Pakistani collusion with China in some future effort against Indian
soil. Pakistan is concerned only about India’s four-to-one military
advantage. In view of these perceptions, each will take the steps it
helieves necessary to assure it security irrespective of the source of
supply. In fact. however. India is steadily and measurably reducing
its dependence on overseas suppliers, substituting domestie produc-
tion in all but the most sophisticated hardware areas. Pakistan, which
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has only a very limited military industrial base, will perforce con-
tinue to depend almost entirely on outside suppliers.

Mr. Passmax. Before the United States suspended it military as-
sistance to these two countries, did they purchase arms from the Com-
munist countries and if so in what amounts as compared to now ?

General WarreN. As I stated earlier, India began acquiring mili-
tary hardware from the U.S.S.R. at about the same time that we un-
dertook our grant aid program, that is, after the Chinese incursion in
1962. New Delhi began by purchasing a limited number of MIG’s,
partially due to our unwillingness to provide armed aireraft of a
similar capability. Pakistan received no communist supplied equip-
ment prior to the suspension.

Mr. Passman. We have more or less forced India and Pakistan
to deal with the Communists. Another point to make is that the United
States is now and has in the past provided large amounts of economic
assistance to India and Pakistan. Would it not be true that this U.S.
aid wonld allow these countries to release some of their own resources
to purchase military equipment ?

(General WargeN. I cannot argue with the logic of the assertion that
our assistance may have freed assets for military acquisition. However,
most analysts of the area seem to agree that in the absence of our aid.
both India and Pakistan would have diverted funds in almost as
large amounts from development to defense. In other words, economic
improvement would simply have gone wanting.

Mr. Passman. I believe perhaps we should increase our military
sales program to these countries and have them spend some of the
U.S. aid dollars in the United States, do you agree

General WagreN. There are two basic policy matters involved in
this question, one applicable worldwide and one relating only to the
area of South Asia. The first question is whether the U.S. (zovern-
ment should encourage or require those countries receiving economic
assistance from us to make their military purchases in the United
States. We believe that we should discourage unnecessary military
expenditures in the developing countries, both to reduce undesirable
misuse of scarce economic resources and to hold down regional arms
races. Where it is obvious that the country in question is determined
to purchase certain military equipment regardless of whether we be-
lieve it is needed or not and in spite of the diversion of resources
from economic development, we wounld then encourage purchase of
U.S. equipment where it is equally or more suitable than items from
other countries and where the impact on economic development is
in the same range. With regard to our policy on arms sales to India
and Pakistan, we are confronted with a special area problem. After
the 1965 war between these two countries the [7.S. Government im-
»osed an embargo on the sale of lethal end-items to both countries.

Ve continued to sell spare parts for previously supplied U.S. equip-
ment and certain nonlethal end items such as trainer and transport
aircraft, trucks and jeeps, and communications equipment. In Octo-
ber 1970, the U.S. Government decided to make a one-time exception
to this policy to permit the sale of certain items to Pakistan. None of
these items have heen delivered and, as a result of the fighting which
erupted on March 25, in East Pakistan, we have our overall arms
supply policy for South Asia under close and continuing review.
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IRAN

Mr. Passyman, You indicated the United States has important secu-
rity interest in Iran. Would you please tell the committee what these
security interests ave?

General Wagrex. In the first place, Iran is located in an area of
great importance to the free world, the Persian Gulf area, With the
withdrawal of British forces from this area, we are looking toward
the Gulf rviparian states to ensure peace and stability. Iran will cer-
tainly be a major participant in this effort.

CLASSIFICATION OF ARAB STATES

Mr. PassmaN. You also state - . Please identify the moderate
Arab regimes and the radical Arab States for the record.

General Warnex. The term “moderate Arab States” is generally
used, with' respect to the Middle Kast, to refer to Jordan, Lebanon,
and Saudi Arabia. The term “radical Arab States” is much more difli-
cult to define precisely because of the shifting character of Middle
Eastern politics. Tt has been used at one time or another to bracket
Syria, the United Arab Republic (Egypt), Iraq, the People’s Repub-
lic of South Yemen, and Yemen, among the' Middle Eastern States.
It should be noted that there have been obvious differences in the de-
gree of radicalism among these Statés at any particular time and in
any one State over an extended period of time. The term may there-
fore not be fully justified for all the countries specified at present.

GREEGE

Mr. 'Passman. The justifications state that Greece offers the
United States ——— ‘Why do you use the words “comparatively
unrestricted”?

General Warren. Greece makes available to the United States im-
portant air, naval and communications facilities. However, under
certain procedures we do need to comply with Greek clearance require-
ments for visits and aircraft overflight and landings.

Mr. Passman. Is feeling building up against the United States in
this country ¢

General Warren. On the basis of my recent visit to Athens, I am
inelined to say “No.”

TERMINATION OF GRANT AID TQ GREECE AND TURKEY

Mr. Passman. You state that U.S. planning guidance for Greece
and Turkey calls for gradual transitions from MAP grant aid to
credit sales purchases when the economic situations in the two coun-
tries permit. Do you have any estimates when it might be possible to
completely terminate grant military aid to these countries? Greece
has been programed for credit sales for the last 3 or 4 years but Turkey
has not yet started.

General Warren. No, it would be impossible to estimate when we
might be able to terminate completely grant aid to these two impor-
tant allies. We desire to move toward this end, however, and have
agreed in principle that as the economies of Greece and Turkey im-
prove, a gradual transition from grant to sales would be in order, as is
our policy worldwide. We have no established timetable but do ex-
amine the situation periodically.
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FUNCTIONAL BREAKOUT OF FISCAL YHAR 1972 PROGRAM

M Passarax. Wauld you furnish for the record a table showing the
pereentages and the amount of the $167 million which is planned to
be programed for NESA in fiscal year 1972 for operation, investment,
and training ?

General Warren. Yes, I will provide the table. (The information
follows:) '

NEAR EAST AND SOUTH ASIA
[Dollars in thousands)

Programed Program value Percent

g S S a e amr e I YT S e I . s 44
Invesiment. SFe B HRT S ER S 3 S R AR TEE ‘ 52
Training. 4

Tl R N e L TN W T e LA . 100

MISSION SUPPORT TO IRAN

Mr. Passmaxn. In fiscal year 1972, you indicate military assistance
to Iran will consist of MAP training and mission support, Would you
please explain the mission support item?

General WargeN. The term “mission support” refers to the cost of
operating the Iranian MAAG. Both the defense appropriation and
the military assistance appropriation support MAAG operations.

The defense appropriation hill covers llhe pay and allowances and
PCS of military personnel assigned to the MAAG, their welfare and
recreational activities, dependent schooling, and 50 percent of the
costs of operating MAAG aircraft.

The military assistance appropriation covers (1) pay and allow-
ances of U.S. civilian personnel ; (2) change of station travel costs for
U.S. civilian personnel and dependents; (3) temporary duty travel of
both civilian and military personnel; (4) rents, communications, and
utilities; (5) printing and reproduction; (6) payment of salaries for
local inéigenous personnel required to support MAP oyerseas activi-
ties; (7) supplies and materials; (8) equipment required in MAP
administrative duties; (9) other contractual services: (10) one-half
of MAAG aircraft support costs; and (11) shared support (common
services provided by the U.S. State Department).

AMOUNT ALLOCATED TO EACH COUNTRY

Mr. Passman. What percent of the total allocation for the Near
East and South Asia region in fiscal year 1972 will go to each of the
three material and training countries?

General Warren. The total allocation of the Near Rast and South
Asia material and training countries is Greece ———— Jordan
and Turkey ——.

JORDAN

Mr. Passman. The justifications state that Jordan can contribute
to a peaceful settlement in the Near East. Would you please explain
how this small, financially troubled nation ean contribute to peace
in this area?

60-208—T71—pt. 1——10
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General Warge~n. Jordan’s army has in recent months neutralized
the Palestinian fedayeen movement in that country and in so doing
has greatly diminished the capability of the Palestinians to block a
peace settlement—a capability they previously demonstrated with some
effectiveness. Moreover, at least in part as the result of their defeat
in the civil strife of September 1970, several fedayeen groups have
toned down their opposition to a political settlement. Conversely, as
President Nixon pointed out in his February 25, 1971 Report to the
Congress, if Jordan had succumbed to either internal subversion or
external aggression last fall, “the danger of another full-scale Middle
Eastern war would have been at hand.” Jordan therefore contributes
significantly to the framework of Middle Eastern security.

COUNTRY BREAKDOWN OF DOLLARS FOR NESA FISCAL YEAR 1972 TRAINING-
ONLY COUNTRIES

Mr. Passmax. Would you please provide a breakdown by country
$881,000 programed for training in fiscal year 1972 for the

five U.S. training-only countries?
General Warrex. The following is a breakdown, by country. of the
$881,000 programed for training in fiscal year 1972 for the five

U.S. training-only countries in the NESA area:

Dallars (in
Country thousands)

Afghanistan

India —r—
Lebanon T
Nepal e

Pakistan

LEBANON

Mr. Passman. Testimony in the fiscal year 1971 supplemental hear-
ings indicated that the type of equipment requested for Lebanon would
be determined in consultation later with that government. Could you
tell the committee what equipment will be delivered to Lebanon based
on the $5 million supplemental appropriation ?

General Wagrrex. The <-mmnrtatim|.~: are not yet completed but if
appears that the most likely equipment to be provided Lebanon will
be various vehicles, small arms, ammunition, and possibly some heli-
copters or small patrol boats,

Mr. Passyax. Was this a one-time request for military assistance
funds for material because I notice Lebanon has now returned to the
status of a U.S. training-only country ?

General Warren. Yes, grant assistance for Lebanon was a one-time
request related principally to the upsurge in Palestinian guerrilla
activity last summer.

(GrEECE

_ Mr. Passman. The first country in this area is Greece, for which the
fiscal year 1972 estimate is ——— the program level for fiscal vear 1971.

The suspension of major equipment shipments has now been com-
pletely terminated, is that correct.?
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General Warrex, That is correct.

Mr. Passmay. The United States has been severely criticized be-
cause we resumed military assistance shipments to (ireece before a
democratic government was established. Would you please comment on
this sitnation?

General Warrex. The lifting of the embargo was based on NATO
and U.S, security considerations. I would judge that very few could
criticize this action.

EFFECTIVENESS OF GREECE'S ARMED FORCES

Mr. Passyan. It has been said that the effectiveness of the Greek
military has been reduced greatly becanse large numbers of experi-
enced senior officers have been imprisoned and removed from the armed
services. It is said that deep disaffection among the officer corps exists.
What information do you have on the effectiveness of their Armed
Forces?

General Warrex. The information T have indicates that the current
Hellenic Armed Force compared with the precoup organization is
better paid, better dressed and their health has improved because of
better living conditions. T believe that some purging took place fol-
lowing the coup. However, some personnel were lost through normal
retirements. I would say that any weakening effect of the purge is
not discernible at the present time.

Mr. Passyan. If such a situation does exist in the ranks, do you
feel Gireece can effectively utilize the amount of military assistance we
are providing? :

General Warrex. As T have said that situation does not currently
exist. Greece can effectively utilize the amount of military assistance
we are providing.

IMIPORTANT U.S. FACILITIES IN GREECE

Mr. Passarax. Would you please tell the committee what important
air, naval, and communications facilities the United States has in
Greece?

General Warrex, The important 17.S. air, naval, and communica-
tions facilities in Greece are the following : Athenai Air Base, Athens:
Traklion Air Station, Crete: five Tropospheric Seatter Communica-
tions Stations: and the communications station at Nea Makri.

Mr. Passmavn. Tt seems that the largest deficiency in the Greek

—— according to the force data table but T note you have not pro-
gramed any of these items for delivery in the last 3 fiscal years. Would
you please comment ?

General Warrex. The problem here is that there are no suitable

. We do have a program of cost-shared construction ——— with
the Greeks and this seems to be the best solution to their long-term
needs for this type of equipment.
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SUPPLY OPERATIONS FOR GREECE

Mr. Passman. According to your program sheet, $3,496,000 was
allocated in fiscal year 1970 for supply operations and the proposal
for fiscal year 1972 is ——— for the same item. Would you please
explain this large increase?

General Wargren. This increase is the result of inereases in trans-
portation tariffs and increases in volume of deliveries. In 1970, de-
liveries to Greece were in a suspended status. This suspension was
lifted in 1971 with delivery of suspended items to be made in 1971
and 1972. In addition, deliveries of excess defense articles at legal
vithie are expected to increase from $17 million in 1970 up to
being proposed for fiscal year 1972,

EXCESS EQUIPMENT FOR GREECE

Mr. Passman. The excess defense articles program is estimated to
jump from $15,338,000 to ———— in fiscal year 1972. What major items
make up the fiseal year 1972 amount ?

General Warren. The excess defense articles program planned for
Greecein fiscal year 1972 include major items such

JORDAN

Mr. Passmawn. The next country in the NESA area is Jordan. for
which ——— is estimated for fiscal year 1972, an ——— the fiscal year
1971 program.

How long has it been since the United States has had a major mili-
tary asistance program to Jordan?

General Wargren. Our last year was 1967 for a sizable grant mili-
tary assistance program to Jordan.

JORDAN’S DEFENSE CAPABILITIES

Mr. Passman. Do you feel Jordan will be able to defend itself
internally from the guerillas and at the same time resist external at-
tacks from other Arab states?

General Warren. Jordan has already—September 1970—demon-
strated its ability to defend itself simultaneously against the Palestin-
ian guerrillas and the Syrians (although the intervention of the latter
was admittedly very limited, involving only a limited number of tanks
over a short period of several days). The subsequent neutralization of
the guerrilla forces in Jordan has, moreover, increased the Govern-
ment’s advantage. Nonetheless, Jordan would obviously face a severe
threat if it were simultaneously attacked in force by Syria and Iraq
while it still had to contend with gunerrilla forces inside the country.
Current. U.S. arms assistance to Jordan is designed to minimize that
threat.

JORDAN’S RELATIONSHIP WITH OTHER ARAB NATIONS

Mr. Passman. What is Jordan’s relationship with the rest of the
Arab world ?

General Warren. Jordan’s relations with the other Arab countries
have improved considerably from the low point of September-
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‘October 1970. This is obvious, for example, from the recent successful
visit by Crown Prince Hassan to Damascus. Nonetheless, reeurrent
fighting between the Jordan Army and the fedayeen has had an ad-
verse effect on relations with a number of Arab states. It has, for ex-
ample, led to a suspension by Kuwait of its subsidy payments for the
last several months and to a pronounced coolness between Jordan
and the United Arab Republic.

JORDAN’'S LAND SUBSIDIES

Mr. Passman. You indicate Jordan has lost outside cash subsi-
dies. Would you please tell us the amounts of these subsidies and
‘who supplied them ?

General Wargren. Prior to the September 1970 crisis Jordan re-
«ceived subsidies from Kuwait, Libya, and Saudi Arabia, totaling ap-
proximately $105 million annually. Following the erisis, Libya cut
off its subsidy permanently and broke diplomatic relations with Jor-
dan. Kuwait suspended monthly payments for October and November,
made the December payment, and then again suspended subsequent
monthly payments. Saudi Arabia has announced a policy of making
only half of its payments in cash with the balance in oil. The net effect
-of these decreases has been to precipitate a serious financial crisis in
Jordan.

ASSISTANCE PROVIDED BY THE UNITED KINGDOM TO JORDAN

Mr. Passyan. The statement is made in your presentation that U.S.
aid has been able to complement the assistance provided by the United
Kingdom. How much assistance is provided by the United Kingdom ?

General WarreN. Overall United Kingdom aid to Jordan, consist-
ing of various loans and grants, has totaled several millions of dollars
in recent years—1967, $5.9 million; 1968, $3.5 million : 1969, $5.1 mil-
lion. Over the period 196069, total United Kingdom assistance was
$64.4 million.

STABILITY OF JORDAN’S GOVERNMENT

Mr. Passman. In the Washington Post of October 29, 1970, it was
stated that Jordan had just formed its third cabinet in 6 weeks. Just
how stable is the Jordanian government at the present time?

General WarreN. The stability of the Jordanian Government does
not depend in the last analysis on the survival of cabinets but on the
survival of the regime, which rests on the twin pillars of the monarchy
and the army. The formation of three successive governments during
the September-October crisis of 1970 was mainly a reflection of policy
shifts and the King’s desire to install a military government during
the crisis. As such, it does not represent any inherent instability. The
third government referred to in the Post article has continued in office
from October 1970 until the present.

USE OF FUNDS IN JORDAN

Mr. Passmaw. Is it true that most of the MAP funds will be used
to replace equipment lost in the September war ?

General WarreN. Much of the program will be designed to replace
losses suffered in the September fighting. in recognition of the
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stabilizing role that this moderate Arab regime can continue to play
in the Middle East.

JORDAN'S LOSBSES OF EQUIPMENT

Mr. Passmax. Just how extensive were Jordan’s losses in this war

General Warren. Jordan’s losses of equipment and ammunition
during the September 1970 fighting were estimated by the U.S. Mili-
tary Survey Team at something under $10 million. This does not
include other losses of a nonmilitary character.

EXCESS EQUIPMENT FOR JORDAN

Mr. Passaax. Has the United States provided Jordan with excess
equipment in past years !

General Warrex. We have provided about $4.2 million (legal
val.e) of excess equipment to Jordan in past years. This includes items
such as aireraft, artillery, tanks, and mortars.

TUREEY

Mr. Passman. The last country in the NESA region is Turkey. for
which the fiscal year 1972 estimate is ———, a ——— the current fiscal
year.

Recently Turkey experienced a change in government as a resulf of
unrest between the military and the regular Turkish Government. Do
vou believe this change will have any effect on the MAP program in

the near future?

General Warrex. The new government, which it should be noted is
assuming office in accordance with Turkey’s constitutional procedures.
inclides members from three of the four major political parties. All of
these have supported Turkey’s membership in NATO in the past. Thus
we do not anticipate any major change in Turkey’s relationship with
NATO or with the United States. Consequently, we do not expect the
change of government to have any effect on our military assistance
program for Turkey in the near future.

KIDNAPING OF U.8. PERSONNEL IN TURKEY

Mr. Passaran. What, if any, significance ean be attached to the kid-
naping of 17.S. Armed Forces personnel in Turkey ?

GGeneral WarreN. T do not believe we can place any special signifi-
sance on the kidnaping of Armed Forces personnel in Turkey. So long
as U.S. citizens—military or civilian—ecirculate as freely as they do in
most countries of the world, opportunities exist for them to be kid-
naped by terrorists who want to use them as hostages to coerce the
United States or the host governments. Tn this recent incident, T be-
lieve we should note that the Turkish Government moved promptly
and vigorously to bring about the men’s safe release.

U.8. FACILITIES IN TURKEY

_ Mr. Passyan. What important U.S. facilities do we presently have
in Turkey ¢
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General Wargrex. The major Turkish/United States common de-
fense installations include the following U.S. activities: communica-
tions sites at Sinop, Karamursel, Belbasi (near Ankara),and Pirinclik
(near Diyarkarir); an air base at Incirlik: an air station at Blgat
(Ankara) ; the headqurters of the Joint U.S. Militry Mission for Aid
to Turkey (JUSMMAT) at Ankara; there are also logistic support
units, communications relay stations ——— at a number of locations
throughout Turkey. In addition, there are two NATO Headquarters
at Izmir: COMLANDSOUTHEAST and Sixth ATAF.

EFFECTIVENESS OF TURKISH ARMED SERVICES

Mr. Passman. You indicate Turkey has the largest army and air
force in the Middle East. This is all well and good but are these armed
forces in a position to be an effective fighting force if needed ?

General WarreN. The answer to that is “Yes” for several reasons.
U.S. military assistance over the years has helped Turkey to reorga-
nize and reequip its forces for modern warfare. NATO infrastructure
funds have also assisted Turkey in constructing and improving mili-
tary bases and facilities in those locations best suited to defend against
potential enemy attacks. Additionally, two important NATO Head-
quarters, Land Forces Southeast and 6th Allied Tactical Air Force,
are located in Turkey to ensure the prompt and smooth implementa-
tion of NATO’s defense plans. These factors, together with the un-
questioned fighting qualities of the Turkish soldier, indicate that
Turkey indeed has an effective fighting force in being.

TYPE OF EQUIPMENT ON HAND IN TURKEY

Mr. Passaan. Is the equipment available to the Turkish forces mod-
ern and is it kept in operational condition ?

General Warren. The Army is being modernized and mechanized
with the provision of ———. Turkish Air Force tactical units are
varfially equipped with modern jet fighters and, ———. The Turk-
1sh Navy has been provided with destroyers, submarines, patrol
boats, minelayers, landing craft and minesweepers. ——, The equip-
ment is being maintained in a satisfactory condition and should en-
able the Turks to fulfill their NATO commitment.

REDUCTION IN NUMBER OF STUDENTS FOR TURKEY

Mr. Passman. It appears that the number of trainees has been re-
duced ——— from the fiscal year 1970 level. Would you please com-
ment on this reduction when training is felt to be so beneficial ?

General Warren. The reduction in number of trainees between fis-
cal year 1970-fiscal year 1972 is due to 156 Turkish ship crew person-
nel involved in the transfer of two submarines in fiscal year 1970. No
ship transfer requirement is programed in fiscal year 1972. Also, addi-
tional reduction in trainees 1s caused by the current Turkish foreign
exchange problem. The shortage of dollars to pay their trainees has
prevented Turkey from programing total fiscal year 1972 training
requirements.
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TURKISIT NAVY REQUIREMENTS

Mr. Passaran. Again the Turkish Navy appears to need additional
vessels in order for it to meet planned objectives. What is being done
along this line?

General Warren. While it is difficult to do much to meet the Turk-
ish Navy’s requirements within the funds which we are requesting,
as the U.S. Navy deactivates ships we will look for ships from this
source which might be provided to Turkey.

BHIP LOANS TO TURKEY

Mr. PassmaN. Are the ——— being supplied out of the excess de-
fense articles program in fiscal year 1972 and if so, what will the
———— be used for under the MAP item entitled “Ships”?

General Warren. The ——— submarines are not part of the excess
defense article program; they will be loaned to Turkey. Authority
for the loan of two of these submarines is contained in Public Law
91-682; authority for the loan of ——— will be sought in a bill pres-
ently being prepared by the U.S. Navy. About ——— will be used for
the repair and overhaul of thess ——— submarines in the United
States prior to transfer; the remainder will be used for overhaul of
MAP provided ships in country, and ship spare parts.

REPLACEMENT OF AIRCRAFT

Mr. Passman. Will the ——— aircraft programed for 1972 be used
to replace less operable aircraft or to form additional air force units?
General WarreN. The ——— aircraft programed for 1972 are to
replace older ——— aircraft now in the Turkish inventory. No addi-
tional units are planned.
Europr

Mr. Passman. Would you furnish for the record a table showing the
percentage and the amount of the $14,082,000 programed for Europe
in fiscal year 1972 which will be allocated for operation, investment,
and training?

General WarreN. Yes, I will provide the table.

(The information follows:)

EUROPE

[Dollars in thousands]

Programed Dollars Percent

Operations 2,107
Investment 10, 558
Training. .. e e LA 1,417

14, 082

SPAIN AND PORTUGAL

Mr. Passaan. You state that one of the principal goals is to re-
place grant programs by cash or credit sales as the economy of a coun-
try permits. In the case of Spain and Portugal, is this goal over-
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shadowed by the fact the United States needs certain base rights in
these countries?

General Warrex. Not at all. In the case of Spain, the grant aid pro-
gram runs some —— over the next 5 years—the sales package, how-
ever, is almost five times as much, ——— and may run higher if the
Spanish choose to buy additional items.

U.8. BASES IN SPAIN AND PORTUGAL

Mr. Passyan. What U.S. bases are located in Spain and Portugal?

General Warren. U.S. military facilities are located on the follow-
ing Spanish military installations: Torrejon Air Base, Zaragoza Air
Base, Moron Air Base (standby), and Rota Naval Base.

There are no U.S. bases in Portugal. The Portuguese allow the sta-
tioning of U.S. forces at Lejes Field, a Portuguese base in the Azores.

Mr. Passyax. Do you feel these bases are ——— military assistance ?

General Warrex. Yes, I do. These bases play a most important role
in U.S. military capabilities, the defense of Europe and the Mediter-
ranean area, and the overall deterrence posture.

BPAIN

Mr. PassmaN. You indicate that the United States and Spain
entered into the 1970 Agreement of Friendship and Cooperation
which extends U.S. base rights for 5 additional years. Did the United
States and Spain agree on the level of military assistance for each of
these 5 years?

General WarreN. The United States and Spain agreed on specific

items of equipment. to be provided under MAP for the entire 5 years.
This equipment is valued at —~. The two countries also agreed that
training valued at ——— would be provided as grant aid. The agree-
ment, does not provide that the grant aid need be spread evenly over
the 5 years and, in fact, X

FRENCH PAYMENTS TO OFFSET MAAG COSTS

Mr. Passyrax. When I traveled to Paris recently, I was told that
France pays the U.S. Treasury 1 million Franes per year to offset
the cost of keeping the MAAG in France. The ,only expense to the
United States are the salaries and benefits paid to the U.S. military
versonnel stationed in France. Do you know if any other countries
have a similar arrangement ?

General Warren. There are nine countries which make a con-
tribution to the cost of operating the respective MAAG’s. In no case
does the contribution offset the cost of the MAAG. A major cost
generator is the pay and allowance for our military and civilian per-
sonnel who staff the MAAG’s. These costs are paid from the defense
and MAP appropriations. Host country contributions do not defray
this major l\g‘ AG cost.

TRAINING FOR AUSTRIA AND

Mr. Passyan. Would you please tell the committee how much is
programed in fiscal year 1972 for training for Austria and ——.




General Warrex. Fiscal year 1972 MAP training programed for
Austria and ——— is ———— respectively.
Mr. Passyan, Why couldn’t these eountries pay this small sum for
their training ?
General Warren. Both of these countries could pay these small
training costs, -
PORTUGAL

Mr. Passmax. The first country in the Europe region is Portugal,
for which — is estimated for 1972, a ———— the current fiscal year,

Since the base right agreement between the United States and Portu-
gal expired in 1962, has the United States been trying to get a formal
agreement from Portugal ?

“(GGeneral Warrex. United States and Portuguese authorities have
consulted periodically concerning the status of the bases but, in effect,
we have been operating on the current ad hoc basis ever since the expi-
ration of the formal agreement in 1962, .

Mr. Passmax. Would a formal agreement be more advantageous then
the present ad hoec arrangement ?

General Warren. I would not want to speculate on that since it
would depend so much on the terms of such an agreement. :

Mr. Passman. Are all the funds requested for materiel to be used to
supply spare parts to Portugal ?

neral Warren. The materiel requirements for Portugal are for
spare parts with one exception. There is one requirement for ammuni-
tion to be used for training purposes.

SPAIN

Mr. Passaran. Spain is the next country to be considered, for which
the estimated fiscal year 1972 program is y & the current
fiscal year.

You indicate the total grant military aid agreed to by the United
States and Spain is ———. Will this be spread over the next 5 years
including this year?

General Warren, Of the —— total for grant military aid,
is for training and the training will probably be spread about evenly
over the 5 years. As for the materiel to be provided, the Spanish
have indicated a desire to receive this as soon as possible and we
would like to fund the bulk of it in fiscal year 1972 and fiscal year
1973. If this is done, actual deliveries of the materiel would probably
extend into about the 4th year of the agreement.

Mr. Passman. Why have defense expenditures as a percent of GNP
dropped in Spain from 3.9 percent in calendar year 1968 to 3.6 percent
in calendar year 1970, estimated ?

It seems a lot of these countries are decreasing their defense ex-
penditures as a percent of GNP while the United States is providing
military assistance to them. The least they could do would be to keep
defense expenditures at a constant percentage of GNP and reduce
assistance from external sources.

(General WarreN. The pattern you describe is found in many coun-
tries today. In many cases, this trend results from rising prices and
inflation, increasing domestic pressures for nonmilitary programs and,
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of course, the decisions of the political leaderships that must balance
these factors. I also believe that this downward trend in many coun-
tries must be leveled off or even reversed somewhat.

Mr. Passman. Is it true that most of these funds will be used
to purchase new vehicles and weapons?

(General Warrexn. That’s correct. A variety of vehicles and ar-
tillery pieces will account for most of these funds.

Mr. Passman. Was any agreement reached on how much excess
equipment should be provided over the 5-year period?

General Warren. As I stated earlier, the MAP part of the agree-
ment with Spain was to provide specific items of equipment which
we estimated to be valued at fiscal year 1971 prices, at -, Some
of this equipment, is to come from excess, but the cost to repair and

rehabilitate this equipment is included in the ———. We also agreed
to provide excess machine tools worth ——— if new, should there be

tools desired by the Spanish excess to current U.S. needs. The Spanish
would pay any costs for repair or shipping of these machine tools.
We do not intend to provide any additional excess equipment to Spain
under MAP.

AF¥Rrica

Mr. Passyman. General, would you provide for the record a table
showing the percentage and the amount of the $19,009,000 which is
estimated to be allocated to Africa in fiscal year 1972 for operation,
investment, and training?

General Warren. Yes, I will provide the table.

(The information follows:)

AFRICA

[Dollars in thousands)

Programed Program value Percent

13,141 69
2,315 12
3,553 19
19, 009 100

MOROCCAN AND TUNISIAN MILITARY ASSISTANCE

Mr. Passman. You state that one of your limited objectives of
MAP assistance to Africa is to improve the limited defensive capa-
bilities of Morocco and Tunisia. What or who are these two countries
heing trained to defend against?

General Warrex. Morocco and Tunisia have for some time been
— . The recent settlement of the Algerian-Tunisian and Algerian-
Moroccan border disputes and a general relaxing of tensions in the
Maghreb have created a less threatening environment, ———,

KENITRA COMMUNICATIONS FACILITY

Mr. Passyax. Is the Kenitra communications facility in Morocco
important to the defense needs of the United States?
(zeneral WaRREN.
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SOVIET INFLUENCE IN AFRICA

Mr. Passman. I note in your justifications you state one of the
Soviet objectives appears to be to reduce NATO and Western influence
in_Africa. How are the Soviets attempting to do this and are they
being suecessful in this effort ?

General Warrex. We believe the Soviets are seeking to achieve po-
sitions of influence through inereased military and economic aid pro-
grams, through increased ship visits and naval presence, and cultural
exchange programs,

SITUATION IN LIBYA

Mr. Passaan. You talk about the uncertain situation in Libya
. Would you please explain the present situation in Libya ?
General WagreN. Since the September 1969 coup, Libya has been
ruled by a group of junior military officers (Revolutionary Command
Council). The orientation of the new leadership is essentially Arab
nationalist. They have concluded an agreement to acquire considerable
military equipment ———,

SOVIET ARMS TO ALGERIA

Mr. Passman. Have there been large amounts of Soviet arms de-
liveries to Algeria this past year?
General WarreN. Soviet arms deliveries to Algeria during the last
year
U.8.8.R. ASBISTANCE TO

Mr. Passman. T note in several places you mention that the Com-
munists are trying to increase their influence through programs of
economic and military assistance and you use ——— as a specific ex-
ample. Is ——— presently requesting assistance from the Soviets and
dees she appear to be pro-Communist ?

The reason I ask this question is because last year ATD requested
$1.950,000 in fiscal year 1971 technical assistance funds for this
country.

General WaggeN.

EUROPEAN TRADE WITH AFRICA

Mr. Passman. You indicate assistance to Africa from Western Eu-
rope is still significant, but decreasing. Is it not true that many Euro-
pean countries have benefited from their relationship with varions
African countries in the form of important trade items?

General Warren. Many of the African countries maintain substan-
tial economic and military relationships with their former metropoles.

DECREASE IN WESTERN EUROPEAN ASSISTANCE

Mr. Passman. I assume this decrease in assistance from Western
Europe will increase the U.S. assistance effort, is that correct?
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General Warren. Not necessarily. It would depend on future devel-
opments, for example, the security situation in the countries, their
needs, whether their military relationship with Western Europe can
be maintained on a sales basis, and what U.S. security interests, 1f any,
might be affected.

TRAINING PROGRAM FOR CONGO

Mr. Passman. The MAP material assistarice program for the Congo
was terminated in fiscal year 1971 but the training program is still in
existence; is that correct?

General Warren. Yes, that is correct.

Mr. Passman. What other programs have we terminated this past
year?

General Warrex. The fiscal year 1971 materiel program for Congo
(Kinshasa) was terminated. We plan, however, to continue a small
training-only program.

NEW PROGRAMS

Mr. Passman. What new programs do you plan to start this year
and why?

General Warrex. We do not plan to initiate new materiel programs
for African countries; however, we do plan orientation training visits
for a few countries such as ———,

CONGRESSIONAL RESTRAINTS ON MAP TO AFRICA

Mr. Passman. You state several congressional restraints have been
imposed on the African military assistance program of which one is a
$40 million per year monetary ceiling on the value of defense articles
and services provided, excluding training. What are the other re-
straints?

General Warre~. The congressional restraints specifically on mili-
tary assistance to A frica are the following : (1) Section 508 of the FAA
restricts grant military assistance to African countries to a total of $25
million and to s)urposcs of meeting internal security and civic action
requirement only; and (2) section 33 of the Foreign Military Sales
Act imposes a ceiling of $40 million per year on the value of defense
articles and services, not including training, being provided under
either the FA A or the FMS Act. In addition, there are various general
restraints which have some effect on our assistance to Africa, such as
the restriction on students imposed by section 510 of the FAA, the re-
striction on provision of excess equipment contained in section 8 of
the fiscal year 1971 FMS Act, and the restriction on provision of
sophisticated weapons in section 504 (a) of the FAA.

ORIENTATION VISITS FOR AFRICAN COUNTRIES

Mr. Passman. I note you are going to provide a few orientation
training visits for military personnel from other selected A frican
.countries.

What countries will participate in these orientation visits?
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General Warnen. Consideration is currrently being given to the
following countries: i

Mr, Passaax. How mueh will these orientation visits cost in fiscal
year 1972 and what will the costs cover?

General Warrex. For fiscal year 1972 $100.000 has been programed
for these visits. These funds will provide transportation and living
allowances involved in the visits.

Mr. Passman. What type of training will be conducted on these
orientation visits, if any?

General Warken. Formal training, per se, is not included as a part
of these visits. The main purpose of these visits is to provide a better
understanding of the United States and, in particular, of its military
establishment. Itineraries are tailored when feasible to meet a particu-
lar interest and are designed to acquaint the visitor not only with the
U.S. military establishment but with the civilian aspects of the U.S.
way of life as well.

LIBYA MAAG

Mr. Passman. I note you plan to program $100,000 in fiscal year
1972 for support costs for a small U.S. MAAG in Libya to administer
deliveries from prior and any future year sales programs.

According to your table showing MAP deliveries for this eurrent
year, you will have made all your deliveries by the end of fiscal year
1971 to Libya and I notice no credit sales have been programmed to
this country for the last several fiscal years. Why then are we providing
$100,000 in fiscal year 1972 for support costs for the MAAG?

General WarreN, ———. The future of the MAAG is dependent
upon both the future of our overall military sales program

MAAG BUPPORT COSTS

Mr. Passman. Do we provide support costs for MAAG’s in other
countries?

General WarreN. We provide a portion of the support for all the
MA AG’s, missions, and milgroups.

As stated elsewhere, all such organizations are supported from a
combination of the military assistance appropriation, defense appro-
priations, and host-country contributions.

Mr. Passman. If so, how much is in this fiscal year 1972 military
assistance request for these support costs? Please provide a breakout
of these costs by country.

General Warrex, We are estimating $13,507.3 thousand for support
?f]ti.lm MAAG's in fiscal year 1972. A breakout of these costs by country

OlloOwWS




MAAG:
(In thousands)
Bellux : £100, ¢
Denmark ___
France _.__
Germany ._._
Greece
Italy
Libya
Moroceo
Netherlands
Norway
Portugal
Spain
Tunisia
Turkey
Dominican Republie
Pern
Congo
Ethiopia
India
Iran
Jordan
Liberia
Nigeria
Pakistan
Saudi Arabia

Indonesia
Japan
Korea

Worldwide total 3.507. 3

Nore: Cambodia not listed since the composition of the Military Equipment Delivery
Team is not firmly established.

Mr. Passyan, What do these support costs cover ?

(feneral Warren. These support costs cover, in terms of the military
assistance appropriation, the (1) pay and allowances of 1.S. civilian
personnel; (2) change-of-station travel costs for U.S. civilian person-
nel and dependents; (3) temporary-duty travel of both civilian and
military personnel; (4) rents, communiecations, and utilities; (5)
printing and reproduction; (6) payment of salaries for local indige-
nous personnel required to support MAP overseas activities; (7) sup-
plies and materials; (8) equipment required in MAP administrative
duties: (9) other contractual services: and (10) one-half of MAAG
aireraft support costs.

In terms of military department appropriation, it pays thoze costs
for military personnel which would be ineurred llll(il‘l' any circum-
stances and are not peculiar to military assistance activities. These
include: (1) pay and allowances of military personnel; (2) travel
expenses incident to change of station of military personnel and de-
pendents; (3) one-half of MAAG aircraft support costs; (4) oper-
ation of welfare and recreational facilities for military personnel and
their dependents; and (5) medical care for military personnel and
dependents.
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WHEELUS WITHDRAWAL

Mr. Passman. Has the United States now completely withdrawn
from Wheelus Air Force Base in Libya ¢

General Warren. Withdrawal from Wheelus Air Force Base was
completed on June 11, 1970,

ETHIOPIA

Mr. Passyan. The first country in the Africa region is Ethiopia,
for which the fiscal year 1972 estimate is ——— the fiscal 1971 pro-
gl'il-lli.

If the present government of Ethiopia changed, would the United
States still be allowed to operate the communications facility at
Kagnew Station ?

(reneral WaRgEN,

INTERNAL THREAT TO ETHIOPIA

Mr. Passaan. What internal force is presently threatening Ethio-
pia’s security ?

General Warren. Principally an organization called the Eritrean
Liberation Front whose stated goal is the independence df Eritrea
Province from Ethiopia.

ETHIOPIAN FORCES

Mr. Passman. If tensions are growing between Ethiopia and the

Sudan and Somalia, why would the
General WaRReN. :

F-5 AIRCRAFT COSTS

Mr. Passman. How much does an F-5 aircraft cost ?

General WarreN. According to the latest military assistance pro-

am data listing the current acquisition cost of the single place F—5-A
18 $1,100,000. The two place F-5-B model is $1,149,000.

Mr, Passaran. The reason I ask is because you list that in fiscal year
1972 you plan to allocate ——— for investment costs but you also in-
dicate that ——— aircraft will be provided in the same year. Would
you please explain how you can purchase

General WarreN. Of course, you can not purchase ——— aireraft
for ———. The cost of the ——— aireraft is included in the
operating costs.

F—5 AIRCRAFT FOR ETHIOPIA

Mr. PassmaN. You indicate that the U.S. military assistance pro-
gram to Ethiopia will help develop the armed forces in order for them
to maintain internal security. Why are ———— aircraft needed to help
maintain this security ?

Wouldn't a cheaper, less sophisticated aireraft accomplish the same
purpose ?

General Warren. The -5 i3 a multipurpose aircraft and has a
capability for providing close air support to ground troops in the
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conduct of counterinsurgency operations. ———. Since the F-3 is al-
ready in the Ethiopian inventory, changing to another type aireraft
now could only complicate the logistics problem and increase program
costs,

ALLEGED SHORTAGE OF ETHIOPIAN PILOTS

Mr. Passyax. In a General Accounting Office report dated Febru-
ary 16, 1971, the following is stated :

Would you please comment on this statement ?

General Warren. We have asked each unified command to inves-
tigate the alleged deficiencies and report to us. The results of these
investigations will be available on or about mid-April.

LIBERIA

Mr. Passman. The next country in the African region is Liberia,
for which the fiscal year 1972 estimate is — fiscal year 1971.

What internal force threatens the security of Liberia?

General Warren. There is no organized internal threat in Liberia.
This includes the absence of a Commmunist Party and Communist
political representation. - President Tubman is currently in
effective control, ——,

Mr. Passyran. Why is this small African country considered to be
important enough for the United States to provide military assistance
funds — -

(GGeneral WarreN. President Tubman has been a consistently
helpful ———. Our relatively small military assistance program has
been one evidence to Liberia of our continued friendliness and sup-
port. Liberia does not have a former colonial power to which to look
for assistance, and because of our historical ties, tends to look to us
to fill this need.

Mr. Passyan. Ts this being done without interfering in the internal
operations of the Liberian Government ?

General Warren. Yes. Our military assistance to Liberia has not
encouraged a military establishment which competes unreasonably
for Liberian financial and manpower resources. We do, of course,
urge Liberia to take organizational and other actions to improve the
administration of her army.

Mr. Passman. Do you think we can buy friends?

General Warrex. No. But if we cancel the assistance we have been
providing over the years for certain lesser developed countries we
may lose friends.

Mr. Passmax. Some of the military program areas listed in the
presentation seem to be of a civilian nature and therefore should be
administered by the 11.S. economic assistance program to Liberia.
Would vou please comment ?

General WarreN. Part of our MAP does go to support Liberian
civie action projects. mostly road construction or road maintenance.
Under MAP we provide equipment, support and training to the
Liberian Army Engineer Battalion. which conducts or supervises
much of this activity. ATD also participates in this activity, however,
mostly by nroviding the consumable-type items. Thus far it has been a

60-208—T71—pt. 1—11
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cooperative effort which seems to have made good use of limited
Liberian skills and resources.
TUNISIA

Mr. Passaran. The last country in the Africa region is Tunisia, for
which the fiscal year 1972 estimate is ——— the fiscal year 1971
program.

Has Tunisia improved her defensive capabilities since last year?

General WaRrrEN, ———. An in-country USAF training program
has helped ereate a nucleus around which the Tunisians are develop-
ing an F'-86 squadron, ———,

TUNISIAN ARMED FORCES

Mr. Passaan. How would you evaluate Tunisia’s armed forces?
General WArrREN, ———.

EQUIPMENT FURNISHED TUNISIA BY OTHER COUNTRIES

Mr. Passman. What amounts and types of equipment are being
furnished to Tunisia by other countries ?

General Warren. Other than the United States, France has been
Tunisia’s principal source of equipment. ———. Small quantities of
equipment have been provided by the FRG, Sweden, the UK, the
UAR, the Netherlands, and Italy.

TUNISIAN MILITARY ASBISTANCE

Mr. Passman. Do you feel it is beneficial to the United States to
provide this equipment and help Tunisia improve her defensive
capabilities

General Warren. The provision of this equipment helps promote
internal stability and a sense of national security necessary to allow
Thunisia to develop economically ——,

As a moderate Arab nation, Tunisia has used its good offices in
trying to reduce civil strife in Jordan.

LaTiy America

Mr. Passman. General, could you briefly tell the committee just
what the present political situations are in the various countries in
Latin America?

(The information was provided to the committee. )

COUPs

Mr. Passman. Have any countries experienced a coup in the last
year and, if so, has the United States suspended military assistance
to the countries which experienced a coup ?

General Warre~. Last year the only country experiencing a coup
in Latin America was Bolivia. Military assistance, sales, and advisory
activities were suspended on October 8, 1970, at the time of the coup.
After clarification of the new government’s attitudes toward the
United States, the suspension was lifted.




161
MILITARY GOVERNMENTS

Mr. Passman, How many and what countries in: Latin America
are presently being ruled by military governments which took power
by force?

General Warren. There are five countries in Latin America pres-
ently being ruled by military governments which took power by force.
The countries are: Argentina, Bolivia, Brasil, Panama, and Peru.

RESULT OF TRAINING PROCRAMS ON LATIN AMERICAN COUNTRIES

Mr. Passman. An article in the Washington Post of December 29.
1970, stated that the United States may have unintentionally stimun-
lated some military coups in Latin America in the 1960’s because of
counterinsurgency training provided to some of the military forces,
Would you please comment on this situation ?

General Warren. The Latin American military officer is influenced
politically by the environment in which he lives and by the training
he receives in his own country. U.S. programs cannot be expected to
negate the political beliefs and attitudes of a lifetime among which
is the widely accepted reaction in Latin America of intervention by
the military when it judges that the government has failed. Neverthe-
less, training in the United States does expose him to 17.S. concepts
of democracy and the proper role of the military in society. U.S, train-
ing is aimed at maintaining internal security and stability in order
that economic progress can be achieved. No part of the U.S. training
given him is in any way related to overthrow of governments.

MILITARY EXPENDITURES

Mr. Passman. How does the United States 2o about encouraging
Latin American countries to develop only those military forces needed
for valid security needs and to avoid ‘military expenditures which
would interfere with the socioeconomic progress?

General Warrex. We recognize that we must deal realist ically with
the Latin American Governments as mature partners and without
paternalistic interference in their internal affairs. No one likes to see
money spent unnecessarily on arms. Nevertheless, it is unrealistic to
expect the larger Latin American countries to phase out or disband
their armed forces. Most of their equipment is of WWII-Korean war
vintage and large quantities predate WWII. We cannot expect the
Latin American military to continue to make do with this obsolete
equipment. At some point in time, they will acquire more modern mili-
tary equipment. It would be in everyone’s interest that they do so in
a way that would not stimulate an arms race through the infroduction
of overly sophisticated equipment and with the least diversion of
resources. Our Military Groups endeavor to advise the host countries to
acquire only equipment essential for internal security purposes and to
avoid military expenditures which would interfere with socioeconomic
progress. Unless we can assist in greater measure with their modern-
1zation requirements, however, through the removal of current
legislative restrictions, we have very little influence or impact on their
equipment acquisitions.




162
PURCHASE OF WEAPONS

Mr. Passman. I know the United States can restrict its own aid
to the Latin American countries but what prevents these countries
from buying weapons from other countries in the world?

General Warren. With the existing legislative restrictions on mil-
itary sales to Latin America there 1s little that the United States
can do to prevent Latin American countries from buying weapons
from other countries in the world. Our Military Group representatives
try to discourage their hosts from making excessive military equip-
ment acquisitions with varying degrees of success. In the final analysis,
however, with the existing legislative restrictions they are not in a
position to offer alternative solutions and consequently have limited
impact on decisions. The United States could have a major impact on
third-country purchases if we could offer military equipment on a
competitive basis with other countries in the world. 'I("hc removal of
restrictions concerning sophisticated equipment and regional ceil-
ings would be a step in this direction. Many Latin American countries
prefer to purchase their military equipment from the United States
because their logistic system is U.S.-oriented.

Mr. Passman. Could you tell us what countries in Latin America
are presently purchasing weapons from other countries which the
United States considers to be beyond the “valid security needs” of the
particular country ?

General Wagrren. It is difficult to give a precise answer to your
question. As a general statement, however, we could consider that,
in the context of our own military plans and from our vantage point,
military equipment acquired by those countries for a role other than
for internal security purposes would exceed “valid security needs.” In
this category would be military equipment such as submarines, air-
craft carriers, jet bombers, long-range ground-to-ground missiles and
heavy tanks. I should point out, however, that they are not beyond
the countries’ “valid security needs” as they themselves see their
needs.

COUNTRIES SUPPLYING MILITARY EQUIPMENT TO LATIN AMERICA

My, Passartan. What third countries are supplying these weapons?

General Warren. The following countries are supplying military
materiel to Latin American countries: France, United Kingdom,
Netherlands, Switzerland, Canada, Ttaly, Belgium, Germany, Yugo-
slavia, and the U.S.8.R.

CONGRESSIONAL RESTRAINTS ON MAP

Mr. Passman. You indicate that several congressional restraints
have been imposed on the military-assistance program to Latin Amer-
ica of which one is a monetary ceiling of $75 million per yvear on the
value of defense articles and services, excluding training, provided
under the MAP and sales programs. Would you please tell the com-
mittee what the other restraints are?

General Warren. Other specific vestrictions on military aid to Latin
America are within the Foreign Assistance Act of 1961, as amended,
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Section 507 (a) the value of grant programs of defense articles for
American Republics in any fiscal year beginning with the fiscal year
1962, shall not exceed % ,__.;(HHH}IH! ni which any pdl! may be ll"-l‘ll for
assistance on a co st-sharing basis to an inter-American militar y force
under the control of the l)t::.mlnimn of American States.

Section 507(b) to the maximum extent I"l\ll}h‘. military assistance
shall be furnished to American Republics in accordance with joint
plans (including joint plans relating to internal security pmluivnw
approved by the Organization of \mumm States. The President
shall submit semiannual re ports to the Speaker of the House of Repre-
sentatives and to the Committee on Foreign Relations of the Senate
on the implementation of this subsection.

Section 507 (¢) except (1) to the extent necessary to fulfill prior
‘nmrnii.nnrl*a or (2) for civic action assistance, or ( 3) to the .~\|nm
that the President finds, with respect to any Latin \mvr'n“m CONN-
try, that Irw furnishing of n':.lt(n\ assistance under this act is neces-
sary to safeguard the secur ity of the United States or to mt;(m'u,llll
the security of a country associated with the United States in the
Alliance for P rogress against overthrow of : v duly eonstituted gov-
ernment., and so mim]m the Congress, no Im{lw:' militar y assistance
under any provision of this act shall be furnished to any Latin
American ¢ ountry.

Section 507 (d) notwithstanding the foregoing provisions of this
section, not to exceed $10 million of the funds made available for
use under this part may be used to furnish assistance to the Ameri-
can Republics, tiil'm-rl_\' or through regional defense arrangements,
to enable such Republies to .~a-‘n-n;_>:iun patrol activities in their
coastal waters for the purpose of preventing landings on their
shores, by Communist or other subversive elements origing |tm“‘ in
Cuba, which threaten the see urity of such Republics .1m| f Iiu*:[
duly constituted governments.

In addition, there are various general restraints which have some
effect on our assistance to Latin America, such as the restriction
on provisions of excess e t]llllnmvnt contained in section 8 of the I--«"il
year 1971 ¥MS Act, and the provision of sophisticated weapons in
section 504(a) of the FAA.

MAKE-UP OF LATIN AMERICA MAP REQUEST

Mr. Passyrax. I notice this year you propose that the entire pro-
gram for fiscal year 1972 for Latin America will consist only of
training and no materiel will be provided, is that correct?

General Warren. The program proposed for Latin America pro-
vides for no materiel except that which may become available from
the contingency fund, which would require ‘obtaining a Presidential
determination on a case- -by-case basis.

Mr. Passman. Would you please explain this change in the program ?

General WARREN. The reason for the change in the Latin America
program is the limit of $75 million for defense articles and services for
Latin Anierica contained in prior year legislation. We already are ap-
proaching that limit in FMS dollar amounts alone, in anticipated sales
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based on interest expressed by Latin American countries, so that we are
unable to program any grant MAP other than training under the
current ceiling. The amount shown for Latin America in the current
request. is primarily for training, which is not subject to the ceiling
limitation. We are requesting an increase in the Latin America re-
gional ceiling in current legislation, and if the ceiling is raised, we
will fund some grant materiel programs on a country-by-country and
case-by-case basis from the contingency fund.

TRAINING PROGRAM COSTS

Mr. Passmax. Since all the programs listed for fiscal year 1972 for
the individual countries are under a $1 million and seven country pro-
grams are even under $500,000, why does the United States find it
necessary to finance this training? I am sure the countries could foot
the bill.

General Warren. These small training programs reflect a phase
down from the larger programs of earlier years. The recipient coun-
tries have assumed an increasing share of their own defense require-
ments; however, they still need some assistance. The fiscal year 1972
program contains no grant materiel assistance. The remaining small
grant training programs are an important ingredient of our overall
relationships with these countries. If we stop our training assistance,
we will create serious problems in our broader relationships with these
countries. The Latin Americans do pick up a share of the cost of this
training in the form of per diem costs and, in certain instances, trans-
portation for their students.

KIDNAPPING U.S8. PERSONNEL

Mr. Passman. T guess one of the reasons is to maintain a more
friendly attitude toward the United States but I don’t know if we are
succeeding in this area with all the kidnappings of U.S. personnel
which have taken place. Do you have any comments on this subject.?

General Warre~, Tensions have risen sharply in Latin America dur-
ing the past 2 years with several acts of violence directed against for-
eign officials including several Americans. Kidnapping is essentiall
a national problem over which the United States has little control.
We expect local governments to exercise fully their responsibility for
protection of foreign officials, but we do not ask them to accede to ex-
treme demands, Within a broader framework we actively encouraged
the drafting of an OAS convention on the extradiction and prosecu-
tion of persons committing crimes against diplomats or other foreign
personnel. The few kidnappings of U.S. personnel which have occurred
are the work of determined enemies of the United States opposed to the
governments with whom we have friendly and cooperative relations,
and in no way supported by them or their peoples.

FUNDS FOR CHILE

Mr. Passman. I note you are planning to program training funds
in fiscal year 1971 and fiscal year 1972 for Chile. This country presently
has in power a Marxist government so would you explain why the
United States is providing military training funds for this country?
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General WarreN. As set forth in the President’s February 25, 1971.
foreign policy presentation to Congress (U.S, Foreign Policy for the
1970’s), our bilateral policy is to keep open lines of communication.
We assume that international rights and obligations will be observed.
We are prepared to have the kind of relationship with the Chilean
Government that it is prepared to have with us. While we do not seek
confrontations with any government, those which display unremitting
hostility cannot expect our assistance. And those which violate the
principles of the inter-American system, by intervening in the affairs
of their neighbors or by facilitating the intervention of nonhemispheric
powers, cannot expect to share the benefits of inter-American coopera-
tions, We will therefore observe closely the evolution of Chilean
foreign policy.

Mr. Passaran. I also note that you plan to train some of these
trainees in the United States. Don’t you believe before we train any
of Chile’s armed forces, we should determine which way Chile is
going to move in her diplomatic programs?

General Warren. As I St:l,t(‘({ in the response to the previous ques-

tion, those countries that take actions hostile to us cannot expect
our assistance. We will therefore observe closely the evolution of
Chilean diplomatic programs in terms of this policy.

FUNDS FOR ECUADOR

Mr. Passman. You also have programed training funds for Ecua-
dor in fiscal year 1971 and !i:«:-:& year 1972, Have we suspended aid
to Ecuador because of her seizure of American fishing vessels?

General Warren. FMS assistance to Ecuador was suspended in
January 1971 following the seizure of an American tuna boat. All
other forms of military assistance to Ecuador were terminated in
February 1971 after Ecuador, as an act of retaliation for the FMS
suspension, expelled the U.S. Military Group that administered the aid
program and provided advisory assistance.

Mpr. Passman. Will the funds you have presently programed for
training for Ecuador be withheld until some equitable settlement is
made to the United States concerning these incidents?

General Warren. With the withdrawal of the U.S. military group
at Ecuador’s request, we have no basis for continuing the training pro-
gram and will, under the present circumstances, withhold the training
funds programed for Ecuador.

WITHDRAWAL OF U.S. ASSISTANCE IN LATIN AMERICA

Mr. Passman. Have there been any other incidents this past year
in which U.S. assistance was discontinued to any Latin American
country?

General Warrex. With the exception of Eeuador, there have been
no other incidents during the past year in which 17.8. assistance was
discontinued to any Latin American country. The October 1970 coup
and counter conp in Bolivia resulted in a MAP suspension on October
8, 1970. MAP was resumed on October 13, 1970, following resumption
of normal relations with the new government.




166

REGIONAL COSTS

Mr. Passaan, You list $191,000 for “Regional Costs.” What do these
costs cover ?

General Warrey. The $191,000 for “Regional Costs” covers the fol-
lowing: (a) $30,000 for supplies and materials to support on-the-job
training at the School of Americas, and to provide miscellaneous sup-
plies and equipment for mobile training teams. (#) $107,000 for the
support of training exercises involving various Latin American coun-
tries. The exercises include such areas as communications, surveillance,
and coordination of ground forces. (¢) $54,000 for other training sup-
port which includes costs for (1) various seminars; that is, intelli-
gence, signal, civie action, consisting of leaders from different Latin
American countries for the purpose of exchanging ideas; (2) film
narration in Spanish for School of Americas and Infer-American Air
Forces Academy and printing of publications for the School of
Americas.

EXCESS EQUIPMENT

Mr. Passaan. You have no excess equipment programed for any
Latin American country in fiscal year 1972; is that correct?

General Warren. That is correct. As previously stated, there is no
materiel program provided for Latin America in fiscal year 1972 ex-
cept that which may be provided on a case-by-case basis from funds
available through the President's Contingency Fund. Defense pro-
graming policy precludes the provision of excess equipment for coun-
tries for which only training is authorized.

NONREGION AL

Mr. Passyan. General, would you explain briefly how the decrease
of $8,394,000 below last year was accomplished ?

General Warren. Nonregional costs have decreased $8,394,000 be-
tween the fiscal year 1971 and the estimated fiscal year 1972 military
assistance programs. Decreases were in administrative expenses—
$2,300,000 supply operations for phaseout countries—$484,000; stor-
age and maintenance of MAP materiel—$378,000; and training—
$32,000. The eontingency requirement of $5,200,000 has been dropped
in fiscal year 1972,

CONTINGENCY REQUIREMENT

Mr. Passaran. Has any of the $5.200,000 programed in fiscal year
1971 for contingency requirements been obligated thus far?

General Wagrren. The $5,200,000 programed in fiscal year 1971 for
contingency requirements has not been obligated thus far.

Mr. Passman. If these funds are not needed during fiscal year 1971,
will they be reappropriated in fiscal year 19727

General Wagrrex. The funds will be used during fiscal year 1971
for worldwide materiel requirements and, therefore, will not require
reappropriation.

PHASE OUT COUNTRIES
Mr. Passaran. General, would you list for the record the names of

the phaseout countries for which you are requesting $1.424,000 for
supply operations?
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General WarreN. There are twenty (20) phaseont countries which
require supply operations funding in fiscal year 1972. These countries
are:

Iran Eeuador
India El Salvador
Libya Guatemala
Morocco Honduras
Argentina Nicaragua
Bolivia Panama
Brazil Paraguay
Chile Peru
Clolombia TTruguay

Dominican Republic
ADMINISTRATIVE EXPENSES

Mr. Passsan. How are you able to reduce your administrative ex-
penses by $2,300,000 when the MAP program will be mueh higher in
fiscal year 1972 than you anticipated it would be last year in fiscal year
19714

General Warren. The $2,300.000 reduction reflects the net impact of
personnel reduction within selected MAAGS and stateside, as well as
the transfer of funding for military PCS and supplemental station
allowances from MAP to Defense appropriations commencing in fiscal
vear 1972, These transfers account for $1,600,000 of the reduction.
Substantial personnel reductions have been directed for China, Tran,
and several European MAAGS (Bellux, Denmark, Germany, Italy,
Netherlands, and Norway) in fiscal year 1972. Additionally, in spite of
the increased program, the numbers of personnel who administer the
program at the Washington level are being reduced during the latter
part of fiseal year 1971, resulting in decreased funding requirements
for fiscal year 1972. These personnel reductions account for the re-
maining $700,000 decrease i administrative expense as compared with
fiscal year 1971.

Mr. Passman. Again this year would you explain the relationship
between the $1,900.000 requested under administrative expenses for
reimbursement to the State Department in fiscal year 1972 and the
$1,700,000 requested under training for the same purpose ?

Please also furnish the same table reflecting the country breakdown
of these two items as you provided last year.

General WarreN. When common services are provided by the U.S.
Embassies, the State Department is reimbursed from military assist-
ance funds. These common services may include: eryptographic serv-
ices; translation and interpretration services; foreign language
training ; and other housekeeping services. The Department of State is
also reimbursed for the indirect costs—overhead—involved in pro-
viding these common services.

The total cost of these services for fiscal year 1972 is estimated in
the amount of $3,600.000. Since these costs are generated by all per-
sonnel, the composition of the personnel in a given MAAG dictates
whether we charge their support cost to administration or to training
or, as is frequently the case, to both.
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In fiscal year 1972, we are estimating that our total reimbursement
to State for our MAAG operations will be distributed : $1,900,000 for
service in support of the administrators, and $1,700,000 for service in
support of the trainers.

(The table follows:)

Estimated reimbursement of State Department services in su pport of MAAG
Activities
MAAG: (In thousands)

$59. 9
50.
4.
374,
283.
146.
155,

Libyva : 100,

Moroeco T4,

Netherlands HEN

Norway 27.

Portugal 50,

Spain 0.

Tunisia 89.

Congo

Ethiopia

India

(Regional Communication Center)
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Jordan

Liberia

Pakistan__

(Regional

Nigeria
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Cambodia

Ihdohesias o boluoumieaegan sl e G il S ol o i e R
Japan

Philippines______

Taiwan

Korea

Dominican Republe - oo oo

Pern

Bureau Overhead oo o

Total Reimbursement
MAAG OPERATION

Mr. Passman. Would you briefly discuss the MAAG operation and
explain how the cost of these advisory groups are divided between
this appropriation bill and the defense appropriation bill?

General Warren. The MAAG is responsible for planning, supervis-
ing and implementing the military assistance program i the host
country with the purpose of developing its military posture so as to
support its defense commitments. These responsibilities include train-
ing facilities assistance and administering the cooperative logistics,
military sales and grant aid programs to include the continuing
residual grant aid activity in the phased out countries. '

The defense appropriation Inih covers the pay and allowances and
PCS of military personnel assigned to the MAAG, their welfare and
recreational activities, dependent schooling, and 50 percent of the costs
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of operating MAAG aircraft. All other MAAG costs are paid from
MAP.

Mr. Passman. Please provide an updated table which appeared
on page 477 of last year’s hearings showing the number of personnel
assigned to countries where we do not now have a MAP program.

("The information follows:)

MAP PERSONNEL AUTHORIZED IN MAAGS AND MILGROUPS WITHOUT MILITARY ASSISTANCE PROGRAM, COST TQ
MAINTAIN SUCH PERSONNEL, AND DATE MILITARY ASSISTANCE PROGRAM WAS PHASED OUT

Estimated r.ast)per country,
Personnel Autherized July 1, 1971 fiscal year 1972 (dollar,

p—s thousands) Year

— _— MAP

— —— —— Foreign Country B.S. phased

Country Military  Civilian nationals Total Total share share out

Belgium /Luxembourg. .. :
DN oo o e e
France.__..

Germany.

Maly..oic...L

Libya. ...

Netherlands. .. .. ..._.......
Norway._......

Japan__. ok O
Costa Rica....

3
-

B Y 00 L L e el ]
— Tl e D D e B 3

4

o | SO OoON

oo |
-

40

Mr. Passaan, Are all of the expenses of these people paid out of
this appropriation bill or are the salaries paid by the Defense Depart-
ment.

General Warren. Defense Department appropriations cover pay,
regular allowances and permanent change of station (PCS) of mili-
tary personnel, their welfare and recreational activities and depend-
ent schooling.

Mr. Passman, Why is it necessary to maintain these advisory groups
in the countries where we have no MAP program?

General Warren. U.S. Military Assistance Advisory Groups
(MAAGs) are necessary in countries where military assistance grant
aid programs have terminated to perform the following functions:

(1) Supervision of end-item use in the country.

(2) Arrange for the disposition of MAP materiel excess to the re-
quirement of the particular country.

(8) Assist the country in foreign military sales program and in the
development and imH}](Elnt?nf:tfif)n of cooperative logistic arrangements.

(4) Arrange for the receipt and transfer of any remaining undeliv-
ered MAP materiel.

(5) Provide Department of Defense representation to host govern-
ment defense establishment.

(6) Provide military advice to Chief of U.S. Diplomatic Mission in
the country.

Mr. Passman. Would you please explain the MAAG aircraft sup-
port cost item ?

General WarreN. MAAG aircraft support costs include the cost of
aviation POL, TDY of maintenance crews to and from maintenance
locations, aircraft parking and landing fees and cost for aireraft guard
services in addition to spare parts and maintenance support. These costs
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are shared, the MAP appropriation paying 50 }mwut and the military

dpp utmm:t appropriation paying 50 percent for military dcp‘u*tment
aireraft assigned to the MAAG.

SOVIET MILITARY ASSISTANCE

Mr. Passaan. I yield to the gentlelady, Mrs. Reid.

Mrs. Rem. Thank you, Mr. C hairman.

General Warren, !1(‘(‘01(11112" to a recent report in the New York Times,
25 countries are receiving military aid from the Soviet Union. It also
states that the annual Soviet arms aid has jumped to $300 million.
Are there any countries which are receiving arms aid from both the
Soviet Union and the United States?

General WarreN. I have some figures here estimating $1.8 billion in
communist aid in 1969 and 1970. These are just some of the countries.
For example, to the TAR ———— to North Vietnam, ———, and so
on. Cambodia in the past received some aid from the U.S.S.R. There
must be about 14 free world countries, as they are called, that receive
communist aid, some of which we provide aid to.

Mrs. Rem. Will you provide that list for the record ?

General Warren. Yes, I will.

(The information follows:)

COUNTRIES RECEIVING ARMS AID FROM BOTH THE SOVIET UNION AND THE
UNITED STATES

General Warren. Countries to receive U.S. materiel and training
grant aid in fiscal year 1972 which have received Soviet military assist-
ance are Cambodia and Indonesia.

Countries to 19{1‘1\0 U.S. training only grant aid in fiscal year 1972
\\hlfh have received Soviet m:hr.u\ assistance are: -

irs. Rem. In this same article it is stated that the number of Soviet
military advisers and technicians around the world, exelusive of War-
saw Pact countries, is now estimated to be at least 25,000. Do you
have any information as to where these technicians have been sent?

General Warren. Yes. First, I would like to provide the figures
that T reccived the day before \(‘-i{'hl ay. While we have H‘thlrv(] our
MAP aunthorized ]\(‘unmvl ~{1(|w‘{h from approximately 7400 to
about 3.600 over the last .1 b vears —\\lmh is a cut of about 3.800—
Russia has inereased hers by about 4,000 in n imber, to ——— While
we are phasing down to 3,600 now, the [7.S.S.R. has gone up to ———
These are the l‘t!]ll\..l]l?ll of MAAG’s. But this is :111|\ part of what
you are referring to.

[ don’t know exac tly where all the vest of the Russian personnel
are, but the 1.8.S.R. has several thmhmd \'hu aren’t MAAG tyvpes.
They are in the United Arab Republic, | uning them and helping
them run their missile sites, for ex: ample. They have a lot of them in
Cuba, training. They are seattered throughout the Communist world.
Tw rH clr; my best to find out totals by country, if T can. The signifi-

cant thing 1s while we are tearing down our MAAG’s so fast, ﬂm\
are lau Iding np quite fast. T have a sheet here of the Communist mili-
tary technicians in Arab countries during the period June 1967 to
1970. It totals ———. Their military assistance groups are just a part
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of that. They are a little bit different in that they are the headquarters
advisers and not field workers.

Mrs. Rew. I think it would be well to expand this for the record.
because T think many people don’t seem to understand that this is
happening, and T think it is well that we do have the facts for the
record.

(The information follows:)

SOVIET MILITARY TECHNICIANS AND ADVISERS IN FREE WORLD COUNTRIES.

1970

General WarreN. During 1970, Soviet military technicians and ad-
visers were active in the following free world countries:
Country: Number

(Discussion off the record.)

SAVINGS RESULTING FROM U.S. WITHDRAWAL FROM KOREA

Mrs. Rem. Would you expand on your statement on page 5, about
the overall savings in Korea, as a result of the implementation of the
Nixon Doctrine?

General Warrex. That refers to the troop withdrawal from
Korea—20,000 troops. Only part of the savings that occur are realized
immediately. There are other savings that continue year after vear,
because some of the withdrawing units were deacfivated. 1 don’t
believe 1 have the exact figures on savings.

Mrs. Rem. Can you project how much will be saved as we reduce
our own forces and help to build up the Korean forces?

General Warren. Yes: we would estimate a savings over the next
5 years of about $500 million, as a result of withdrawal of our
20,000 from Korea alone. T don’t have fioures for South Vietnam
because T don’t get involved in those withdrawals. T believe vester-
day Secretary Laird said it amounted to an ineremental saving of
something like 87 billion a year, but I would like to recheck that. and
if I am wrong, correct it in the record.

QUESTION OF MAP BEING OUT OF DATE

Mrs. Rum. There are some people who argue that our military
assistance program is out of date, that new weapons make over-
seas bases and land forces near the border of Russia and Red China
of limited military value to the U.S. security. Would you conunent
on this/

General Warren. I don’t think the program is ont of date, The
problem with most of our forward defense allies—these a re the ones
up next to the Communist world, such as Korea, China, Thailand,
Greece, and Turkey—T believe that their forces are the right kind
but some of their equipment is out of date. . et

For example, Turkey has the largest land army in the NATO
area, and it is very important to us. On the other hand, her navy
is small, and she is going to have to depend on_other NATO coun-
tries if there is an emergency to provide her with naval assistance.
I don’t believe our program is out of date.
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We are really only talking about 13 materiel countries. What we
are doing is updated and approved by our Joint Chiefs each year as
the proper objectives from the military standpoint. It is sort of com-
plicated, because each country is different, but some of the equip-
ment are out of date. The forces that we would like to update tfr.e
equipment for, are the proper ones in my opinion, because none of these
countries can afford any nuclear weapons, items like nuclear sub-
marines or intercontinental missiles. The United States is going to
have to handle that one for them. If people are talking about that type
of a problem, ves, some countries are behind, but that is why we have
security arrangements with many countries.

As far as the Nixon doctrine is concerned, I don’t remember the
exact words. but we will shield our allies and nations vital to our
security 1f any nuclear power threatens their freedom. There is no
intention of ever letting them have the weapons.

TRAINING IN THE UNITED STATES FOR FOREIGN MILITARY

Mrs. Rem. Approximately how many foreign nationals are receiv-
ing training in the United States, under the military assistance pro-
gram/?

General Warren. Arvound 4,000 in fiscal year 1970 in the United
States I have the exact figures here. For 1971 there were 8,632 total
trainees of whom 4,000 were or will be trained in the United States. I
believe vour question is how many were trained here ?

Mrs. Rem. Yes.

General Wagrren. 4,000 in 1971. It will be 4,000 or more in 1972,
although our ‘-‘stll)[]ll'-hl()]l, which was based on records in January
1971, ]I‘%fh only 3,744. The point is we aren’t in 1972 yet, so as the year
progresses, we will be adding individuals to that figure, as our
MAAGS revise their programs for fiscal 1972.

Mrs. Rem. What type of tr aining actually is provided ?

General Warrex. Much of the training in the United States is
technical for the purpose of qualifying ponp}e on weapons systems
they are receiving from the United States. They send hundreds of
technicians who are trained in the various aspects of hydraulics, en-
gines, and communications. Most of them are military technical
conrses

Then we send the more senior people to the various service com-
mands and staff schools, because we feel this is an excellent way to
develop an effective interface with senior people of other countries
who will be in a position of high responsibility in the future. There are
a lot of people in high places around the world who were trained here.
I have some examples of MAP courses. There is pilot training, engi-
neering, officer field artillery, advanced ordnance, advanced armor
officer, signal officer, this typ(, thing. They are all related to the
military.

REDUCED MAP FOR CHINA

Mrs. Rem. Inasmuch as the Republic of China has made substantial
progress in obtaining economic independence, do you feel that we can
eventually substantially reduce our military assistance program
there?




General Warrew. I feel we can and will and actually we already
have. China is an excellent example of the success of this program, in
that her grant program just about 5 years ago was $90 million. Then
it came down to $30 million, and it is now less than — million. At
the same time in the last 3 years, her requests for credit to buy things
from the United States, and repay us, have gone up steadily. I believe
they would like to have credit, in 1972, of ——— which amounts to a
pretty big self-help fund. They are now buying much more from the
United States now than we are giving them.

Our program last vear of $20 million, was not even adequate to
cover her O. & M. costs, that is parts and things to support her existing
forces.

EFFECTIVENESS OF GREEK ARMED FORCES

Mrs. Rem. How does the effectiveness of the Greek armed forces
today eompare with what it was prior to the military coup?

General Wagren. I would have to just quote some of my Army
friends. I was in Greece last month. Their comments on the Greek
forces are that those forces are in excellent shape and doing a really
fine job, - —. This is in spite of the fact that we only recently re-
leased tanks and items that had been suspended. Greece was short
———— tanks. She had only ——— and her forces called for ——— We
are now filling the gap there, and she is doing very well.

U.8. RELATIONS WITH THE PHILIPPINES

Mys. Ren. What has been done to improve our relations with the
Philippines? What are the current plans with respect to bases there?

General WagrreN. May I answer part and ask my State colleague for
the rest. Clark Air Force Base in the Philippines s a major depot and
supply point for our support of the war in Southeast "Asia, so it is
very important that we keep it — .

We are, however, relinquishing the U.S. Naval Air Station at
Sangley Point, which is across the bay from the city of Manila. Then
there are a lot of other miscellaneous locations in the Philippines where
we have communications and radar facilities. We have and are with-
drawing a large number of U.S. forces from the Philippines.

A while back there was concern. For instance, at Clark, many
dependents live in arveas adjacent to the base and were subjected to
damage and loss of personal property as well as fear for their physical
well being. There is a criminal element outside the base and a lot of
gangster-type business going on. Withdrawing as many of our people
as we could from the local economy and getting them on base is one
thing that we have done to improve relations and avoid incidents.

Mr. Cuapyan. The Philippine society is going through turmoil.
We are trying to put our relations on a new basis. There is a working
group now, Filipino-American, discussing the military bases
agreement.

EFFECTS OF MAP IN THE FREE WORLD

Mrs. Rem. General, what lessons would you say have been learned
from our military assistance program to Indochina over the past two
decades, say ? How would you say these lessons have been learned as
to how this will effect future planning, especially with respect to
possible internal eivil conflicts?
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General Warrex. Our assistance to Thailand, of course, has given
us a very close association with the Thais at a critical time in our
military involvement in Southeast Asia. Some of the best bases, in-
cluding those for our air activities in SEA are in Thailand. Our past
aid programs, and our association in the past with the people who
now lead the government—many of those officers, for example the
head of the air force, were trained over here—has been beneficial.

I just don't have any real specific comment on Laos and South
Vietnam. With a war going on, I really can’t analyze whether our
past grant aid was effective or not. I don’t know.

Mrs. Rem. Would you comment, Mr. Secretary ?

Mr. Caapman. If we had done nothing in Southeast Asia, I think
the general opinion is that that area would be in the sphere of influence
of Communist China today. In 1954 North Vietnam was the strongest
power in the area, would have taken over South Vietnam. Laos has
always been a border state. It has never been a very unified country.
There was an element that was allied to Hanoi, the Pathet Lao, and
Thailand had a strong party that took its orders from Peking. I think
that if we had done nothing, if there had been no American effort,
that the whole area would have been under the influence of China.

It is uncertain what would have happened in Malaysia and Singa-
pore, but you will recall there was a 12-year struggle in Malaysia
between the British forces there and the Chinese Communists. Some
of us also think that this would have had an influence on Indonesia,
that Sukarno would not have been overthrown in 1965, and that
Indonesia itself would probably be also in Peking’s sphere of influence.

Mrs. Rem. Of course, I realize this is a tremendous question, to

go back through history and point up, I am sure, many reasons for
doing the progression of events, and if you want to take this out of
the record completely, that is all right. Tf you want to expand, that
will be fine.

Mr. Harnaway. Will the gentlelady yield ?

Mrs. Rem. Yes.

EFFECTS OF EXPANDING COMMUNIST INFLUENCE

Mr. Haraaway, Could you elaborate a little bit more and tell us
what detrimental effects the Chinese influence would have on the
United States. We are dealing with some Communist countries like
Yugoslavia and there is no detrimental effect upon the United States
because they happen to be Communist.

Mr. Crarman. It has been the experience in the last 20 years that
those who are oriented to socialism and communism are not as well
off as those who have remained free. You can compare South and North
Korea. You can even compare South and North Vietnam. South Viet-
nam was doing far better than North Vietnam.

Mr. Harnaway, Was that because they were free or they had the
agricultural base so that they are better off and North Vietnam had
a considerable shortage of rice?

Mr. Craapman. That is true, but North Vietnam had on the whole
more trained people and had a somewhat better industrial base, though
it was very narrow, but if you look around the globe, at the countries
that have remained free, they have by and large done better than the
others, whether in Europe or Asia. Africa is too soon.
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Mr. Harnaway. What detrimental effect does that have on the
United States? You say if we had not gone in there, there would
be Chinese influence over all of Southeast Asia. How wonld that affect
us?

Mr. Caapmax. They would have turned to a form of Communist-
socialism, and you would have had overall more countries that would
be opposed to us in all the international organizations. There would
have been some shift in that overall balance that we believe would be
detrimental.

Mr. Harnaway. We would be voted down more times in the U.N.?

Mr. Caarman. We would have had more trouble in the U.N. and
more trouble in other organizations. Also countries make a judgment
as to how the balance of influence is established in the world, and would
have taken probably a softer stance, vis-a-vis China and the Soviet
Union,

Mr. Harnaway. But it wouldn’t pose a military threat to us, would
it, for this Nation as a nation?

Mr. Cuapmax. It is very difficult to draw the line as to where the
military threat begins; 1941 proved to my generation that you can’t
draw the security boundary at our front ier, and we do have a State
that is in the Pacific, Hawaii, which is pretty far out. We believe that
the shift could have been serious.

Mr. Haraaway. I don’t want to take up too much of Mrs. Reid’s
time, but it seems that if the situations aren't parallel, it was fairly
obvious what Hitler intended to do. It doesn’t seem to be the same situ-
ation as pertains with respect to Communist China. They don’t have
any large navy or air force either to take over Hawaii, nor does our
intelligence indicate that they would want to,

Mr. Cuapman. No, they have too many general problems right now,
but the Korean war was fought, and at that time the view was that if
North Korea was allowed to invade and conquer South Korea, that
this would encourage aggressiveness of the other side, and that this
would have a tremendous impact on Japan. Japan right now, in 20
years, as you know, is a major factor for stability in that whole area.
80 it is always a problem as to where exactly do you draw the line, but
we are convinced the line is not at the American frontier. It is very late
in the day.

Mr. Harnaway. I would like to pursue this with you further. but
Mrs. Reid, I have imposed enough on your time now and I will do it
on my own time.

Mrs. Rem. I have finished. The chairman covered the other questions
I have.

Mr. Rovear. Mr. Hathaway.

USE OF EQUIPMENT EXCESS TO U.S. NEEDS

Mr. Hataaway. General, when I asked the chairman to yield at one
time, we were in the process of discussing with you this excess of equip-
ment. Has anyone asked you to put into the record just what you would
do with the excess; if we could get rid of the $100 million limitation /

General WagreN. Sir, I can’t say exactly, because we don’t know
what excesses will be coming up in the future.

60-208—T71—pt. 1——12
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Mr. Hataaway. Based on what you have got here. I have a sheet
indicating this.

General Warre~. Yes, sir. If you would like for me to use this illus-
trative sheet and put in the record where these items would probably
20, I would be happy to. Most of them would go to Greece and Turkey,
and some of them to Cambodia.

Mr, Harpaway. Would they be subtracted from the grant and
credit aid ?

General Warren. No, sir. They would be in addition to it.

Mr. Harnaway. I thought the chairman was making the peint
that if we could release this, then we could save some money.

(General Wanrex, I thought he was making the point that if we don’t
release it, we will be wasting a lot of money.

Mr, Haraaway. On the other hand if we did release it wouldn't we
be saving some money? I don’t say that a used M—48 tank is as good
as a new one, but at least we could save some of the money that we
are giving in military assistance. Maybe it would only be 50 percent.

General Warren. There are a lot of different angles to it. The main
concern that we have is that, in this unique and critical period in our
history when there are going to be so many major items becoming
available and surplus as the Vietnam war phases down if we couldn’t
use these items for our allies who need it, As you know, we also made
use of the equipment left by the withdrawing 1U.S. forces in Korea.

EXCESS SUPPLEMENTS REGULAR PROGRAM

Mr. Hatraway. On page 2 of your statement you say, referring to

this excess:

If we cannot apply them against our valid military assistanee requivements
this equipment must be sold as scrap.

I just presumed from that you meant the military assistance re-
quirements that you are asking for.

General WarreN. No; I don’t.

Mr. Harraway. In addition to the excess?

General Warrex. May I take one moment to explain that?

‘We have a list from each country which is called our short-fall list.
It totals about $1.5 billion in requirements. These lists are provided
us. They are the best estimates of the commanders in chief of the
various Unified Commands, Admiral McCain in the Pacific, for ex-
ample. Those lists show the requirements that the unified commander
feels the MAP countries in his area need to replace obsolete items,
or to fill out the units we are trying to support. We have a $1.5 billion
requirement here, let’s say, for specific line items, that is above and
beyond our regular MAP dollar program. It is against this package
of shortages that we apply most of the excess. That is why money
can’t be reduced from the program if we use excess. We can’t program
excesses intelligently because we don’t know what excess may be com-
ing available in the next year, so we need excesses in addition to the
grant aid.

Mr. Haraaway. So that the grant aid you are asking for really
isn’t as much as you need.
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General Warre~. That is correct.

Mr. Haraaway, For an individual nation?

General Warren. That is correct, sir. Of course, we recognize there
has got to be a reasonable limitation on each year's rogram, That is
why in the case of Korea, for example, we have tried to plan this out
in a realistic manner for 5 years, We could put ———— in. there this
year, but it wouldn’t be a balanced program. Excess is a great source of
equipment we badly need.

For instance, in Korea I believe the last time I was over there, they
had — trucks that were deadlined. We would like to replace those

trucks, and we will replace a lot of them from this excess, sir.
One of these lists I passed out showed seyeral hundred trucks, as I
recall, that the services have offered us, if we have a place to use them.
We can’t send them to the countries where we \mnldl like to use them,
because we have a restriction of $100 million ceiling on excess,

Mr. Harraway. What about the excess, for example, that you are
going to have in Vietnam that yon mentioned as a result of our with-
drawal. Some of that could be used in Cambodia, I presume.

General WarreN. Yes, sir.

Mr, Haraaway. Or right in South Vietnam ?

General WarreN, That is correct. There are billions of dollars
worth of equipments over there in warehouses and with our units,
some of which possibly would become available over the next 3 years.

Mr. Haruaway. But you still say we couldn’t save any of the
for example that we are going to send to Cambodia, by releasing these
excesses, because you claim, I presume, that the ——— isn’t near
enough.

General Warrey. Noj; it is not, but it is the minimum we think
we can get along with this year. About 70 percent of it, as T ment ioned,
is ammunition only, because of the combat there. A lot of the excess
that would become available in South Vietnam is not the ammunition
that we need. There are a lot of problems like that.

Mr. Haraaway. To the extent that the excesses are isomorphic with
the items that you are requiring in the ——— it would seem to me that
then you could be subtracting some of those. If you are asking for
500 trucks in the ——— and we have 500 trucks in South Vietnam
not being used, why can’t the 500 trucks take their place and you
could reduce whatever the expense for the 500 trucks is from the — i

General Warre~. Yes, sir; I understand. We can and we do do
that in many places but reprogram the money to where some of our
other shortages are.

Mr. Harnaway. But we could do this though, couldn’t we?

General WARREN. Yes.

Mr. Harpaway. So that you couldn’t reprogram the money ?

General WagreN, Yes, sir.

Mr. Harsaway. In other words, we could go over the excesses and
the demands that come within the ——— and say we will give you
the 500 excess trucks from South Vietnam to take the place of the
500 you are asking for in your Cambodian request, and save whatever
amount of money that is, and just save it and not reallocate it at all?

Mr. Caapmax. May I speak to that? These trucks and this equip-
ment is excess to the ncec%s of our services because they need to be
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rehabilitated and reworked. They are not in operating condition.

Mr. Haraaway. Not the ones that we are not using simply becaunse
we are withdrawing them.

Mr. Caapman, Those are being absorbed by the South Vietnamese
forces.

Mr. Harraway. Why shouldn’t that come out of the military as-
sistance program for the South Vietnamese forces?

Mr. Crapman. The program for Vietnam is funded in the Defense
budget. It is not in this. All of the excess equipment coming from
Vietnam is equipment that is battered, and requires reworking. Cam-
bodia is one of the many countries that just doesn’t have the equipment
to rework. It is one reason why Cambodia and a good many of the
countries cannot afford this excess.

General Warrex. May I make one point on this, sir. The reason
that we don’t reprogram money every time we throw in an excess
item is that our program was developed this year, as it always is,
to include our best estimate of what might be coming available from
excess. We have already considered in each country program a rea-
sonable ceiling on new obligational authority money, and an estimate
which is in the document here, of how much excess we want that coun-
try to have. That is part of our program for next year, the excess on
top of the NOA.

The excesses we speak of, when we come before you, are already
programmed in an illustrative fashion within the congressional
presentation document. It could change, and since we don't know ex-
actly what we will have coming up, there will be a multitude of minor
changes, but the ceilings listed on excess, as illustrative, are part of

the program we would like a country to have this year.

FEFFECT OF LEGISLATIVE CEILING ON USE OF EXCESS EQUIPMENT

Mr. Haraway., You mean these figures in here, the total excesses
would go over the $100 million limitation ¢

General WarreN. For this year, fiscal year 1971, we are already
at $100 million. I have stopped all excess deliveries, and we have got
3 months to go. We have $200 million worth of equipments that I can’t
program out now because of that restriction. I don’t know how long
the Army and the services can pay storage charges, because they would
like to get the items out of their yards, and if necessary junk them.

In addition to that, in the next 3 months we would estimate there
will be another quarter of a billion dollars worth of excesses at acquisi-
tion value, released around the world, that we can’t use, but for which
we have valid requirements.

Mr. Harimaway. But you are going to give us for the record what
you would do with the excesses, if we took t%e ceiling off ¢

General Wagrren. Sir, if it 1s agreeable with you, I would give you
for the record an illustrative assignment of that list that I passed
out, which is just a partial list, sir, of the requirements that are avail-
able now for us.

(Tae information follows:)
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ILLUSTRATIVE ASSIGNMENT OF AVAILABLE EXCESS DEFENSE ARTICLES
[As of Ap: 1, 1971]

Acquisition Tentative
Quantity cost country
Major items available (millions) rec1p:ent

F-100 aircraft

G-47 aircraft.

T-33 a.n:t.'nl.'

Light aircraf

M-48 tanks

105mm SP howitzers. .

Nike equipment sets.___ ... .. ..
XM474 armored carriers.

Trucks

~igmLninoerIPI I

Note: The above table is based on a partial list of available excess darcnse articles not already allocaled.
FOREIGN MILITARY SALES CREDIT GUARANTIES

Mr. Harmaway. Let me ask you this: Is there any chance of switch-
ing over to an all guarantee program? I am a re fugee from the Fd-
ucation and Labor Committee, and I was thinking of how we parcel out
loans to students on a guaranteed loan basis, where we subsidize the
interest rate, but the banks handle the actual loans, so that this isn’t
a debit against the budget except for the amount of the guarantee that
we have to put up.

General Warkrex. We are unable to obtain loans from most bank-
ing institutions for most of these countries, unless we can guarantee
them.

Mr. Harmaway. Youmentioned here on page 3 :

With respect to credit sales we are asking for $510 million in new obliga-
tional authority to carry out the program. That ineluding the face value of
guaranteed private credit we expect to total $582 million.

You have got $72 million in private credit. What I am asking is,
couldn’t you expand that so tlml we could reduce the amount that we
have to actually appropriate?

General Warren. It is our opinion that this is the maximum
amount of private money that we can borrow, and that is why we
list it in the program as new obligational authority, part of which
is earmarked to guarantee the private loans. Most banks will not loan
without a gunarantee to the countries that we are concerned with. If
we didn’t have our own NOA to provide credit to different countries,
we wouldn’t have much of a program, sir. Your point would be well
taken, if we could find banks that could do that, but we can’t.

Mr., Haroaway. They wouldn't take the U.S. Government guaran-
tee of the loan?

€ieneral Warren. There are a lot of banks that don’t want to deal
with some of these conntries, sir. That is the problem.

Mr. Harraway. Even though we are going to stand for the loss?

General Warrex. This is true. One of the reasons, of course, is
that a lot of countries need up to 10 years to repay and private banks
usually do not go beyond a 5-year repayment tt-'m. Some of these
countries are in sort of hot spots in the world and the banks are re-
luctant to get involved. Sonie of the countries in the Middle Bast area
are examples.
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Therefore, the only way we can offer them credit is from the NOA
we are requesting from the Congress. Of course, that will be paid
back to the United States with interest.

Mr. Lona. Will the gentleman yield ?

Mr. Haraaway. Certainly.

Mr. Loxa. It is not clear to me why the banks wouldn’t take it
even with a guarantee. I wouldn’t think they would care who the
country was as long as the United States is behind it. Are the banks
basically opposed to making these loans because the guarantee is too-
hard to collect, because they encounter a lot of redtape before it be-
comes clear that the law requires us to pay the guarantee?

General Wargrex. No, sir, I don’t think so. It is just concern that
these countries may go down.

Mr. Loxe. What do the banks care if the Federal Government
pays up the loan?

Mr. Harrmaway. Ineffect, they are loaning the money to us.

General "'Warrex. There is one angle that T would like to put in
this discussion. That is the fact that when we go to private credit, the
interest rates that these banks will give us may be 2 or 3 percent above
the cost of money to the Government, so when we approach country
X saying, “Here is our proposal, you take $50 million from private
resources at 815 or 9 percent and the rest of it we will cover with
NOA?”, this brings down the interest rate and the total payment.

I cannot answer, sir, why many of these banks don’t want to deal
with some of these countries.

Mr. Loxe. I don’t think your answer has been satisfactory. T hope
you will have some research done on this and give us more specific
answers.

General Warrex. We do have a man in our organization who seeks
sources of private credit. Some banks have expressed interest, but
many banks are reluctant to take on loans for military equipment.

Mr. Loxe. You have said that, but you haven't explained why the
banks are reluctant if the U.S. Treasury is guaranteeing the loans.
Maybe you can come back with an explanation that makes some sense
to us.

Mr. GorpsteIN, There seems to be some kind of a moral attitude
about this.

Mr. Loxe. That sounds vague to me. I haven’t found banks to be
that moral, to be quite frank. We have banks in this country that are
lending on FHA mortgages that aren’t worth 10 cents, and they are
doing 1t becanse the Government is behind the mortgages. Maybe you
can give us a good, solid explanation for that. What you have said
so far just doesn’t add up.

General Warren. All I said so far is that the banks won’t give us
the credit. 1 don’t know all of the details as to why, but I will provide
something for the record.

Mr. Loxg. There are probably some reasons. My guess is that it
takes too long for the banks to get their money. They have to g2o-
through all sorts of red tape and have to deal with such (questions as
when the country defaulted.

General Warrex. I have talked to some of the bankers from Dallas,
for example. They will only consider certain countries. Some of the
countries, as T mentioned, no banks want to touch. In the case of Dallas
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banks, they say they would be interested in a guaranteed loan involy-
ing some of the oil rich countries because they are tied in with them,
but it is sort of a country-by-country problem with them. I will put
something in the record, sir, that clarifies their reasons.

(The information follows:)

PRIVATE CREDIT FINANCING OF FOREIGN MILITARY SALES WITH DEFENSE GUARANTEES

Private banks and lending institutions cannot be relied upon at the present
time to provide a substantial amount of credit financing for military export sales,
even with Department of Defense guarantees, for the following basic reasons :

1. Some banks regard military export sales as being potentially a public re-
lations problem with possible adverse impact on their depositors, stoekholders,
and foreign accounts,

2. Many banks resist large exposure to some less developed countries, and in
some cases even reject outright loans to certain countries for various reasons.

3. Banks will not usunally provide export credits for more than 5 years, and
many will not finance for that long. Foreign military sales direct credit can be
financed up to as much as 10 years after delivery of the defense article or
service.

4. Some countries recently on grant aid, now being asked to purchase their
defense material, are not economically eapable of paying private lending rates
particularly when such rates are especially high compared with normal “eost of
money” to the U.S. Government rates otherwise available through' direct FMS
credit

5. In the recent past when money was tight, private financing for military
exports was not available under any circumstance unless exorbitant rates were
charged, which was unacceptable to foreign buyers.

6. Many banks indicate that they will not provide funds for military sales
solely on a “return of investment basis" They require for example, additional
special conditions, such as “compensating balances,” “floating rates,” the right
to establish branch or affiliate offices in the foreign countries, and special charges
such as “commitment” fees, or perhaps a “management” fee when the bank has
“lead bank™ responsibilities. This make private bank financing more costly than
direct FMS finanecing.

To rely on the private sector entirely for FMS credit funds would in effeet
give that sector a veto over the exercise of publie policy. The President must not
be put in the position of having his foreign policy hands tied by the necessity
of gefting concurrence from a bank in ca rrying out some course of action requir-
ing FMS credit funds.

In summary, private participation has been limited despite continuous govern-
ment efforts to encourage private credit “to the extent feasible.”

Mr. Harraway. Your bad loan record is very good, isn’t it?
General Warren. We haven’t had any defaults in payments, sir, since
the new Foreign Military Sales Act started our program.

FMS CREDIT REPAYMENTS GO TO TU.8. TREASURY

Mr. Haraaway. How long has it been in existence ?

General WarreN. Three years. It used to be handled out of the over-
all military assistance account as a revolying fund. We would loan
money. They, when it came back in, would go back into the regular
credit sales fund. It was difficult for the Congress to really serutinize
it so that is why it was abolished. We have a clean-cut program now
that we can show you, and keep you posted on changes and financial
status, any time anyone is interested.

Mr. Haraaway. That is my next question. There is no fund, in other
words. The total amount of loans you are going to make this year are
going to be the $510 million. There won’t be any additional loans out of
a fund from repayments.




182

Greneral Warrex. No, sir. The $500-plus million is 1 year money and
1f we don’t use it this year it automatically stays in the Treasury.

Mr. Harmaway. And the repayments just go back to the Treasury ?

General Warrex. Yes, sir, all repayments.

THREAT TO REPUBLIC OF CHINA

Mr. Harmaway. This may take a long time and perhaps you can
supply it for the record, but I read through these books, and although
I think they are very good, there are still some questions I have as to
details about the intelligence picture, for example, that prompts us to
give and loan money to various countries, particularly Nationalist
China. I am not too much impressed that there is a threat of an invasion
by Red China. The same is true with the other statements that are made
here that are very cryptic. Sometimes they say, “Well, in view of the
Communist threat we ought to be putting money in here.” You must
have a more detailed analysis of just what the nature of the threat is.

General Warren. Yes, sir. .

- they do have the capability of air strikes ——. Our mutual
defense treaty with the GRC and our strength in East Asia is a major
deterrent to communist attack. The Republic of China is an important
ally.

We have important air force activities located on Taiwan and must
remain concerned about their being vulnerable to attack. Red China
has ——— aircraft, strike types mostly, plus some interceptors, so that
poses a threat to the country that prompts us to want to keep up their
air defense as the first priority.

Our second priority is to build an adequate navy. ——— Thus we
have a great interest 1n keeping the Republic of China well equipped,
particularly in the navy and air. :

Mr. Harnaway. Tt seems to me that a lot of our military assistance
program and perhaps a lot of our Defense budget as well is predicated
upon the basis that since the other country is arming itself to the
teeth we had better do it also. They may be doing it only because we
are arming ourselves to the teeth. I think we suffer from mutual para-
noia to some extent, absent any intelligence reports that are going to
show me differently.

General WARrREN, ———.

Mr. Cuaryan. And Peking continues to take a position that Taiwan
is part of China. ———,

Mr. Haraaway. You say it is very clear?

Mr. Lona. Doesn’t Chiang Kai Shek take the same position with
respect to the mainland?

Mr. Cuaraan. We have never encouraged him in that direction.

Mr. Haraaway. You don’t have to.

Mr. Lone. Tam not sure that we haven’t encouraged him.

Mr. Criapman. The effort at maintaining the Republic of China to
have enough defensive capability is to try to reduce the threshold at
which our commitment would be called into being.

Mr. Haraaway. As I fotaled this up, putting in about $1.3 billion,
if you count the excess value as well, it seems to be an awful lot of
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money to deter a threat that we have no intelligence basis to think
exists. We know that they are capable of doing some damage to Na-
tionalist China, but just because they are capable of doing it doesn’t
necessarily mean that we have to put in that much money. I presume if
an effort such as that happened, something more would happen than
just the Chinese Nationalists defending themselves. That would be
such an event that it would probably draw us right into it.

Mr. Cuiarman. As you recall, in 1958 they tried to take the offshore
islands, and the Republic of China bore the brunt of the defense.

Mr. Haramaway, Matsu and Quemoy.

General WARREN. -

PROCEDURES FOR DETERMINING MAP AND FMS LEVELS

Mr. Harnaway. How were these credit sales evaluated as well as
the military assistance. Do we just honor their demands ? Without look-
ing at the strategy of the situation.

General Warrex. No, sir. We receive through the Military As-
sistance Advisory Groups each year, and through foreign diplomatic
representatives, various requests for projects that they think their
country might be interested in. We take the requests, and then State
and Defense work out an order of priority for these countries, as we
study the particular items that they want to buy. State and Defense
then approve or disapprove the requests and order of credit priorities.

With State Department, we try to program them in an order of
priority.

Just running quickly down the list, sir, there are only about five or
six big ones on here. This is on page 7 of that FMS Congressional
Presentation Document. Most of them are for small amounts of
vehicles or small arms or communications equipment. The —
of Brazil, some - aircraft for Argentina and then of course
Israel. -

Mr., Harmaway. Mostly for aireraft ?

(General WARREN. -

Mr. Hataaway. Suppose we considered they needed the money for
M-16 rifles rather than aireraft, would we deny them the right to buy
the aircraft?

General Warre~. Yes, sir. If any country wants to buy something
and we don’t agree ——— we won’t even talk to them on it.

It has to be something that State and Defense agree the country
should have.

Mr. Cuaapman. Each eredit program has to be justified from not
only the military point of view, but also from the political and eco-
nomic point of view. We try to judge the economic impact of the
purchase on the country’s economy.

This is reviewed in Defense and State and, finally, the Bureau of
the Budget, now the OMB.

Mr. HarEaway. Do we know what the status is militarily of all
the countries that receive our help

Mr. Crmapman. Yes, sir. You mean the order of battle, or our
program ?

Mr. Haraaway. No. What they have now. How can you suggest
money for 100 airplanes if you do not know how big their air force
is already ¢
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General Warren. We have, through our MAAG activities, the
necessary details on the inventories of the grant aid elements.

Mr. HarHaway. May we have that before us so we can compare it?

General Wagren. This would be quite & volume of material. In
the presentation document, sir, it is listed under the “Force Data.”

Mr. Haraaway. That is how much we are giving them now, is it
not ¢

General Wagren. No. For example, on page 40, for —— we list
their units, and then at the top of the page in the right-hand column
we list the personnel strength of the various organizations for that
country. '

Mr. Harmaway. This will conclude my questioning for the time
being.

You will supply more detailed intelligence on this, or should I go
through each country, one at a time ?

General Warren. I would be happy to supply anything you want,
but I do not quite know what you mean by additional intelligence,
On each country?

Mr. Harraway. No. The basis for giving China as much as we are
giving China, what intelligence we have to indicate that Peking has
any ambition to take over.

General Warren, We do not have any intelligence like that, sir.
Our program for this next year is ———. It is a relatively small
program - 2

The excess material that is listed is an estimate, and it is at legal
value. The legal value is -

I would be pleased to get you a detailed threat analysis which, as
you point out, has a bearing on our forward defense countries. Wonld
that be all right? Those are the ones that really count, let us say the
10 countries over $5 million in MAP,

Mr. Harmaway. All right. That will be very helpful. Thank you
very much.

(‘The information was submitted to the committee.)

Mr. Rovean. Mr. Galifianakis.

MILITARY SALES TO JAPAN

Mr. Garirranakis. You said earlier that Japan was a stabilizing
influence in the whole Indochinese sitnation.

Mr. Caararan. In Asia, in the Pacific.

Mr. Garreranaxis. What would you forecast as Japan’s reaction
if we basically withdrew, say, by the end of this year on an unan-
nounced basis? Suppose that confidentially the military and the ad-
ministration and the Congress determined that we were just going to
end our involvement in South Vietnam, what would be the reaction
of Japan?

Mr. Crapxan., If Japan felt we were withdrawing from our com-
mitments thronghout Asia, they might well reconsider their own secu-
rity arrangements. An end to the Vietnam war, however, would be
widely weleomed in Japan.

Mr. Garrrranakis. Do we give any arms assistance to Japan?

Mr, Crapyan. No.

Mr. Gavrrranaxis. We are precluded from doing that, are we not ?




Mr. Caaraan. We have a large sales program. They are buying a
substantial amount from the United States.

Mr. Gavrerianakis. How much? It is a confusing problem, because
on the one hand we have precluded them from building up militaristi-
cally because it was part of the agreement after World War I1. You
hear that Japan does not have an army, navy, and air force on the
one hand; and then you read that they have a very effective striking
capability. It is a very confusing thing to figure out the overall policy.

We have heard cliches like Asia for the Asians, and let the Asians
defend that part of the hemisphere. I am trying to bring these facts
together and figure out how consistent our policy and performance
are.

General Warren, May I comment on that? Japan, of course, is
strictly a sales country. In years past, after the war, we gave her
approximately $855 million of grant aid and other assistance.

However, for next year, the only thing we are estimating for Japan
is cash sales of - and commercial sales where Japan deals
directly with our industry. Of course, State controls these sales
through export licenses. The commercial sales are estimated at :

We have a program with Japan for the future coproduction of
the -4 Phantom, under which slightly over ——— will be produced.
She is now building the F-104’s, including the engines, under
coproduction. T understand they are doing a really fine job.

Japan does have a substantial military force. However, her policy
has been one of defense only. For example, Japan has no long-range
ships or aireraft or refueling capability, and no known intentions of
acquiring them.

That is just my personal opinion from talking to people over there.

JAPANESE CAPARILITY TO PROVIDE ECONOMIC ASSISTANCE

Mr. Gaurrranakis. Do you think we are now groping for a strong
military alliance with Japan in the hope that Japan will be the guard-
ian of freedom in that part of the world?

Mr. Caapman. I do not think that is the view. We would like to have
Japan able to take care of its own defense. It is increasing its defense
capability. I do not think it has in mind any offensive capabilities. It
has the potential for developing nuclear power if it so decided. We
have been encouraging Japan to provide more economic assistance
throughout the area. Year by year, they are doing so.

Japan has the third largest GNP in the world now. It has experi-
enced a remarkable growth over the last 15 years. It has been a stable
country.

If Japan had been wreaked by some of the upheaval that other coun-
tries in the area have experienced in the past 20 years, it would be in
a difficult position.

My, Gavrrianaxis, It has had a phenomenal and fantastic growth.
It is almost an economic miracle that they have been able to come out
of ashes and become the third largest industrial power in the world.

Nobody really knows where they rank in banking, which of course
means money. They are very strong in the international field.

It seems to me as this development has been oceurring in Japan,
questions have begun to be raised about why isn’t there a greater
participation on the part of a strong and powerful country like Japan
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to assume the responsibilities that apparently the United States has
been carrying ever since the conquest of Japan.

Mr. Caaryax. We have been secking to encourage them to provide
more aid, - . They have not been encouraged to get into a military
assistance relationship.

Mr. GaurrraNaxis. You have encouraged them to get into military
assistance ?

Mr. Craapyman. No, we have not. We have encouraged them to get
into economic assistance. They are contributing more, year by year.

Mr. Gavrrranaxis, At the same time ereating difficulties for the
United States.

I happen to come from a textile part of the country. That is on the
economic side, and there is no need to commingle that problem, except.
that from my vantage point, it is a very real problem. I have to confess
that I look at my district and my State in considering this problem.

Do you consider that Japan will be our principal far eastern ally in
the future?

Mr. Crapman. It has been a major ally the last 20 years.

Mr. Gaurrranaxas. I am talking about for military purposes.

Mr. Caaeman. We have a security treaty with Japan.

Mr. Garrrranaxss. Is it that treaty which has precluded their build-
up except for defensive purposes?

Mr. Crapman. It does not preclude it, ——.

Mr. Garrrranakis. Will we be dealing with Japan more on a sales
basis?

General Warren. Yes, sir. They are strictly sales now, and have
been for some time. They are one of our larger buyers.

CAMBODIA’S NEW GOVERN MENT

Mr. GaviFianaxkis. About a yvear ago, when the President announced
his Cambodian maneuver, it. then became apparent that we were deal-
ing with a new government and, except for the name Lon Nol, which
I had never heard before, I do not know how we suddenly are dealing
with a government that is asking for our help. How does that come
about? Do you already have a relationship? Do you already know?
For the moment, Lon Nol symbolically is the Government of (am-
bodia. He is asking for assistance. He wants assistance in 2 number of
dollars and 2 amounts of equipment.

It happens so fast and so puzzling and so startling, T cannot deter-
mine how our Government can determine that another government is
seeking assistance when, in fact, I do not know who the government is.

How do you check out the Lon Nols and their demands? Can you
just illuminate that a little bit, because that is a complete fog.

I also happen to come from an area that has a very large academic
community. I have the privilege of appearing before professorial
groups, especially historians and political scientists. They raise funda-
mental questions. What is our Government doing creating govern-
ments, calling them governments, and saying they are secking our
assistance? I cannot answer those questions.

Mr. Caapman. We did not create the Lon Nol government. The
overthrow of Sihanouk last April took everyone by surprise. It wag
not expected, even within Cambodia.

The main test of a government is that it is there in the main house
and that the people respond to that government.
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Mr. Gaurrranagis. Our Government had very little intelligence on
Lon Nol before?

Mr. Caarman. Lon Nol had been very close to Sihanouk. and we
had known him for a good m: Ny years,

Mr. Garrranakis, He is the government now ?

Mr. Cuapyman. He is the Prime Minister under a parliamentary
system, an office in which he was installed August 12, 1969, long before
Prince Sihanouk was replaced as Chief of State. Lon Nol had heen
acting Prime Minister from December 1968, and prior to that was
Prime Minister from November 1966 to April 1967, when he resigned
for reasons of health. Lon Nol has been in the upper ranks of the
Cambodian Government for many years, beginning in 1955 when he
was minister of defense, under Sthanoulk. He and many of the other
Cabinet ministers have been well-known to us for some time—it is a
small society. Now, the man who replaced Sihanouk as Chief of State,
Cheng Heng, took that position under the Cambodian Constitution.
since Iw had been Chairman of the National Assembly \\ho 18 surro-
gate to the Chief of State in the latter’s absence—and, in fact. Si-
hanouk himself, before he left the country on January 6, 1970, installed
Cheng Heng in office as acting Chief of State. The Cambodian Parlia-
ment wphced Sihanouk and installed Cheng Heng as permanent
Chief of State.

Mr. Gavrrranaxis. Tell us a little something 1l:rmt the mechanies
of how we get involved. T am aware of the mechanies of the annonnee-
ment of the President and his statement of the Cambodian operations
as a military necessity, but tell me a little bit how we oet, mtn these re-
lationships. Who suddenly makes the request for assistance, and how
do the dollar amounts come ont? T look here and T see a dollar amount,
and I say that is very good and T am 1m]nnf~cwl by the explanations,
but T wonld like to know something about the inception of it so T can
have some comprehension about justifying » millions of dollars.

Mr. Caararan. Sihanouk broke relations with the United States in
1965, but in mid-1969 we resumed relations at the el ared |m:i bv
mutual agreement, of course, but for the most part at Sih
initiative.

When the fall oceurred, we had a chs airgé there. The first request for
aid came through him.

wmnoulk’s

U.S. RESPONSE TO CAMBODIA'S REQUEST

Let me take that back. Lon Nol in fact asked for assistanee from all
countries, including the Soviet Union, in April.

Mr. G‘\ITI‘I\\'\]\T\ Was it in a specified amount, or just a general
“help me”?

Mr. Craryan. Just a general ‘help me.” They had somewhat
over a 30,000-man army, mostly untrained and undermanned. We
had reports that the North Vietnamese were making a major effort in
(Cambodia. Decisions had to be made.

Mr. Gaurrranakis. We really dominate in those sitnations, don’t
we? Don’t we really determine the type and amount of aid?

General Warre~x. May I comment just a second, because T was over
there talking to General Abrams not long ago. The w ay this Laos and
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Cambodian thing generates into military hardware is largely related
to the war. The whole conflict in Southeast Asia is intermeshed. Com-
munist supply lines, depots, and so on are in Laos and Cambodia, right
next door to Saigon.

We took action to destroy some of the lines of supply and the enemy
troops and the various things they had in storage in both Laos and
Cambodia, to preclude their ability to launch a major sustained attack.

Matters pertaining to U.S. activities go from our headquarters in
Saigon through the country team and the Ambassador in the case of
Laos. I spent a morning with him just a few weeks ago. He, in turn,
clears it with the Government there.

The plans which have been approved have been designed to protect
our own forces and our troop withdrawals from Vietnam. The actual
military assistance programs for both Cambodia and Laos, which I
have in detail as far as hardware goes, are always changing.

U.S. actions were based on our own interests; but in the recent
actions in Cambodia and Loas, they took different shape; that is, mili-
tary assistance in both cases, but no ground combat forces in Laos.

Mr. Gauirraxaxis. That was all prompted by military order of
battle and military necessity to act then and there. When you put the
figures down here, how is that determined ?

General Warrew. It is determined, first, by the threat, which is a
sort of vague thing; but, second, by exactly what arms they need.

Mr. Ganiranaxis. Basically, I think it is our judgment.

General Warrex. It is ours in coordination ‘with the country
concerned.

Mr. Gavirranaxss. Is it predominantly ours?

Mr. Caapman. The Cambodians did provide us a list of what they
needed. We did not know very much about their situation. We nego-
tiated what we could provide them. '

Mr. Gavrrranaxis. Did they ask for aireraft, for example?

Mr. Caarman. Some replacements.

Mr. Garrrranakis. They asked for aircraft and pilots?

Mr. Cuapman. They had a small air force, old T-28’s that we
had provided even before 1965. They had French, American, and
Soviet and Chinese equipment.

Mr. Garrrranagrs. What did they ask for? What was the initial
Cambodia list, in a general way ?

(General WarreN. The No. 1 priority was for airplanes when I was
over there, replacements for the T-28’s that Mr. Chapman mentioned.
The Ambassador told me that. The rest of it, of course, is weapons,
ammunition, communications equipment, and vehicles. That is about it.

Myr. Gavrrranakis. Ishould not prolong this.

Mr. RoyeaL. You take all the time you want to take.

Mr. Caapman. One question was not answered. How do we judge
this, Government to Government ?

I think it is worth noting that the Soviet Union and all the Eastern
European countries that had diplomatic relations with Cambodia at
the beginning of the year have kept their Ambassadors in Phnom
Penh, for they, too, have recognized that the Lon Nol government is
the bona fide Government of Cambodia.

Mr. Gaurrranakis. They ave still there ?
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Mr. Craryan. Yes. Only North Vietnam and Communist China
withdrew their representation.

Mr. Ganirranaxis. Do we know what the Lon Nol government has
purchased in equipment from Russia. for example?

Mr. Coarmax. No. They asked for help from everywhere.

Mr. Garrrranaxis. I will not prolong it. I am looking forward to
a briefing that I hope I get, because many of these fundamental ques-
tions could best be responded to in a briefing. I do not want to take
further time of the committee.

Mr. Rovear. Mr. McEwen ?

Mr. McEweN. T have no questions, Mr. Chairman.

SAVINGS RESULTING FROM U.S. TROOP WITHDRAWAL FROM EKOREA

Mr. Royear. I would like to go back to Korea for just a moment,
if we may, General Warren, You have stated the overall savings to the
United States will be great, and you made reference to the fact that
the Nixon Doctrine is being implemented in Korea.

General Warre~, Yes, sir.

Mr. Roysar. Will you be more specific as to what savings will
accrue as a result of this program ?

General WarreN. The initial savings that will accrue due to the

ullout of our 20,000 troops this year probably will not be so great,
Ent there will be recurring savings from here on.

I think Mr. Laird estimated that U.S. defense expenditures in
Korea would come down over a 5-year period by a total of about
$500 million in net savings. Our MAP request is for — in fiscal
year 1972.

Mr. Royear. In order to put into effect your 5-year program you
will be spending in the neiglllhorhood of ———, is that correct?

General Warren. Over 5 years, roughly, except, sir, it is a package
and all of it may not be NOA. #

Mr. CaapmaN. There will be a minimum of ——— in excess defense
articles against that.

Mr. RoysarL. Is that to be put up by the Korean Government ?

Mr. Caapman. No, by our Government, against the ——— there
would be a minimum of ——— in excess defense articles.

Mr. Royeaw. Just for Korea alone ?

Mr. Caapman. For Korea alone.

General WarreN. Sir, may I give a more accurate figure on the
Korean situation. I have here the withdrawal plan showing estimated
savings of $185 million in the first year, a.mll between $216 million
and $235 million in the 4 succeeding years. This would constitute a
5-year net saving of something like half a billion dollars. In other
words, even after you apply the projected MAP expenditure, the
half billion dollars would be the net savings resulting from not having
our troops in Korea.

EOREAN SELF-SUFFICIENCY

Mr. Rovpar. Is it not true that we do not see any possibility in the
near, foreseeable future that Korea will be self-sustaining militarily?
General Wargen. That is correct, she will not be for a long time, sir.
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Mr. Rovyear. That would mean, then, that the United States will
have to continue to subsidize her armed forees.

General Warrex. We will have to continue to subsidize her armed
forces for the foreseeable future. We hope other countries would get
in and help us. That is correct.

Mr. Royear. But at the present time there is no indication that
there will be a multilateral attempt to supply the needs of the Korean
Army?

General Warren. No, sir. Tt is basically United States, although
as Mr. Chapman mentioned, we have encouraged Japan to increase
assistance in the economic area. We hope they will. Basically, the
United States must pay for this over the next years if we are to have
a reasonably modern Korean force.

Mr. Rovear. I hope we do not see the time when we can look back
to our investment in Korea and compare that with our investment
in the Chinese Republic. There has been a great deal of criticism of
the amount of money that has been spent in China. Most of it, accord-
ing to some crities, has not been well spent, but has gone into the
pockets of the already rich in the Republic of China.

SUPERVISION AND DISPOSITION OF MAP EQUIPMENT

Is there any guarantee that we will continue to audit, to look very
closely at the way equipment is being used, how the money is being
spent ?

General WargreN. Yes, sir.

Mr. Rovear. What is our mechanism to guarantee that that takes
place?

General Warrex. Our mechanism, sir, is our Military Assistance
Advisory Group. There is one such group in China, for example, since
vou mentioned it, numbering 241 personnel. One of their primary mis-
sions is to superyise the use and end item disposition of all of the equip-
ments the United States has furnished China. That means China
cannot sell to anyone else or dispose of this equipment without T.S.
approval.

Mr. Roxean. Is it true that a lot of the equipment that we made
available to China just deteriorated without any use at all?

General WagrreN. Not to my knowledge: no, sir. Her army is
equipped with rather obsolete small arms, but it is a real good army.
All of her forces are well trained and well disciplined.

DISPOSAL OF EXCESS EQUIPMENT NO LONGER NEEDED

Mr. Royean. What happens to the obsolete or excess equipment
that China or Korea would have ? How is that disposed of ¢

General WarreN, You mean when China or Korea are through
with it? ;

Mr. Royean. Yes, sir,

General Warren. Our MAAG would inspect it and determine
whether it is usable, or should be junked. Tf it is usable equipment,
it is reported to us for possible redistribution to other MAP coun-
tries agamnst any outstanding requirements. If there are no grant aid
requirements, then it may be sold. ;
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Mr. Rovear. Tfitisresold, it issold to whom?

General Warren. It may be sold to any of the countries on the ap-
proved list which I have for sales. For instance, there are about 84
countries that are eligible to buy from the United States. Of course,
it could be redistributed to some countries eligible for military grant
aid if there is a valid grant requirement.

Mr. Royear. Will that amount then come under the congressional
limitation, if there happens to be one at that particular time? If, for
instance, China had something to sell today and we were able to agree
to its sale, would that come under the $100 million congressional
limitation ?

General Warren. I understand. If it was a sale, no, sir. I understand
your point. If we wanted to give it to another {-ounn y, it would come
under that $100 million wllmn', except for the material that MAP has
already paid for.

Mr. Royearn. But it would not if it were asale?

General Warren. That is correct. Sales are not involved.

Mr. Roypar. They are not involved, not only in China but with any
other country?

General WarreN. No, sir. But we do have one major problem dis-
cussed here yesterday a bit. We have ceilings imposed on us in Latin
America of $75 million total, sales and grants materiel. We are losing
about $500 million in sales in the last year and a half because of that
ceiling and because of other restric tions in the law on sales, which is

not pertinent to China, but that is our only sales problem area I am
aware of.

EFFECT OF LIMITATIONS ON URSE OF EXCESS EQUIPMENT

Mr. Rovsar. Then at the present time, you have in excess materials
in the nmghlmrhond of $200 million, is th: it correct ?

General WagrreN. Yes, sir. T had a partial list of the items that
are available that we are holding up because we are right at the $100
million ceiling, and we cannot transfer any of those m‘lm

Mr. Royear. But these items are all usable at the present time?

General Warren. Yes, sir: they are either usable or usable if re-
habilitated. Our armed services inspect each of those before they offer
them to us. If it is completely out of commission and costs too much
to fix, they junk it right there. So, the only things they give us are
equipments which can be rehabilitated at a reasonable cost and have
a considerable amount of utility left.

Mr. Rovear. And that amounts to $200 million, approximately ?

General Warren. We happen to have a little over $200 million
worth of equipment that has already been offered to MAP by the
services that we cannot release today.

Mr. Royear. If you cannot release it, then it becomes classified in
the junk category ?

General WarreN. At some point in the future it would, sir. At the
moment, we have asked the services to hang onto the equipment that
matches our MAP requirements, as long as they possibly can, at least
until the end of the fiseal year or until we know what kind of ceiling
we might have for next year.

60-208—T71—pt, 1——13
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If we receive a $100 million ceiling next year, then our whole long
supply and excess program is practically ruined, and we would j uniz
much equipment.

Mpr. Rovean, That would mean, then, that the 744 aircraft, the tanks
that you may have, and other equipment, would then become junk?

General Warrex, Unless somebody who is eligible wanted to buy it.

Mr. Rovear. Would that mean, then, that they would be demolished ?

General Warren. They would be demilitarized. Each category of
equipment is handled differently.

Mr. Roysar. What is the difference between demilitarized and
demolished ?

General WarreN. If you demilitarize, you take the lethal part out
or make it so it does not work, without destroying the residual value
of the metal or what not. In the case of a ship hull, for example, it
could be used for scrap steel.

Mr. Royeaw. It could not be rebuilt ?

General Wargren. It would be prohibitively costly. It could be re-
built, but nobody has the money to do it unless we can pick it up in
the MAP program.

DISPOSITION OF UNUSABLE EXCESSES

Mr. Royear. Trucks, jeeps, and so forth, need not necessarily be
sold to a government. They can be sold to individuals. Is that not
correct ¢

General Warres. Yes, sir. After we have been assured that our
Armed Forces, first, then all Government agencies have no require-
ments, then, individuals are eligible to buy trucks, jeeps, and certain
other specified items.

Mr. Royear. According to this example Turkey would have
trucks and trailers.

General Warrex. Yes, sir.

Mr. Roysar. If the Turkish Government were not to get it——

General Warren. Sir, may I point out the list you are looking at now
is a sample list of equipments we have already allocated this year under
the $100 million ceiling, and those items you just mentioned have al-
ready been programed for Turkey.

Mr. Roynar. Right. But let us suppose that they were not pro-
gramed to be purchased by the Turkish Government, that they were
made available to individuals, as can be the case. Is it possible that
these trucks and trailers would eventually end up in the hands of
farmers in Turkey who are now growing the poppy and sending it
back to the United States as dope? Is there a possibility that that
would happen?

General Warrex. I believe so. In the case of a nonlethal military
item which actually has a commercial counterpart, like a truck, is
sold to a civilian, I am not aware of restrictions on what the buyer
does with it. I do not think there are any.

Mr. Cuarman. Most of these trucks are not in shape to be bought by
civilians. in Turkey, for instance, where they have a very serious for-
eign exchange problem. That is why the grant aid remains so high,

Mr. Rovsar. I visited Turkey some time back. Of course, this was 2
or 3 years ago. I was told that American-made vehicles are being
used on some of these poppy farms,
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General WagrreN. I am sure that is true, because in Europe our dis-
posal offices, particularly up in Central Europe, have sold many items
of excess, and this includes a lot of nonmilitary or nonlethal things that
governments or civilians can buy from the disposal yards.

The only ones that do not have to be junked or demilitarized are
things like trucks or trailers or jeeps, for example. So, it is possible
they were purchased in Europe from a disposal yard.

Mvr. Roysar. It seems tome if all of this equipment were made avail-
able only to governments, we may be able to reach an agreement with
the Turkish Government that they do not produce the poppy in return
for trailers and our jeeps. Narcotics are creating a tremendous problem
in this country, and I think the more money we put into Turkey, the
more production of the poppy will take place, the more narcotics will
come mto the United States and the more danger our youth in this
country will be in.

General WarreN. Yes: this would be possible. It would involve the
State Department and, I imagine, the Ambassador.

Mr. Royean. That is probably something to take up with the Secre-
tary of State, but it is a matter of great concern, particularly among
certain groups in the United States. Those who are fichting narcotics
always look to Turkey as the culprit. Many believe that we are respon-
sible for the importation of narcotics since we are aiding that country
militarily giving them economie aid, and also supplying their farmers
with trucks and trailers.

EXCESE MATERIEL PROVIDED TO GREECE

May I also inquire with regard to excess materials that are heing
made available to Greece.

General WarreNn. Yes, sir: we have provided Greece with substan-
tial amounts of excess materials. T have the figures right here,

Our excess program in 1971 was $46 million at acquisition value. We
are guessing for the next year, if we do not have the ceiling, then we
might have ———— excess at acquisition cost.

Mr. Royear. Can you tell me how much of that went to the previous
regime in Greece?

General Warre~. Yes, sir. The program to date, from 1950 through
1970, is $1.5 billion in grant aid, $246 million acquisition cost of
excess. I do not know, sir, if vou were here earlier when T gave the
brief history of why we had such a large excess program in fiscal year
1970. When our grant aid funds were cut, we had a major drive to
take advantage of as much excess materiel as we could in our MAP

rogram. The drive was very successful. That is why this figure for
g‘rrevce —— acquisition value this next year.

Mr. Rovear. Is it not really because we support this government
more than we did the last?

General Warrexn. That is essentially correct. It is because Greece
is a member of NATO and the United States, of course is committed
to support NATO. We are and we have had a military assistance pro-
gram every year over the past 20 odd years. For a while we did not
deliver a numbesr of major items because of the coup in Greece, but
they were released this year.
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It was costing us as much as $700,000 annually to store, and we were
not gaining much friendship from the Greeks by holding up deliveries.
They are now being delivered.

U.8. RELATIONS WITH GREEK GOVERNMENT

Mr. Caaraax. We are not supporting this government more than
we were the previous one. It has been recognized this government is in
power and that Greece is a member of NATO that is covering an im-
portant area of the Mediterranean and that the best ]lmsrut'e we can
take vis-a-vis this government to try to influence it back to a con-
stitutional basis is by maintaining relations. If we were to cut off all
aid and take harsh, public positions, our judgment is that there are ele-
ments within the Greek military that would take an even harder line
than the present regime and we would have very little influence—we
lose all influence over the present regime as to trying to persuade them
to get back to a constitutional basis.

RECIPIENT COUNTRIES' ATTITUDES TOWARD THE UNITED STATES

Mr. RoyBar. Our success in influencing countries to come back to

constitutional basis hasn’t been very good, has it?

Mr. Caapmax. It is limited.

Mr. Roysar. And I think we have had quite an experience in Latin
America, for one, and various countries of the world, so we haven’t
been very successful and I don’t think increasing the amount of
money made available to these countries is going to influence them

one way or the other.

That I judge by the mere fact that some of the countries that we
have been helping for many years actually generate the most anti-
American sentiments one ean find any place in the world. One of the
countries that I have in mind is Turkey.

Mr. Caapman. Well, in Turkey you can’t generalize from small
radical groups the feeling of the country as a whole. By and large Tur-
key remains a very close ally of the United States, but there is a radical
wing, a violence wing.

Mr. Roysan. We can say the same thing about other countries that
are our allies and are sending some of our goods to North Vietnam.
They are still our allies and it doesn’t really mean they are 100 percent
for us. I don’t doubt that Turkey is in favor of our continuing our
support. I can understand the strategie location of that country with
regard to the defense of that particular area: T think I can understand
that very well, but I also feel] that the money that is being spent there
is not making any more friends than one would get in countries where
we spend even less.

Mr. Crapvan. But the issue there is whether those two countries.
Greece and Turkey, will remain NATO allies and help maintain some
stability in the Mediterranean.

Mr. Royear. They may be more pro-NATO than they are pro-
United States.

General WaggeN. I got the impression when T was over there that
they are sort of anti-all foreigners and not the United States in par-
ticular. I don’t know.




Mr. Rovear. I got the same impression, but I thought the United
States was the leader in that particular field.

REDUCTION OF THE MILITARY ASSISTANCE PROGRAM

General WarreN. Sir, may I make a comment on the matter you
mentioned regarding the success of the MAP, or lack thereof?

In 1962 we had 52 countries receiving grant aid materiel from us
and in fiscal year 1970 that number was down to 24. We feel a reduc-
tion of 28 over 8 years is certainly an indication of success in the
grant aid program. Our ultimate goal is to phase them all out if we
can, although it doesn’t look like we can for a while. Comparing the
fiscal year 1962 program with that of fiscal year 1972, we are down
to 13 countries now receiving materiel grant aid. I think this is quite
a good success story. The best examples are Japan, which is self-
sufficient but did receive massive amounts of military aid from us
and, of course, all of the Western European countries which are now
self-sufficient. T believe we gave them something like $12 billion—
$12.3 billion. We gave the NATO countries of Western Europe that
money, and since they became self-sufficient they have purchased $6.2
billion in defense articles from the United States. We have made
progress in some areas.

IMPORTANCE OF SPANISH BASES

Mr. Rovear. Will you explain to me why it is so important that we
keep bases in Spain ¢

General Warren. It is important to us because, for example, these
bases, provide landing sites for our aircraft en route to the Mediter-
ranean area from the United States. It is also a very strategic country
from a naval standpoint. Rota, the naval base in Spain, is an extremely
important and key base to us because, among other things, our nuclear
submarines operate out of there and if we didn’t have that base,
I believe they would have to go back to Norfolk, or to a base up in
Seotland. ———. Furthermore, Spain is a key terminal for our mili-
tary airlift command operations through there. 3

Mr. Royear. Will you be able to give us the figures as to the cost
for the operation of Rota and the air bases?

General Warrex, Yes, sir.

Mr. Roypar. Put it in the record.

(The information follows:)

With reference to operating and maintenance costs, DOD accounting records

are not maintained to reflect total costs on an area or facility basis. We estimate,
however, that fiscal year 1970 operating costs in Spain ran about $60 million.

Mr. RoyBar. Are there any other questions?
MAP FOR NATO COUNTRIES

Mr. GavrrraNaxis. If a country is a member of NATO, is that
considered in providing grant assistance ?

General WarreN. Membership in NATO would be one considera-
tion in arriving at a decision about providing grant assistance or sales
to a country that is considered less developed. I have the list here of
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the NATO countries that are classified as lesser developed countries
and are specifically authorized grant U.S. aid. State and Defense
jointly prepare the list of authorized countries,

ROLE OF THE EXPORT-IMPORT BANK

Those in Europe can only use the Export-Import Bank. The Ex-
port-Import Bank is not authorized to finance underdeveloped coun-
tries. However, our foreign military sales credit is designed to do that.
Some NATO countries are eligible for grant: most of them are not.

Mr. Garrrranakis. You take cognizance of the whole interest,
whether this income comes from exporting and so forth?

General Warrex. By agreement. we participate in the planning of
their funds and the Secretary of Defense, in coordination with the
Secretary of State and Secretary of the Treasury, sends the president
of the Export-Import Bank each year a list of the recommended coun-
tries and amounts, and the Export-Import Bank is doing as we have
requested. I have a list of them here.

Mr. Gavurrranaxis. Does the Under Secretary of State or Defense
participate in giving approval of loans that are made by the Export-
Import Bank for military purposes?

Mr. CHarMaN. Yes.

Mr. Royear. We thank you very much, gentlemen. The committee
will adjourn until 1 o’clock on Monday.

Moxpay, Marow 29, 1971.
Mr. Passman. The committee will come to order. We shall continue
our examination of the military assistance program for fiscal year
1972.
I shall now yield to the distinguished ranking minority member, Mr.
Shriver of Kansas.
Mr. Suriver. Thank you, Mr. Chairman,

SUMMARY CONGRESSIONAL PRESENTATION DOCUMENT

General Warren, at the beginning of your statement you mentioned
a summary document which will contain all three of the elements
of the international security assistance program, plus the spigot table
which lists all foreign assistance.

What will be included in this table?

General Warren. That will be a summary of our military assist-
ance program for 1972, of our foreign military sales, and the support-
ing assistance program which has been renamed.

Mr. Cuarman. Economice supporting assistance.

General Warren. The State Department economic program, excess
defense articles and Public Law 480 will all be in one hoc’umont which
the State Department is putting together.

Mr. Suariver. When wilFthat be available to the committee ?

Mr. Craapman. Probably another 2 weeks.

INTERNATIONAL SECURITY ASSISTANCE LEGISLATION

Mr. Passman. I have been urging these people since January to give
us some general idea as to what this new so-called foreign aid pro-




gram will include, They don’t know themselves. I have talked to
several agencies and T haven’t found anybody yet who knows anything
about what they are going to do. Do you know ¢

Mr. Caaprman. Yes, sir,

Mr. Passman. When will it come up?

Mr. Crapmaxn. Thelegislation is in last draft.

Mr. Passaran. But it hasn't been finalized ?

Mr. Criaparan. That is right.

Mr. Passsrax. And you don't really know when it is coming up
and 3 months of the year have gone by already. I am not criticizing
you but it seems they don’t really know what they want to do. They
are still undecided as to whether to ask for a year extension under the
act or come up with this new package.

Please urge them to make up their minds as to what they are going
to do because Mr, Shriver and I are getting a little impatient because
we are trying to bring out an appropriation bill.

Thank you, Mr. Shriver.

MILITARY ASSISTANCE NEEDS OF SOUTH EOREA AND CAMBODIA

Mr. Suriver. Since they account for a great deal of money you are
requesting, would you tell us the general military status and needs of
South Korea and Cambodia?

General Warren. Sir, in the case of South Korea, we have been
working with the South Korean Government, to prepare a 5-year
program which would cost around ——— to modernize South Korea’s
Armed Forces. IT we are fortunate enough to secure the money for
1972, 1973, 1974, and 1975, I am confident they will have reasonable
modern forces.

Last year, when you approved the supplemental appropriations,
was the first year of the modernization program that we are in right
now, sir.

With regard to Cambodia, the situation is quite fluid. However, I
have for Cambodia, a very detailed program, not a hit or a miss type
thing. Just to illustrate, we have listed by line item everything that
is programed into Cambodia for 1970, 1971, and 1972, and the fiscal
year 1972 part of it comes to ———, sir. I have additional details, if
you would like.

In the 1970 program—and it was late in fiscal 1970 when the North
Vietnamese invaded Cambodia, and we took emergency action at
that time and provided $8.9 million to get a program started. Then,
after a Presidential Determination, we reprogramed within our fiscal
year 1971 MAP program, and obtained supplemental appropriations
for a total of $185 million for Cambodia. Now we are requesting
for the fiscal 1972 program, the great bulk of which is for ammuni-
tion, sir.

REDUCTION IN U.S. PERSONNEL IN THE PHILIPPINES

Mr. Suriver. What is the status and the speculation concerning the
reduction of American personnel from the Philippines?

General Warren. We have reduced American personnel in the
Philippines by approximately 25 percent, I believe, sir. This reduction
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will have the effect of reducing the number of dependents and families
that had been living in areas adjacent to Clark Air Force Base and,
in turn, the number of incidents and difficulties with the local people.
It is approximately a 25-percent reduction.

Mr. Caaraan. About 6,000 and something is the figure.

General Warrex. We had over there about 26,900, as of March 1970.
The reductions total 6,000 servicemen by 30 June 1971. This will also
affect about 3,000 to 5,000 of the total 16,000 direct local hire Philip-
pine people. It will also reduce the number of dependents over there.

U.S. PERSONNEL IN TURKEY

Mr. Suriver. How many U.S. military personnel are now engaged
or stationed in Turkey ?

General Warren. As of June 30 last year, 6,681 military in Turkey,
373 civilian, 6,191 dependents for a tota! of 13,245. They are being
further reduced this year, sir.

Mr. Sariver. Are there plans to withdraw these troops because
of the continued large military assistance program there?

General WarreN. No, sir. The withdrawal was not related in any
way to that. The withdrawal was caused by a combination of things.
First of all, we cut our forces worldwide in most countries, under a
presidential directive, about 15 to 20 percent. Certain countries are
excluded from that cut but Turkey was not one of them. It was part
of a general program to reduce U.S. personnel and involvement
worldwide, sir.

U.8. PERSONNEL IN JORDAN

Mr. Sariver. You are requesting ——— for Jordan. Are there any
U.S. military advisers or other personnel in that country in connec-
tion with this program?

General Warren. Sir, we have a small number of personnel in
Jordan.

Mr. Suriver. Military advisers?

General Warren. Yes, sir. We have 14 advisory personnel author-
ized for Jordan. They are an augmentation to the Defense Attaché
Office.

ASSISTANCE TO JORDAN FROM OTHER COUNTRIES

Mr. Surrver. You mention that Jordan is receiving less financial
support from other Arab countries.

General WarreN. Yes,sir.

Mr. Suriver. Could you give us a comparative dollar figure on this
input? Tell us which Arab countries have reduced this aid.

General Warrex. Sir, I do not have the dollar figures. May I pro-
vide them for the record 1f they are available?

Mr. Sariver. Yes.

(The information follows.)

ARABR COUNTRIES ASSISTANCE TO JORDAN

Prior to the 1970 crisis Jordan received subsidies from Kuwait, Libya and
Saudi Arabia totaling approximately $105 million annually. Following the crisis,
Libya suspended its subsidy of approximately $25 million permanently, Kuwait
has suspended five monthly payments so far out of an annual subsidy of approxi-
mately $40 million.
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MAP TO JORDAN

General Warren, For the most part a dissident element, the
Fedayeen, was the group eausing the difliculty for Jordan. Asa result
of her economie problems, which were caused both by that war and
the military action over a period of time, as well as the reduction of
income from other Arab countries, the United States agrees that her
economie situation is such that some grant aid and credit availability
is necessary. The United States would like to ———. That is the rea-
son we are proposing a grant aid program for Jordan in fiscal year
1972.

LIFTING OF SUSPENSION ON DELIVERIES TO GREECE

Mr. Suriver. Has the embargo on military equipment shipments
to Greece been lifted completely now ?
General WarreN. Yes, sir; it has.

U.8. OIL PROCUREMENT IN SAUDI ARABIA

Mr. Suriver. On page 8 of your statement you say American oil
companies earn well over half a billion dollars per year from opera-
tions in Saudi Arabia. You go on to say that U.S. forces in South-
east Asia get about 85 percent of their petroleum requirements from
that country. Does all of this 85 percent come from U.S. companies in
Saudi Arabia?

General Wargren. No, sir. It also comes from other companies.

Mr. Suriver. What percent of it from U.S. companies ?

General Warren. Sir, may I provide that for the record?

(The information requested follows.)

In fiscal year 1971 about 89 percent of total refined petrolenm requirements
for U.S. forces in the Western Pacific and Southeast Asia will be met directly
or indirectly from Persion Gulf sources. Over one-half of the total requirements
iz normally purchased from U.S.-owned companies. The largest single source is
from U.S-owned refineries at Ras Tanura in Saudi Arabia and on the island
of Bahrain under a contract with CALTEX Petroleum Corp. CALTEX, a joint
venture of Standard Oil of California and Texaco, owns Bahrain Petroleum Co.
(BAPCO) which operates the Bahrain refinery, The Ras Tanura refinery is
operated by the Arablan-American Oil Co. (ARAMCO). ARAMCO is jointly
owned by Standard Oil of California (30 percent), Texaco (30 percent), Stand-
ard of New Jersey (30 percent), and by Socony Mobil (10 percent).

DISPUTE OVER PERSIAN GULF ISLANDS
Mr. SHRIVER, ————

General WarreN.
Mr. CHAPMAN.

SWISS ARMS PURCHASES

Mr. Suriver. You mentioned Switzerland is one of the major arms
purchasers in Europe. Why do they need arms?

General Warren. Switzerland, although neutral, has some very
effective and extremely well trained miliary forces. — Switzer-
land purchased aircraft several years ago from the French., ——.

—. They are now looking for an aircraft to replace or comple-
ment these French fighters, and they are considering buying in excess
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of ——— worth of U.S. aircraft. This has not been decided yet be-
cause there are other non-U.S. aircraft in competition. I have the
figures here on some of her purchases, The big figure in the congres-
sional presentation document of ——— aircraft, —.

FRENCH ARMS SALES IN LATIN AMERICA

Mr. Suriver. On pages 10 and 11 of your statement you comment
on the statutory ceiling placed on total military assistance to Latin
America. You say that since the beginning of fiscal year 1968, coun-
tries other than the United States sold over ——— million worth of
armaments to that area, Then, I quote :

The major share of these sales, particulary for aireraft, would have acerued
to the United States if we had modified our restrictive policies at an earlier date.

Would you describe the types of aircraft and the transactions
involved ¢

General Wagrgen, Yes, sir.

France alone, in the last year and a half, or from 1968 until now, has
sold ———. Now, by “sold,” they may not be delivered yet. These are
contracts that are either completed or are about to be, but the aircraft
are not all delivered. In addition, France has sold ———, In contrast,
our legislative ceiling for sales and grant materiel is $75 million. A
total of nearly ——— in arms sales.

The United Kingdom has doubled her previous sales to Latin
America since 1969,

Mr. Loxg. T have no desire to interrupt Mr, Shriver, but I am
interested in the prineiple of our 5-minute rule.

Mr. PassmaN. I think I have presided with fairness.

Mr. Loxa. I am mentioning this for the future. I want to make sure
the 5-minute rule applies. I understand the a{)p]ication of it. It was
worked out very well in legislative history that every day is a new
day, and that we start all over again with the 5-minute rule.

Mr. Passman, We will get a ruling from the full committee. Until
we do, we will proceed as we all agreed here—I believe you were
absent, but it was unanimous.

The gentleman from Kansas will proceed.

INCREASE IN UNDELIVERED BALANCES

Mr. Suriver. In the appendix of the justification book it is noted
the amount of undelivered balance has increased substantially in fiscal
year 1971 and to a lesser extent in fiscal year 1972. Significant reduc-
tions had been made in these undelivered balances in previous years.
Why are they increasing again ?

General WarreN. Part of it is beeause of that rather large fiscal year
1971 supplemental appropriation right at the end of 1970. That is the
main reason for the increase.
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BRITISH ARMS SALES IN LATIN AMERICA

Mr. Suriver. Do you have figures relative to Latin America?

General Warrex. To wrap up our earlier discussion on French and
United Kingdom sales in Latin America, I had finished with the
French worth of arms,

The United Kingdom doubled her sales to a total of in the
last 2 years. So in the grand total we are up around sales by
two European countries.

Mr. Sariver. And it ought to be going to the United States.

General Warren. Part of it, particularly aircraft, yes, sir.

Mvr. Sariver, I couldn’t agree with you more,

MAP TRENDS IN THE CONGO AND TUNISIA

Page 89 of the book shows a substantial decrease in the planned pro-
gram for the Congo, and an increase for Tunisia between November
1970 and January 1971. What are the reasons for those late changes?

General Warrex. Sir, . I would like to ask Mr. Chapman to
gdd]tgd that, please, since State Department was interested and
involved.

Mr. Cmapaan. - but the purpose of the aid is to provide
Tunisia with an internal security force with some capability to with-
stand external attack.

REDUCTIONS IN MAP FOR COLOMBIA AND GUATEMALA

Mr. Suriver. Page 90 shows large changes in the program for
Colombia and Guatemala. Why?

General Warren, The main change for Latin America was to com-
pletely eliminate all the hardware for fiscal year 1971. All of those
programs you see for Latin America—they are all less than $1 million
each—are strictly training with no hardware at this time.

MAP CONTINGENCY FUND

Mr. Suriver. There is also an increase of $5.2 million in the MAP
contmgenc{ fund listed under nonregional costs. What is that item?
General WagreN. Sir, that item is a contingency, or a nonregional

cost we planned for fiscal year 1971. If there were an emergency, or
something of that nature, that required hardware assistance in Latin
America, and the proper authorities determined we should assist, it
would come from that fund.

Mr. Sariver. Why $5.2 million?

General WargeN. That is the net amount available after deleting
materiel from Latin America and making other minor adjustments.
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NATO COUNTRIES ASSISTANCE TO GREECE AND TURKEY

Mr. Suriver. What is the total amount of military assistance to
Greece and Turkey anticipated in fiscal year 1972 from each of the
other member countries of NATO?

General WarreN. In 1972——

Mr. Suriver. If you don’t have that for fiscal year 1972, give us the
figures for the last period for which it would be available.

General Warren. I have it for 1972. Our program is this ;: ———— for
Greece and ——— for Turkey.

Mr. Suriver. Is that from other members of NATO?

General Warren. No, sir. This is strictly from the United States.
The only other NATO member that receives any grant aid, sir, is
Portugal. Spain is not in NATO, of course, but. we do have a program
for Spain, and that is the only other grant materiel recipient in Europe.

Mr. Crapyman. Turkey has also been receiving grant assistance from
Germany. This year I believe the figure in mind is ——— in transport
planes. It will be down from that in the following years.

General WaRgeN. .

(Discussion off the record.)

Mr. Sariver. Would you proceed General ?

General Warren. There are NATO countries that provide military
assistance to Turkey and the other countries. I have some figures I will
give you in a minute, but Germany is the biggest, and it will be approxi-
mately - this year. We have an arrangement, with Germany so
that we do not duplicate and we find out which country can provide
each item the cheapest. We sit down with their planners and exchange
program information so that our programs and the German programs
fit together on Turkey. '

With regard to Greece, 1

Mr. Suriver. What 1 was trying to find out was the comparative
amounts for the other countries in NATO. Obviously, they should
be participating in their own defense.

TREND IN INVERTMENT COSTS

The pie on page 4 of the book shows that about 36 percent of your
grants program will go for investment costs. That is equipment. How
does this percentage compare with the past 2 fiscal years?

General Warrex. I believe it is smaller in amount, but T am not
positive overall. One of our biggest concerns has been the constant
Increase in operating costs. For example, in Korea, this year’s original
program of $140 million would have gone entirely to operating costs.
No investment at all.

Mr. Suriver. Could you provide for the record a breakdown of this
total investment percentage for the top 10 recipient ecountries?

General Warren. Yes, sir.

Mr. Suriver. I think 1t would be helpful to have it in the record.

General Warre~. I will put it in the record for those 10 countries.

(The information follows:)
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MAP COST CATEGORIES FOR SELECTED COUNTRIES
[Dollar amounts in thousands]

Total program Operating Investment Training

Country and fiscal year et T s

Amount  Percent Amount Percent Amount Percent Amount Percent

; 3, 459 39 6
185, 000 100 b 5 63,200 3 1,428

100 21,469 2,038
100 9,387 8 1,343

100 5,441 4 1,280
7,388 3, 1,240

17,996
[Deleted)

216
--= 30,164
[Deleted)

132, 164 100 121,574
5 290, 802 100 138,284 146, 592
1L 7 SO [Deleted]
Philippines:
1970-........

15,961 100 11, 829 3243
16, 996 100 13,409 2,652
[Delated]

100 12,936 11,222
S 100 15,525 62 8, 808
wamm=s-a-= |[Deleted]

100 42,937 45,747
i 100 38,718 58,012
1872

i Less than 1 percent.
Note: Fiscal year 1970 as of June 30, 1970; fiscal year 1971 and 1972 as of February 1971.

Mr. Suriver, Thank you, General.

And thank you, Mr. Chairman.

Mr, Passman, Thank you, Mr. Shriver. We will have a brief recess
until other members can return from their other business.

(A short recess was taken.)

Mr. Passyan. I call the committee back to order. If you have any
questions you would like to ask, you may proceed.

Mr. Gavrrravaxrs. I have none at this time.

Mr. Passyan. Mr. McEwen ?

Mr. McEwex. I have none, Mr. Chairman.

Mr. Passaan. Can you think of any you want to ask?

Mr. Suriver. I have no questions, Mr. Chairman.

Mr. Passman. Mr. Hat&mwa_\'. do you have any questions?

Mr. Ganrrranaxis. The bells have rung.

1960 TESTIMONY ON MOROCCO
Mr. Passaran. You may recall earlier we were discussing Morocco.

We said we would read into the record certain parts of the examination
held on the fiscal year 1961 program. We will insert in the record the
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information appearing on pages 2470 and 2471 of part 2 of the fiscal
year 1961 hearings beginning with the caption “Morocco.”
(The information follows:)

Morocco

Mr. Passman. You request , for Morroco. This is an increase of
above 1960, and ——— above 19597

Admiral GranTEAM, Yes, sir.

AMr. PassMaN. Notwithstanding the faet that we are terminating our base
agreement, is it true we are embarking on a — year program in this country ?

Admiral GranTHAM. Yes, sir.

Mr. PassMAN. What is the estimated cost?

Admiral GRANTHAM. million.

Mr., PassmaN. Is this a politieal program, or is there some military
justification?

Admiral GranTrAM. Political program with military justification.

( Discussion of the record.)

Mr. PAssMAN. Are we making less and less use of the airbases there?

Admiral GranTHAM. Some installations in Moroeco are being evacuated and
some personnel are therefore departing.

Mr. PAssMAN. Are you having some disagreement with the Moroecan Govern-
ment as to the amount of rental we should pay on those bases?

Admiral GrRANTHAM. No, sir: there is no rental connected with these bases.

Mr. PassmAN, Payment in kind?

Admiral GraNntTiAM. There is no payvment in kind as I understand it, sir.

Mr. MurrHY. You are confusing Morocco with Libya, I believe, Mr. Chairman,
you were thinking of Libya.

Mr. PassmMaN. You are eorrect: it is Libya.

Mr. Tager. You should tell us whether or not these items represent furnish-
ing of military supplies, including ammunition, or whether they represent
dollars.

Admiral GraNTHAM. These figures, sir, represent military equipment, ammu-
nition, and some training, entirely military.

Mr. Taser. Purchasing is all done by our own people?

Admiral GranTEAM, That is correct, sir. There is no direct dollar input from
this military program into Morocco.

Mr. TABER. Is there on any of them?

Admiral GraAxTHAM. Not from the military program, sir.

Mr. PassmMAN. The comment I made earlier referred to Libya, not Morocco.

Mr. Mureay. Mr. Chairman, I do not recall exactly what the statement was.
T ean say this: The Air Force was making an annual special payment to the
Libyan Government for economic development purposes which arose as part of
the agreement between Libya and the United States and whieh led to our occu-
pancy of Wheelus Airbase.

This special payment at one time was and it was scheduled at a certain
point to drop to ———— according to the original agreement.

Mr. PassMAN, In —

Mr. MurrHY. Yes, sir.

( Discussion off the record.)

Mr. PassmaN, In effeet, you met their demand by putting in the special
assistance program?

Mr. Museny. Yes, sir; additional funds made available from special assistance.

Mr. Passman, If not a4 subterfuge, it was possibly a political shakedown.
Those are my words, not yours.

Thank you very much, sir.

USE OF PUBLIC LAW 480 FUNDS FOR COMMON DEFENSE

Mr. Spriver. Not long ago I read of a diversion of Publie Law 480
funds for military purposes. Are you familiar with the charge that I
am referring to. General?

General Wagrex. Yes, sir.
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Mr. Suriver. Will you discuss that, please?

General WarreN. During recent hearings before the Subcommittee
on Economy in Government, of the Joint Economic Committee, it
was alleged that the Defense Department and the State Department
had been using these Food for Peace funds to purchase armaments.
The first point I would like to make is those local currency funds can-
not be used to purchase any arms in the United States, because FMS
are statutorily required to be made for dollars and not local currency;
commercial transactions are also for dollars,

It was further alleged that we had used major amounts of these
funds for military purposes. This is not at all correct. Of the grand
total of $7.4 billion generated in local currencies under Public Law
480, there was only $693 million, over a period of 6 years, which went
for common defense purposes including internal security. Our agree-
ments with each of these countries provides that these funds may be
used either for economic assistance or, with the agreement of the coun-
try concerned, for common defense purposes, such as building bar-
racks. We give them wheat and they build barracks, roads, et cetera.
The allegation was grossly distorted, becanse only 9 percent of the
total was used for common defense purposes, and of that, the Defense
Department allocated, and administered only $2.8 million.

Mr. Suriver. ' Who made the allegation ?

General Warrex. The allegation that appeared in the newspapers
was apparently made by the Subcommittee on Economy in Govern-
ment. It was a joint committee that Senator Proxmire chaired in
January of this year; I was one of the witnesses before the committee.
I believe it was these hearings that kicked off the erroneous publicity
on the matter.

Mr. Suriver. Did that joint committee that made false accusations
ever correct itself?

General WarreN. Apparently they didn’t have the facts. We gave
them the facts, but unfortunately the newspapers only picked up the
allegation and not the facts: that we only had $2.8 million adminis-
tered by the Defense Department for common defense purposes over
the last 6 years.

Mr. Caapyman. The Public Law 480 is managed by the Department
of Agriculture. It offers commodities to countries that are deficient.
An agreement is reached with a given country on its requirements for
certain commodities, and then we negotiate with that country on the
uses of the local currencies generated by the sales of these commodities.

One of the purposes for which these local currencies can be used is
for the recipient government’s defense budget. For instance, the major
example, of course, is Vietnam, now, which is both deficient in food,
and because of its defense effort, needs supplementary funds to sup-
port its budget. Those currencies cannot be used to import arms, and
1t is one of the several purposes for which Public Law 480 is used.

I might add I believe this is a provision of the law, the Monahan
provision, which requires that before a country receives Public Law
480 commodities that an agreement should be reached with that coun-
try to provide some of the currencies for defense purposes.

Mr. Haraaway. Is this the accusation, that several hundred million
dollars over the last 6 years has been spent for defense purposes, and
the information was that this was illegal, but it is perfectly ]legal?
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Mr. Caarman. Section 104(c) of Public Law 480. There is, further-
more, a provision in the Foreign Assistance Act put forward by Rep-
resentative Monahan, “to proeure equipment, materials, facilities, and
services for the common defense, including internal security.”

General Warren. But the accusation that this went for arms—that
1s the headline in the paper—is incorrect, Mr. Chairman, because local
currency cannot be used to buy military equipment from the United
States. The law prescribes that sales must be for U.S. dollars. I have
examples of where these Defense-administered moneys have gone. If
you would like to have them, I can give them to you.

In Korea, $600,000 for civic action projects. Most of this was for
road construction, barracks, and what not ;

Pakistan—military base and airfield construction ;

In Spain it was for airfield and naval facilities construction; and
in Turkey it was in support of U.S. intermediate range ballistic missile
sites, in the past, some time ago; no arms, though.

AID programed the rest of it into military budgets of foreign
nations.

Mzr. Suriver. Was that a joint committee?

Mr. Crapman. Senator Proxmire’s subcommittee.

Mr. Suriver. On what?

Mr. Kyaur. Economy in Government Subcommittee of the Joint
Economic Committee.

Mr. Sariver. Then these allegations were false, were they not ?

Mr. Knaur. Yes, sir.,

TERMS AND GUARANTEES UNDER FMS

Mr. Gaurrianakis. Have youn accounts receivable that have soured ?

General Warrex. We have had no default in payments since this
new foreign military assistance credit program was set up.

Mr. Gaurrranaxis. What is usually the length of time for which
credit is extended '

General Wargren. By law the maximum is 10 years. Usually we
would like to negotiate them at 5 to 7. We would also like to negotiate
some private bank capital which we can guarantee. This increases the
amount of money available. Most banks won’t go past 5 years.

Mr. GaurrranAgss. Give me an example of what you mean by gen-
erating private funds?

General WarreN. Let’s say we have a $50 million package for coun-
try “X* and that country would like $65 million. If we get a bank to
put up the other $15 million, we then guarantee the bank loan by
setting aside one-fourth of $15 million as the gnarantee,

Mr. Gavtrranaxis, Any bank that is willing to do it ?

General Warren. Yes, sir.

It has to be a U.S. bank or the wholly owned affiliate of a U.S. bank
in a foreign country.




Mr. Crarman. We won’t guarantee a foreign bank loan unless it
1s wholly owned by an American bank.

Mr. GorpstEIN. ‘We can use a domestic branch of a foreign bank.

General WarreN. As an example, on a $100 million loan that a bank
was willing to make, we would guarantee that loan reserving one-
fourth of it, or $25 million, from this new appropriation. That $25
million would stay right in the Treasury, of course. It would not go to
the bank unless the country actually defaulted. We would then have
that $25 million and other guarantee moneys in the guarantee reserve
to pay off the balance of the hundred million dollar loan.

Mr, Haraaway. We will recess and come back after the quorumn
call.

Mr, Hatmaway. The committee will come to order.

Mr. Galifianakis had been questioning.

Mr. Garmrranaxis. General Warren, you were explaining the addi-
tional financial resources of having private banks put up the addi-
tional capital. You would need legislation to be able to do that.

General WarreN. Yes, sir. We do have existing authority to issue
guarantees but we need the new obligational authority dollars to
comply with the statutory requirement for a guaranty reserve.
Dr. Long asked the other day, and I don’t think I satisfied his
question, why we don’t just obtain private financing for all of our
program, and use the appropriated moneys strictly to gnarantee the
private loans. That was part of the discussion. I have in detail why the
banks won’t do it, and why we need to extend on a direct basis prob-
ably two-thirds to three-fourths of our total new obligation authority.
I am speaking only of loans to lesser developed countries because the
developed countries use the Export-Import Bank.

As you probably know, the Foreign Military Sales Act prohibits the
Export-Import Bank from extending loans to economically less de-
veloped countries for the purpose of acquiring defense articles or
services.

COUNTRY ELIGIBILITY FOR LOANS

Mr. Gavirianaxis. That procedure doesn’t encroach npon the busi-
ness of the Export-Import Bank.

General WarreN. Not at all. There are two separate groups of coun-
tries entirely. I have the list of the countries eligible to buy arms in
the United States, and have credit from the Export-Import Bank,
and a separate list of the so-called lesser developed countries which
are eligible for the foreign military sales credit moneys.

Mr. Garrrianaxis. Could we have that list in the record at this
point.?

General WagreN. Yes, sir.

60-208—T71—pt. 1




(The information follows:)

DESIGNATION OF FCoNOMICALLY DEVELOPED AND LESS DEVELOPED COUNTRIES

The term “less developed country” is not defined in the act. In determining
whether a country is economically less developed, we start with the list promul-
gated by the President of economically less developed countries for the purposes
of Interest Equalization Tax. Any country designated as less developed for the
purpose of that Tax would be ineligible under section 32 of the act for credit
financing by the Export-Import Bank. This criterion is fthe same
eriterion adopted by the Congress in section 2(b) (4) of the Export-Import Bank
Act, as amended by the Congress in P.L. 90-267. That is not to say, however,
that those countries designated as economically less developed for the purposes
of that Tax are ineligible under section 32 of the act for Export-lmport Bank
credits, In addition, certain countries designated as economically developed for
the purposes of that Tax may be considered as less developed by the Bank under
section 2(b) (5) of the Export-Import Bank Act. Such countries would not be
extended credits by the Bank by virtue of section 32 of the act so long as they
are so considered by the Bank., For this reason, the $510 million of NOA
requested in section 31 of the act for FY 1972 covers not only the countries desig-
nated as less developed for the purposes of the Interest Equalization Tax but also
those countries not regarded as less developed under Interest Equalization Tax
Act but which the Bank regards as less developed,

The current designation of economieally less developed countries for the pur-
poses of the Interest Equalization Tax is contained in Exeentive Order 11285 of
June 10, 19066, Pursuant to that order, the following areas are designated as
economically less developed countries :

(a) All foreign countries (including Trust Territories) in existence on or
after the effective date of this order, other than Australia, Austria, Belgium,
Canada, Denmark, Federal Republic of Germany, France, Iran, Iraq. Ireland,
Italy, Japan, Kuwait, Kuwait-Sandi Arabia Neutral Zone, Libya, Liechten-
stein, Luxembourg, Monaco, Netherlands, New Zealand, Norway, Portugal,
San Marino, Saudi Arabia, Spain, Sweden, Switzerland, Union of South
Afriea, United Kingdom, and any foreign country within the Sino-Soviet
bloe.

(b) Each territory, department, province, and possession (other than Abu
Dhabi, the Bahamas, Bahrain, Bermuda, Hong Kong, and Qatar), of any
foreign country in existence on or after the effective date of this order, other
than a foreign country within the Sino-Soviet bloe, if the territory, depart-
ment, province, or possession is overseas from the foreign country of which
it is a territory, department, province, or possession ; and

(e) The Commonwealth of Puerto Rico, and all possessions of the United
States.
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PRIVATE CREDIT ENCOURAGED

Mr. Craapmax. Could I make an additional point ?

In the last 2 years the sentiment among the banks has been shifting,
so that we are hopeful that this vear, and more so next year, there will
be more private credit available for this program. The policy is to
encourage private credit, and reduce the requirements for divect Gov-
ernment funds, but up until now, the banks have been hesitant about
going to this program, which is relatively new, but more and more are
coming in to ask questions how the program works, and there is con-
siderable evidence of interest.

Mr. Haraaway. If you will yield, on the private credit, do we
subsidize the difference in interest rate?

Mr. Caarman. We have considerable flexibility under the law. Our
financial standards and criteria do authorize a rate of interest to be
charged on the government portion of a combination of public and
private financing which is less than the cost of money to us so as to
malke for an average rate of interest applicable to the whole trans-
action not less than the cost of money to the Treasury. With two
exceptions, we have only provided funds at cost of money to the U.S.
Government. One exception was because one credit to China was part
of an agreement that we had reached 2 years prior to the law, so that
the interest rates were lower than the cost of money to the 1.S. Gov-
ernment. The other exception was for ——— in the spring of 1969,
This was the first concrete deal of this new administration with
Up until then, ———— had received loans at 3 percent, and it was felt
that to provide a loan at 614 percent, which was the going rate at
that time, would have been read in ——— as an unfriendly gesture
on the part of the administration, but these are the only two exceptions.

Mr. }I_\-m,\w.\\'. We will have to recess and come right back.

(Recess.)

Mr. Passaran. The committee will come to order.

I yield to Dr. Long to consume as much time as he needs, to ask
all the questions that he feels are pertinent to this bill, and T shall
-also ask the distinguished gentleman to preside until I return.

My friends, Dr. Long.




SUMMARY PRESENTATION DOCUMENT

Mr. Loxa. General Warren, you referred to a spigot table which
you are going to put together for us. Will that table tell us how much
Public Law 480 money is being spent for various purposes ?

General Warrex. Yes, sir; it will,

Mr. Loxe. What else will you include in the table?

General Warren. It should include the various foreign assistance
programs the United States has of a security nature. It will include
the grant aid program, our foreign military sales for 1972, and sup-
porting assistance.

Mr. Loxe, All kinds of military assistance, direct or indirect, by
whatever spigot.

General Warrey, Yes, sir.

COUNTRY CAPABILITIES TO USE MILITARY EQUIPMENT

Mr. Loxe. On page 2 you express your opposition to a continued
$100 million ceiling on excess material as contained in last year's
foreign military sales law. You state, “We will have a large amount of
excess hardware because of troop withdrawals, budget reductions and
modernization”,

I would think there would be a limit to what little developed na-
tions could absorb of our excess hardware. Have you checked into
their potential for absorbing our excess stock ?

General WarreN. Yes, sir, and in our 1972 program, which has to
be illustrative, we have planned on a certain level of excess stocks as
part of our overall program. Our grant aid, including excess stocks,
plus our credit are all planned and considered as a unit.

There is a limit as to the amount of equipment the lesser developed
countries can absorb and we check this very carefully. We also are very
careful about the condition of the equipment that we do provide. Qur
MAAG?s insure that countries have the capability to rehabilitate such
equipment before we approve such transfers.

Mr. Loxa. Are you aware of the possibility of what we might call
military assistance pollution ?

General Warrex. I understand, Mr. Chairman, exactly what you
mean. However, I would like to make the point, which is very im-
portant, that the only equipments that we will release to foreign coun-
tries are those for which a requirement exists. For each country we
list all of the items it needs, such as “X” number of trucks, a certain
number of artillery pieces, and so on. The only items we pick up out
of the worldwide excess stocks are those for which a requirement exists.
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SITUATION IN ETHIOPIA

Mr. Lone. Let me skip to Ethiopia, which T am going to visit next
week. What is the situation in Ethiopia? You say Ethiopia is to re-
ceive most of the grant aid for A frica,

(eneral Warren. Yes, sir.

Mr. Loxe. I have a March 17 article from the New York Times
saying there is concern that improved weapons for Ethiopia could
cause an arms race.

(reneral Warrex. Sir, with regard to Ethiopia, the situation this
year is much more serious than it has been in the last 2 years when I
eame before this group. There are insurgents in the northern province
of Ethiopia.

The FEritrean Liberation Front has been an incipient insurgency
force in Eritrea for a number of years, It has gained support, supplies
and equipment from the more extremist Arab States such as Syria,
Iraq and Republic of South Yemen, including modern Soviet auto-
matic weapons. The Ethiopian Army is equipped largely by the United
-":Tﬂ['l‘.";. Ellld some \\'P:III(}I'IS are in need of mmprovement. —

KAGNEW COMMUNICATIONS FACILITY

Mr. Lone. Where is Kagnew station ? There used to be a place called
Marina or something.

Mr. Caarman, Asmara.

Mr. Loxe. Thisisat Asmara?

Mr. Caapman, Yes, sir: in the Eritean tail in the northeast.

Mr. Kxaur. It is in the upper part of the country.

Mr. Lone. Do we have a communications station in Ethiopia?

General WarreN. Yes, sir; Kagnew.

Mr. Loxa. Is there one over in Eritrea ?

Mr. CaarmaN, Kagnew is the one.

Mr. Loxg. There is just one [7.S. station in that part of the world ?

Mr. Caaesmaxn, That is correct.

Mr. Loxe. Did it formerly have a different name?

Mr. Caarsay. Kaonew,

Mr. Kxaur. Or Asmara.

Mr. Cuapyman. Asmara is the Capital of Eritrea. which is a prov-
ince, sir. Asmara is the capital.

Mr. Loxa. This must have had a different name.

Mr. Kxavr. Mesawa.

Mr. Loxe. No, something like Marina. John Gunther deseribes it as
a big U.S. conmunications station.

General Warre~. It is a big station, sir.

Mr. Loxe. But there are not two U.S. communications stations in
Ethiopia, is that correet?

General Warren. There is just this one.

Mr. Loxe. I want to find out more about the station. Before I 2o
out I hope yvou will let me know.

General Wagrren. This is an important station in our global com-
nmmnications system, ———,

Mr. Loxe. It must be the same station.

General WarreN. It has a complement of, T think, close to 5,000,
peaple including dependents.
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Mr. Long. At Kagnew ?

General WarreN. Yes, sir; including dependents.

Mr. Lo~na. Over the years it has grown tremendously.

General WARREN. -,

Mr. Loxe. Isthis station valuable to us?

General WarreN. It is ———. A 1968 estimate placed the cost at
something like ——— T think, to relocate it. :

Mr. Loxc. What was the other thing that Ethiopia annexed ! How
old is this Kagnew station ?

Mr. Caarman. 1942,

Mr. Lo~e. This is probably the same one that Gunther is referring
to. He describes it pretty well. Either you have given the station a
different name, since I am not aware of it, or Gunther used the wrong
name.

General Warren. May I correct the record. When I said about 5,000
pe%})le, Mr. Chairman, I was high. It has about 3,500 Americans.

Mr. Loxg. How many?

General Warrex. 3,500.

Mr. Lone. But it is quite an operation.

General Warren. Yes, sir.

Mr. Lo~xe. Will it be possible for me to visit Kagnew when I go
to Ethiopia?

General Warre~. I am sure it will; yes, sir.

Mr. Loxa. Iam very anxious to look at it.

LATIN AMERICAN ARMS LIMITATION

Now, returning to your statement, you note that U.S. restrictions
have forced Latin American nations to look elsewhere for modern
arms. 1 have an article from the March 16 Washington Post saying
that Colombia is seeking a Latin nations arms limitation. Do you
feel that this is an encouraging development?

General Warre~n. The Colombian arms control proposal is an en-
couraging development. Although the propesal may fail to lead to
meaningful arms limitation, it is an effort from within Latin America
to consider arms control within the OAS framework. The Colombian
initiative deserves support. The Colombian proposal does not en-
visage any cancellation of any arms acquisition contracts already
consummated. Regional arms control arrangements in Latin America
could help prevent an arms buildup which might contribute to the
outbreak of conflict. They could also serve to limit diversion of re-
sources from economic and social development. Moreover, were the
Latin American countries to agree to observe restraint in the area of
arms buildup and military spending it could set an example that might
be emulated by other developing countries.

AID TO INDONESIA

Mr. Loxa. On page 6 you state that we are expanding our grant aid
program to Indonesia. How is that aid being spent? Has Indonesia
already absorbed the assistance you requested in your fiscal year 1971
supplemental bill last November?
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General WarreN. The expanded program is designed to pro-
vide ———. The $3 million provided by the supplemental appropria-
tion has been obligated. This assistance is being absorbed as it becomes
available from produetion and rehabilitation.

POLICY TOWARD GREECE

My, Loxag. What is our policy toward Greece? T have a Washington
Post column of February 26, 1971, that indicates that the U.S. decision
to resume aiding the Greek junta was based on the concern of the junta
and antijunta groups for national security, as well as progress toward
parliamentary government. Now, Evans and Novak tell us that anti-
junta forces didn’t support our decision and that State Assistant Secre-
tary Sisco said, on lFebruary 14, “. . . we have been disappointed

. . that there hasn’t been more progress towards the establishment of
parliamentary government.” Do we intend to arm the Greek junta no
matter what they do to the Greek people? Don’t we have some Jev-
erage? Why don't you suggest they look to the Soviet Union for arms
if they refuse to adopt parliamentary reforms? They would never
accept Soviet aid.

General WarreN. On September 22 the administration announced
its decision to resume normal military shipments to Greece. The con-
siderations underlining this decision were the enhancement of the
Greek Armed Forces to carry out its responsibilities in the defense of
the NATO area with the resulting contribution to the cohesion and
strength of NATO’s southern flank. Additionally Greece offers
strategic advantages to the NATO alliance and to the United States
which are important to the security of the West. The United States
had hoped for a more rapid return to full representative government
in Greece. This coneern continues. —.

It is worthy to note that only a portion of Assistant Secretary of State Sisco’s
comments have been cited by the Evans and Novak article of February 26, 1971.
Let me quote exactly what Mr. Sisco said ;

Let me just say a word about our policy on Greece. First of all, candidly, we
have been disappointed in the fact that there hasn’t been more progress towards
the establishment of parliamentary government. On the other hand, I think
one must bear in mind that Greece is a loyal NATO ally. The Greek people have
a tremendous affection for Ameriea and the American people. Greece is im-
portant to the United States as part of the southern flank of NATO, and we
have really tried to pursue a two-pronged policy, namely, to support the present
leadership insofar as its responsibilities are coneerned within the NATO frame-
work and we would hope that more progress in the future can be made towards
the-establishment of democratic institutions.

Suggesting to Greece that it look to the Soviets for arms is a rather
empty one at this point in time. The free world members can ill afford
to undermine NATO defensive purposes and might do so by indicat-
ing the continued displeasures with respect to the efforts and practices
of the Greek regime. There are other and better methods that can be
used. Terminating military assistance to a close ally of more than 20
years is not.the way to do it.

OAMBODIA

Mr. Loxe. On page 9 of your statement, you said you hope to avoid
a supplemental request for fiscal year 1972. Last November you re-
quested supplemental funds for fiscal year 1971, including $85 million




for Cambodia. This yvear you are requesting ——— for Cambodia. Will
the - be sufficient for Cambodia? What will the money be used
for?

General Warrey. The ———million requested for Cambodia repre-
sents the current best estimate of the requirements for the Cambodian
armed forces for fiscal year 1972, Due to the uncertainties inherent
in a combat situation, it is not possible to project at this time whether
the funds requested will or will not actnally be sufficient. The funds
are projected to be used for ——.

NEED FOR ADDITIONAL FUNDS

Mr. Lo~xa. On page 9 you also state that you think the fiscal year
1972 request will be sufficient, barring any Presidential determinations
in the months ahead. What situations do you foresee that might re-
quire added military assistance or military eredit sales authority ?

General Wagrren, As I have stated, we believe the request for fiscal
year 1972 funds will be sufficient. I do not foresee any situations, in the
immediate future, that would require additional assistance, however.
one must be prepared to respond to emergencies that may arise. A flarve
up of the Mid-East situation or any insurgency situation that would
threaten the security of any free world countries might be general
examples.

TIMETABLE TO WITHDRAW FROM VIETNAM

Mr. Loxe. Last November 25 when you appeared before us to re-
quest supplemental funds for fiscal year 1971, you told me you were

working on a timetable to phasedown the military assistance program
in Vietnam. What's the status and the detail of that timetable? I will
include the testimony in the record.

(The testimony follows:)

Mr. Long. Most people I have talked to think there is some program for getting
completely out of Vietnam by a certain date and I wonder whether

Secretary LAamp. We have a program to get out of Vietnam. Phase 1 of that
program turns over the combat responsibilities to the forces of South Vietnam.
Phase 2 of that program turns over the air, logistic, artillery support in Vietnam.
Phase 2 is running concurrently with phase 1, but phase 2 will take much longer
because of the training requirements that are involved.

Mr. Loxa. Do we have a timetable for that?

Secretary Lamrp. Phase 3 covers the military assistance program, a phasedown
in that particular program. We have not announced any timetable on the pro-
gram, although for planning purposes within our Department we have established
a certain timetable, The reason that we have not made this a matter of public
record is that we are in negotiations, and the President, as one of the very
important points in his recent peace proposal, has provided for a negotiated,
complete withdrawal—which could be mueh faster than the current Vietnamiza-
tion program.

Vietnamization merely complements our negotiating position. If negotiations
should fail, if we are not successful in a complete negotiated settlement, then
Vietnamization is the answer. But it would be a grave error both on the part of
our negotiation position, and with regard to our military posture, for us to go
forward with public announcements on complete timetables on phase 1, phase 2,
or phase 3 of Vietnamization, as far as the military aspects are concerned.

Mr. Loxe., Right, but you do have timetables in your thinking.

Secretary Lamgp. We have it on charts. We have program flow charts, dates,
all turnovers, all planning in this area,

Mr, Loxa. Thank you, Mr. Secretary.




General WarreN. Secretary Laird in his recent fiscal year 1972-76
Defense Program and the 1972 Defense Budget message before the
House Armed Services Committee on March 9, 1971, outlined our plan
of Vietnamization. The plan is divided into three distinet phases.

The first phase consists of turning over to South Vietnam the ground
combat responsibility against VC/NVA forces. As I have said man
times before, we expect to complete phase I by this summer, although
American ground combat forces will remain in a security role to pro-
tect 17.S. forces as phase I1 progresses.

The second phase consists of developing within South Vietnam the
air, naval, artillery, logistics and other support capabilities necessary
to maintain effective independent security. Phase IT has been in process
concurrently with phase I, but it will take longer to complete because
of the complex training involved.

The third phase will consist of reducing the American presence to a
military advisory mission, together with whatever small security forces
are needed to protect this mission. Further reductions of our assistance
and advisory presence will then continue, under the Nixon Doctrine,
as South Vietnam continues to grow in national strength and self-
reliance, until no more U.S. military presence is required.

SBITUATION IN PAKISTAN

Mr. Lox6. On the night of Thursday, March 25, U.S. M-24 “Chaffee”
tanks were used against the people of East Pakistan. These tanks were
apparently left over from the now defunct military assistance program.

General Warrex. A modest quantity of World War IT vintage M-24
light tanks was transferred to Pakistan under terms of USMA P. Their
delivery was accomplished in the earliest phases of the program that
began in 1954 and was terminated as a result of the war with India in
1965. We have no authoritative corroboration of reports of their use in
the current civil war in East Pakistan.

We have regarded the political relationship between the leaders of
East and West Pakistan as an internal matter ; it would not have been
appropriate for Ambassador Farland to intervene during the period
when he was in contact with leaders of both wings of Pakistan. On the
question of the use of American military equipment, we have seen the
reports in the press and other media that U.S. supplied weapons have
been used. Although, as provided for in the foreign assistance legisla-
tion, the agreements we have with the Government of Pakistan for the
supply of military equipment provide that the equipment may be used
“to maintain its internal security” and in “preserving its national
independence and integrity,” we have expressed concern to the Pakistan
Government about the possible use of American weapons in this
conflict,

Mr. Loxc. President Nixon recently, for the first time since the
Indo-Pakistan War, decided to sell some equipment and spare parts
to the Yahya Khan Government. When this r]locision was made, did
the administration have any idea that this civil conflict was about to
break out?

General Warrex. The decision to offer a limited one-time exception
to the prohibition on the sale of lethal material of United States origin
to Pakistan was announced on Qctober 1, 1970. Serious consideration
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of the offer, which stipulates that any sales resulting would require
cash payment, began some months earlier. The offer would permit
Pakistan to acquire only four types of items: Armored personnel car-
riers, interceptor aircraft, some obsolete light bombers, and a few
patrol aircraft. Quantities were specifically stated and limited to re-
placement of similar items lost through normal wear-out and accident.
At the time the offer was made, President A. M. Yahya Khan had
announced his intention of holding fully democratic elections and
returning Pakistan to civilian administration. Subsequently on De-
cember 7, 1970, balloting was held based on universal adult suffrage,
the first such election in the country’s history. It was only subsequently
that political differences between the two regionally based factions
emerging from the polling in positions of strength began to set the
stage for the current civil disturbances in East Pakistan.

Mr. Lo~a. U.S. C-130 troop transport planes carried Government
troop reinforcements into Dacea to carry on the fight against the East
Pakistanis.

General Warrex. The only transport assets of the Pakistan Air
Force consist of a small number of C-130B aircraft delivered prior
to the termination of MAP and a few additional planes of a similiar
model purchased as surplus from Iran several years ago. These air-
craft have been in recent use between the two wings of Pakistan, but
firm information is lacking as to cargoes carried.

Mr. Loxe. I must go to the Military Construction Subcommittee.
Mr. Hathaway, will you take over.

Mr. Harnaway. Mr. Galifianakis, do you want to resume where
you had left off?

LEGISLATIVE LIMITATIONS ON TU.5. ARMS SALES

Mr. Gavrrranaxis. I think I had requested General Warren to in-
sert a list of the countries eligible, on the financing. I suppose that all
means that we are going to continue our policy to try to compete with
Russia, Great Britain, and France in the sale of this military equip-
ment to whoever wants to buy it and qualifies.

General WarreN. Sir, I would welcome the chance to comment on
this, because it is of extreme concern to the Secretary of the Treasury,
among others. We aren’t trying to get into a sales race with anyone,
but we are extremely concerned over the constraints which have been
placed on our programs by congressional action, which makes it im-
pessible for U.S. manufacturers to sell legitimate arms that our allies
want, particularly in Latin America—and in Africa to a degree. As
a result, since we can’t sell them anything, those countries are turning
to Europe. As I mentioned, in the last year and a half, we were con-
strained by a $75 million ceiling on grant and sales of materiel in
Latin America, and we are at that ceiling today. I just had to tell the
three services to put a stop on any further aceeptance of letters of
offer. Yet some of these letters are already ont and technically, if the
country signs it, it is a contract.

I have had to tell the services that if this happens, they are going
to have to tell those country representatives that we are at our ceiling
and to bear with us and we will try to sell it to them next year. I am
talking of a $75 million ceiling already reached with 3 months yet to




go in this fiscal year. Yet during the last year and a half, because of
this situation, France and the United Kingdom have moved into the
market to the tune of about ——— in arms sales to Latin America.
~ Mr. Gaurrranaxis. But the economics is not your primary interest,
15 1t?

General Warren. No, sir. Our interest is in defense. We are not
going to push arms sales or high pressure any country into buying any-
thing that it doesn’t want, The sales initiative must come from the
country concerned. Some years ago there was pressure placed on these
sales because of the gold flow. In the Defense Department today, al-
though gold flow is of concern, our primary concern is to furnish
defensive weapons to our allies, particularly the forward defense
conntries, properly inthe intervests of our mutual security.

RESULT OF UNITED STATES LIMITING ARMS SALES TO LATIN AMERICA

M. Caapsrax. May I expand on this at this point? Specifically in
Latin America, this is one 0; the more difficult foreign policy problems
we have. Some members of this very committee, Dr. Long among
others, have felt very deeply and strongly about our selling or giving
what are called sophisticated arms, essentially expensive weapons
systems, to countries which do not have the means to develop their
own economies. This has been very much the concern of the Executive
Branch overthe years. There is nothing new in this.

In Latin America you have large countries which have had air
forces, armies, and navies historically, which after a good many years
of low defense budgets find that most of their equipment is obsolete.
There are only something like 350 jet trainers and fighters in all
Latin America, and only one squadron of these is supersonic so far.
Most of the aireraft are about 20 years old, so they have a requirement
to modernize their forces. It is either new planes or doing away with
their old air force.

We have been confronted by a very difficult policy issue. How do we
moderate this modernization program, which is required to maintain
their forces in being at a reasonable level 7 Our constraints, both the
legislative constraints and the policy constraints, have been such that
over the last 2 years, as General Warren has indicated, the Latin
American countries have gone to Europe, where they do not have
the same view of sales of military equipment. The result is that
there has been a shift in the market. In the last year, however, we
have told certain Latin American countries that we are prepared to
sell planes, such as F-5's, which are relatively inexpensive and rela-
tively inexpensive to run, but we will not sell the ¥4, for instance,
which is very expensive. and very expensive to maintain.

Mr. Gavrriaxakis. What do you see that they are defending
against?

“Mr. Crapaan. Bach country has its own perception of its security.

Mr. Garrrraxaxis. Is there a common denominator in Latin Amer-
ica that you detect? They always have an urgency about defense. T
guess every sovereignty feels that way., That is the make-up of a
sovereignty, the ability to repel and the ability to exert power, but I
was wondering if there was a common denominator or a common enemy

in Latin America.




Mr. Caapyman. No.

Mr. Garrrraxaxis. What prompts this kind of necessity ?

Mr. Crapyan. The rationale for our military assistance and sales
in the last few years is to help Latin American countries have the
capability to maintain internal security. Many of the countries have
had serious problems with insurgent situations, guerrillas, many of
them supported from Cuba.

Right now there is no sitnation which probably would result in &
war between these countries, although there was a very brief conflict
2 years ago between El Salvador and Honduras, These things can
blossom out very rapidly.

Mr. GavreiNiaxis. Presumably the congressional constraints were
designed to minimize whatever they have to defend against, and I
assume it is the internal conflict that T gather is the common denomina-
tor. If you had to pick one, I suppose that insurgency would be the
principal problem, wounldn’t it ? ,

Mr. Crapyax. This is the principal problem as seen from here. Seen
from there, they have armed forces in being. They have histories, and
they have a history of conflict with insurgents in these countries.

Mr. Garrrranaxis. You come back to the proposition that these
countries are determined, in the final analysis, to have some kind of
defense, and the real issue is from what source that defense equipment
shall come,

General Waggex. If T may comment on that, I agree with the U.S.
policy to discourage arms races. But in this recent development in
Latin America, while the United States is discouraging an arms race,
the United Kingdom and France are out for dollars. We aren't spon-
soring an arms race, but relatively large expenditures are being made
for more advanced and costly military equipment than that originally
sought from us, thanks to these third country sales. It is an unfortunate
sitnation that is going to get worse. The United Kingdom has sold
———— worth of military equipment in the last year and a half.

Once one of these countries gets committed to another country for,
let’s say, aireraft, which are very expensive to operate, they are com-
mitted for the future. They have to stay with that country so long as
the equipment is in their inventory. It is pretty difficult to switch and
equip from the United States. We have already lost a great deal of
the Latin American market.

ROLE OF FOREIGN GOVERNMENTS IN THIRD COUNTRY SALES

Mr. Gaurrraxakis. General, most of these companies which manu-
facture the equipment, they are not nationalized in France and Ene-
land, are they ?

General WarreN. Sir, the way they operate is this. They are not
necessarily nationalized but their government seems to have an im-
portant role in their policies. ———— As a result, worldwide, the United
Kingdom and France now are selling as much as the United States is
and if you add in Germany, Italy, and Canada, their foreign sales
are much greater than ours,
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Mr. GaLrrianaxis. Are the companies wholly owned French com-
panies? Do you look into the make-up of the corporate structure of the
industry that manufactures the equipment ¢

General Waree~. I have out of curiosity. No, sir, some of them were
subsidized to a degree. In the case of France, to the best of my knowl-
edge, their main aviation company, which sells Mirages and several
other aircraft, is not government-owned, is that correct, Chris?

Mr. Caapyman. Yes, I think it is private.

General Warrex. It is backed by the government, —— with very
few exceptions.

U.8. ROLE IN THIRD COUNTRY SALES

Mr. Garrrianakis. I was curious to know if these companies, via
their governments, get assistance from the United States in some form
or fashion, and then turn around and compete with us in this?

General Warren. In some cases the companies do have to get as-
sistance from the United States. For example, both the United King-
dom and France are behind the United States in the technology of
electronics, and so their companies look to the United States to supply
some of their avionics. We are involved to a degree because they use
some U.S. parts, but that is a small part of the business.

U.8. GOVERNMENT RELATIONS WITH PRIVATE MANUFACTURERS

Mr. Ganirianaxis. Is a contract ever initiated directly, speaking of
the United States now ? Does the representative of a particular equip-
ment manufacturer make his own contacts? Does he solicit trade all
over the world, and then seeks the approval of our Government?

General Warrex. We encourage industry to provide its own field
representatives. Our military assistance groups, which are in some
48 countries, have been instructed to assist U.S. manufacturers’ repre-
sentatives in those countries. The only thing that we have :lskml! of
industry, and they are pretty cooperative, is that they not go to Latin
America or some other place swlllin;_l: an item of equipment that the
State and Defense Departments will not approve their selling, If they
let us know where they are going and what they are going to talk
about, maybe we can help them.

As an example, if somebody were trying to sell Phantom F-4's to
Latin America, this Government would presently not consider approv-
ing it, because that is a long range strike weapon, and Latin America
has no requirement for it.

On the other hand, as for the F-5s or less expensive airplanes, sev-
eral of us feel that they should have them. Tt is probably too late,
however, because with the lag we have had in approving them, I think
most countries in Latin America have gone ahead and committed

-~

themselves to Europe.

EFFECT OF SALT TALKS ON MILITARY ASSISTANCE

Mr. Gavrrianakis. One more question, Mr. Chairman, and I am
finished.




In the discussions at the SALT Conference, are there matters now
being discussed that dirvectly encroach upon your activity ?

General Warren. I don’t know of any, sir. We don’t get into the
nuelear items in military assistance.

Mr. Gawrrravakis. Thank you very much. Thank you, Mr.
Chairman.

UNITED STATES AND THIRD-COUNTRY ASSISTANCE TO SAME RECIPIENT

Mr. Haraaway. Are we giving any military assistance to any
countries that are buying weapons from other countries?

General Warren. Yes, sir; quite a number of them.

Mr. Haranaway. Why do we do that?

General WarreN. A good example is Tran. Tran bought and bartered
something like ——— worth of military gear from Russia, and we
are providing her a small MAP training program. To answer the
question, yes, we and the Soviets are providing assistance simul-
taneously to a number of countries, but, for the most part, we don’t
regard it as anything serious. Ethiopia, which we were discussing a
while ago, bought, I think, two helicopters from Russia.

This is all right we think; it is the large orders, that concern us.
Some of the countries, like India and Pakistan, that we dropped
from our rolls a while ago, have been securing arms from the Soviets
and we still have a small sales program with those countries.

Mr. Harnaway. But no MAP.

General Warrex. The only grant aid is some training in the [Tnited
States fora small number of their officers. 1t is worthwhile hecause it
helps acquaint them with the United States and we achieve a closer
liaison with a few of their people. Since we pulled our MAAG out,
and since that war of 1965, our military relations with Pakistan have
been worsening. Over the past 8-10 months, there has been a per-
ceptible improvement in United States-Indian military relations as
indicated by the warm reception accorded General Westmoreland dur-
ing his recent, visit ———.

Mr. Harrmaway. Is what you say true of all countries? We are just
giving them training aid. to the ones that are buying from other
countries ?

General Warrex. No, sir. T would have to check my list.

Mr. Harmaway. It would seem inequitable if we were giving them
airplanes and they are buying airplanes from somebody else.

(L:enura] Warrex. I was just handed this list of non-Communist
recipients of Soviet arms. We don’t have programs with all of them,
but Ethiopia, I mentioned; Libya is now buying Soviet arms, but
we eliminated the U.S. program—although we still have a small ad-
ministrative group in that country—Moroceo, Nigeria—these are
countries who have received Soviet arms that we do have MAP pro-
grams with—Iran, as T mentioned. Pakistan is strictly a sales country
except for a small grant training program. In BEast Asia, Cambodia
was, in the past, but not now. That is all.

Mr. Cuaapman. I do not think that there is any country to which
we are providing substantial amounts of grant aid that are buying
major investment items elsewhere.
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General Wagrren. That is correct.

Mr. Crapyaxn. Not Korea, not Turkey, The only one that is begin-
ning to buy elsewhere, and only beginning, is Greece, and we are
phasing down the grant assistancé to Greece rather rapidly.

Mr: Suriver. But aren’t we supplying India and Pakistan a lot
of economic aid to permit them to do business elsewhere ?

Mr. Craapmax. As you knowi, Mr. Shriver, this is an old subject.
The economic aid is provided on the theory that. there is'a require-
ment in these countries to develop their societies over the long run,
and if we were to provide no economic aid, they would allocate the
same resources to t}xeir defense, and the simple result of this would
be to——

Mr. Suriver. It releases their resources for their defense and pur-
chase of arms from Russia.

Mr. Caaeyman. It would simply mean, if there were no economie
aid, that their economic and social development would be that much
retarded. It would not affect the allocation of resources, which they
use for their defense.

Mr. Haraaway. You know this for a fact? We have never tried
to do it otherwise. It seems the least we should do is if they are going
to use this economic aid and release other funds, we should require
that they use the other funds to buy from us and not from Russia.

Mr. Caapmaxn. India and Pakistan—since 1965 we have refused to
give or sell any lethal end items. It was only last year the President
made the one-time exception, and has allowed the sale of a limited
number of specified lethal end-items to Pakistan. None of these items
have been delivered.

General WargeN. It is important to note for the record that that
equipment totals almost and there are only four items.

r. CaapMAN, It is not yet negotiated. They are looking at the
amounts involved and having second thoughts,

General WarreN. I believe there was a question on the arms for
Greece from other countries. Canada is the only country currentl y
furnishing grant assistance to Greece, This aid is in the form of T—3:
aircraft spares.

Mr. McEweN. On that point, I was wondering, General Warren,
if it wouldn’t be helpful to have possibly a bar graph similar to the
one on page 76 showing our military assistance appropriations, what
the other free world countries have heen doing, whether it is increas-
ing or decreasing. I realize that that is sometimes tied into economic
aid too, that they are doing more there rather than with the military.

General Warrex. I have all the figures, sir. Actually I don’t think
they would make a good bar chart because the figures are small and
inconsistent. In the case of the Soviet Union, I believe that her total
worldwide military assistance over the last 20 years—not grant aid
but military assistance since all of hers are sales—is about half of ours.

Mr. McEwe~. It is about half of ours?

General WaRgeN. Rough]g, yes sirﬁ, since our military assistance

a

program started in 1950. I have the

gures here, if anyone is inter-
ested in any particular country.




Mr. Harnaway. Could we have for the record the justifications for
both military and economic aid to those countries which are purchas-
ing arms from Russia or China or other nonallied countries.

General Warrex. Yes, sir. I would ask my colleague from the State
Department to provide it for the record, because the decision on which
countries are to receive it, is made by the Secretary of State after
coordination with the Secretary of Defense.

(The information follows:)

The U.8. Government is presently providing military grant materiel assistance
to only 13 countries. We have no indications or evidence that any of these
countries are purchasing arms from the Soviet Union, China, or other non-
allied countries. We do provide small grant assistance training programs to
some countries which make military purchases from the Soviet Union or China.
We believe these programs are valuable in maintaining contaets with important
leaders in these nations, and in providing professional training to the military.
We also provide military credit to some countries and believe these also provide
a needed balance to the U.S.8.R. and China,

We provide economic assistance in order to enable the recipient country to
achieve economic and social growth and to attain a level of stability necessary
for maintenance of a viable state. Much of our economic-assistance is based on
humanitarian needs of the peoples involved. Further, we believe that it is
important to maintain contacts and an American influence, especially where
there are evident contacts with the Soviet Union and China.

jased on past experience and studies which have been made, we are also
doubtful that the withholding of American assistance would have any bene-
ficial effect on the policy of these countries regarding military purchases. The
effect, most probably, would be to reduce the role of economic growth with the
same amount of funds devoted to military procurement,

EFFECT ON REMOVAL OF LIMITS OF SALES TO LATIN AMERICA

Mr. Haruaway. Do you think if we took the lid off of the arms
sales to Latin America, that we could outbid or underbid Britain and
France, so that we would get a large share of that market, and thereby
control just exactly what is going in there, or do you think there is
any possibility of that? I understand in the arms sales program we
don’t sell them just anything they want, though I don’t think that is
the policy with Great Britain and France. TTle_v will sell them any-
thing I suppose if they ask for it.

General Warren. 1 think they will for the most part. If we took
the ceiling off—since I have not consulted with the State Department,
this is the Defense position; I talked to Secretary Laird on it a couple
of times—we would still have complete control over what goes in
there, because nobody can sell a major arm to anybody without State
Department approval of an export license. I favor no statutory ceiling
at all, and letting the Administration regulate it from year to year
as the situation requires. ' . ;

However, what concerns me regarding your question, sir, is that
I think it may be too late now. ' '

Mr. Haraaway. They are too far down the road with these other
countries ?

General Warren. If we remove the ceiling, we could sell to the
Latin American countries around $125 million worth of equipment
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which we think they properly need and should have this fiscal year.
Right now we are at our $75 million ceiling. We have outstanding
letters of offer, which we have already approved for $92 million worth
of materiel.

Mr. Harnaway. If we lift the ceiling, can we justifiably presume
that this will cut back on the amount that Great Britain and France
will have to sell, because these countries are operating within a fairly
fixed budget ?

General Warren. I think most countries in Latin America would
prefer to deal with the United States. They always have. Our T.S.
military groups there—and most people don’t understand this since
they regard them like our military assistance advisory groups else-
where in the world—many of them were in Latin America at the
country’s invitation before we even had a MAP program. The point
is that Latin America traditionally has been oriented toward the
United States, and it would be very beneficial if we could start selling
to them again. We can control what we sell without a ceiling in the
legislation, and it certainly would help our relations there. T was talk-
ing today to one of our senior gmmru%s, who is the head of the Inter-
American Defense Board. He just made a tour with some senior
military people and came back absolutely shocked at what he had
learned. People there are still trying to deal with the United States,
but they are bitterly disappointed because for 2 years now they have
been trying to buy from the United States but without success. So
they just turn to Europe.

Mr. Hatraway. But would this result in keeping the total arms
purchases down there at about the same level? In other words, if we
allow another $125 million, that isn’t going to add $125 million to the
total ?

General Wargre~. That is right, but we would cut into the future
sales of England and France if we didn’t have any ceilings on our
dealings.

Mr. Crapmax. I think the point should be made that it might not
be so simple; first, because many of the countries have already com-
mitted themselves to modernization programs, and I think we are
sort of viewing a big hump now, which will come down.

Second, because for certain major pieces of equipment, for instance,
destroyer escorts and destroyers, which represents a large proportion
of what they are buying in England, England is in a position to sell
that kind of equipment more cheaply than can be manufactured here
in the United States.

Mr. Hataaway. So we won’t cut into that?

Mr. Cuapman. That is right.

Mr. Harnaway. What fields would we cut into—aircraft?

Mr. Cuapman. Aireraft; but I think General Warren is right.

Mr. Harnaway. They are too far down the road on that?

Mr. Crarman. The contracts have been let. Many of the countries
wanting to buy new aircraft have already committed themselves.

60-208 0—T71—pt. 1—15
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WORLDWIDE COMMUNIST THREAT

Mr. Haraaway. Do you think the nature of the Communist threat
throughout the world, since they are tending more toward nationalism,
is much less than it was, say, at the end of World War I1?

Mr. Caapyan. Different men will give you different answers, but
my own judgment is that the hard stance we took in the 10 or 15 years
following World War IT convinced them they could not expand their
influence, and that they have calmed down somewhat. They are
divided, the Soviet Union and China, but you have individual Com-
munist Parties, such as in Chile, where they claim they are going
their own ways. So there is national independence within the Com-
munist movement.

The quantity of the threat as seen now is different from what it was
10 years ago when we perceived the threat as being a single threat
commanded from Moscow. This, of course, has made a major difference.

Nevertheless, I think we all feel that they are still playing with a
very hard ball, and if they thought it was necessary, they would use
the necessary force to improve their position. The best example, of
course, is Czechoslovakia in 1968. If we were to lower our guard, it
would be simply inviting a new aggressive foreign policy.

Mr. Haraaway. That would be controlled from where, though ?

Mr. Caapman. The Soviet Union, of course, is the principal power,
The Soviet Union has continued to devote enormous funds for their
military. Their navy, now, has shown up in every ocean in the world,
as a first-class, new navy. Their strategic force is equal to ours, and
there is no cause to feel that there is no problem left now.

Mr. McEwex. What is Russia’s percentage of gross national
product ?

Mr. Cuapmax. I am sorry, I don’t have the figure at hand, but I
believe it is around 9 or 10 percent.

Mr. Harmaway. And ours is about 71

Mr. Caapman. Ours has been going down.

Mr. Hatraway. That may have been the goal he wanted to achieve.

Mr. Passyman. I wonder if it wouldn’t be helpful to the committee
to place in the record at this point the amount of GNP, of each of the
military recipient nations and the European nations, being spent on
defense ?

Mr. Caapmaxn. In the country presentation I believe you do have
it already.

Mr. Passman. I know that, but we could not possibly insert the
entire book in the record. We want you to put it in the record.

(The information follows:)




DEFENSE EXPENDITURES AS A PERCENT OF GNP FOR THE EUROPEAN AND MILITARY ASSISTANCE PROGRAM
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Note: GNP and defense expenditures are the latest figures available for all countries; figures for all countries are for
1969 or later except Mali, Malaysia, Nigeria, and Jordan.

. McEweN. I looked at that and T raised a question some days
ago A great many of those are lmtecl as not available. For instance,
Portugal is marked “not available.” It would seem to me about half of
them have no figures.

Mr. Hataaway. What concerns me is that the Comintern, even
under Stalin, changed its direction from trying to promote world
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revolution to enhancing the national structure of Soviet Russia. Isn’t
that true?

Mr. Caapman. It became a national view of Russian policy.

Mr. Haraaway. Could not the increase in the Soviet Navy and so
forth be simply to enhance that one objective, and not have anything
to do with taking over the world, except to the extent that they want to
influence various countries to deal with them economically, to enhance
their own national picture?

Mr. Cuapyman. The motives are mixed, but verbally they remain
revolutionary, and there is no evidence that they will not promote their
own national interest by using Communist ideology wherever they can.

General Warren. One of the things that concerns Defense in that
regard is that if Russia controls the Mediterranean and the Persian
Gulf area, she can cut off all the oil that West Europe and Japan are
getting from that part of the world. It could become a serious situ-
ation. However, this does not seem to be the most imminent or likely
threat. The threat might be posed by the oil-producing nations
themselves.

Mr. Harnaway. Include in the record the percentage of the amount
of oil we get from that part of the world.

(The information fnllln\\'s.)

THREAT IN MEDITERRANEAN AND MIDDLE EAST TO U.8. AND NATO OIL SUPPLIES

The ability to interrupt oil shipments from areas containing three-fourths of
the free world's oil reserves, and currently providing Europe with 80 percent of
its oil supply is impressive. The United States now obtains only a small percent-
age—about 2 percent—of its needs from the Mediterranean and Near Kastern
areas, but that percentage is expected to grow substantially in this decade, and
could approach 20 percent by 1980. Interruption of NATO oil supply lines from
the Mediterranean and the Arabian Gulf might cause the United States to share
the few remaining free world oil resources with onr allies, fuarther reducing the
amount of oil available to fuel our own economy and military forces.

Mr. Gaureranaxis. That is one of the critical problems in the
world, today.

General WarreN. I read about Libya threatening to cut off oil.
I don’t have all the details.

RESULT OF ELIMINATING MAP TO INDONESIA

Mr. Hatraway. What would happen, for example, to pick a country
at random, if we cut off the military aid we are now giving to Indo-
nesia? What do you foresee would be the result of that?

Mr. Crapyman. Indonesia receives a relatively modest grant pro-
gram relative to its size. As you know, Sukarno was overthrown in
1965. This is a new, moderate regime that has been in place since then.
It has set its national priorities as economic development, to restore
the economy of the country as a first priority, and the armed forces
have been maintained at a subsistence level. There has been no effort
to increase their budget for armaments, so they are beginning to have
problems in maintaining their equipment. There is no intent on our
part to build up a major force. The purpose of what we are providing
them is to improve their maintenance capabilities, their logistics capa-
bilities, and give them a means to operate what equipment they have.

If we were to provide them no grant, they would simply somewhere




down the road have to use some of their own resources for their defense
demands.

Mr. Haraaway. This would result in some insurgent group taking
over in Indonesia, as happened before.

Mr. Cuapman. There is still insurgency capability there. The army
has controlled it very well now, o there is a need to maintain a secu-»
rity capability. I would not make the case that our grant program
is going to make all the difference. All I am saying is they would
reallocate resources to make sure that their forces were able to control
the situation.

Mr. Harmaway. And is there evidence that the group could be
controlled by China?

Mr. Cuarman. Peking has maintained an interest in Indonesia.
What the strength of the Communist party controlled by China is
now I do not know, but I will be glad to furnish what intelligence
we have.

SECURITY AND ECONOMIC IMPACT OF MAP REDUCTION

Mr. Harnaway. What if these countries did succumb to some in-
surgent group that became Communist? How far could we cut back
before our own security was jeopardized ? Presumably if another group
took over, then the economy of that country would still survive. It
may not be as good as it was with American aid. It might go down
to the level of Albania, but nevertheless, it would be a relatively peace-
ful country. Why is our own national security jeopardized by such a
country being taken over by some force we don’t necessarily get along
with ?

Mr. Cuapman. I don’t make the case if we were to cut down some
of these small programs that we would be looking down the barrel
of a Soviet or Chinese rifle. In considering the problem, it is just what
will happen over a number of years if those countries feel the United
States 1s no longer to support them as we have in the past, and in
effect has changed from a policy of trying to maintain stability and
security worldwide to a policy of withdrawal. There would be realine-
ments worldwide. There is a fine political balance worldwide. There
has been no country except for Cuba that has gone Communist will-
ingly. Chile, now, of course, has voted in a president who is very close
to the Communist party, but even there the situation is not altogether
clear.

But if the perception world wide was that the United States was
withdrawing, that the Communist regimes were gaining, then there
would be a certain policy for countries to adjust their relations with
the Soviet Union and Communist China.

Mr. Haruaway. Except for the countries that affect our economic
interests, such as in the Middle East where we for national security
reasons might need that oil, why should we be giving aid to others,
like, well, Taiwan, or Indonesia, where there is no economic interest
as far as the United States is concerned ?

Mr. Crnarman. We have a treaty commitment with Taiwan, and
there is no more economic assistance. Taiwan is on its own, and in fact
is providing assistance to other countries, itself.

Mr. Harnaway. Presuming the treaty could be revoked.
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Mr. CHAPMAN. - 5

Mr. Harraway. To look at it coldly, we could say no economic
interest of the United States is affected.

Mr. Caapman. Our annual trade with Taiwan now amounts to
over $1 billion a year.

Mr. Harnaway. It isn’t anything we couldn’t do without. It isn't
like Libya would be if we should lose the oil.

Mr. Cuapman. That is right.

With regard to the oil in the Middle East, the impact is not so much
directly to the United States, but the impact would be very directly
in Europe and Japan, which depends very heavily on Middle Eastern
oil, and so you would have some of our principal allies who would
be caught in a very bad energy squeeze.

Mr. Haraaway. Thank you, Mr. Chairman.

U.S. ASSISTANCE TO INDONESIA

Mr. Passman. With respect to Indonesia, if my memory serves me
correctly, at one time they procured all of their military hardware
from Russia.

Mr, Caapyan. $850 million,

Mr. PassMaN. At one time it topped $1 billion, I believe.

Mr. Caarsan. Yes, it reached that.

Mr. Passma~. During the time they were buying Russian military
hardware, we had an aid program going into Indonesia.

Our total economic aid to Indonesia from 1946-69, I believe, was
$1,051,900,000, and $219.5 million has been repaid, leaving a net total
of $832,400,000 of U.S. aid to Indonesia. Some of this aid was going
to Indonesia at the same time they were procuring military hardware
of about $1 billion from Soviet Russia. Isn’t that about the way the
record reads?

Mr. Cuapman. The economic aid figure of $1,051.9 represents eco-
nomic aid given during the period from 1946-69. During the period
from 1953-65, when Sukarno was in control and Soviet assistance was
being received, U.S. economic aid amounted to $350.3 million. During
the last 4 years of the Sukarno period, from 196265, U.S. aid totaled
$74.3 million.

Indonesia repaid $219.5 million from 1946-69. The amount resched-
uled by the recent rescheduling agreement was $215.6 million, which
included interest to be accrued as well as principal in default. While
$308.2 million of the $1,051.9 million aid total was given as grant aid,
the major portion of the $743.7 million in loans has either been repaid
or has not yet fallen due.

Mr. Passman. The reason I wanted to get this in the record is be-
cause recently I had two men from the State Department come down
to discuss Indonesia with me.

Apparently they worked out a proposition with Indonesia so that
she can pay off her indebtedness to all nations on longer terms. Are
you familiar with that?

Mr. Caapman. That is right.

Mr. Passman. It may be that with this agreement worked out with
the Soviet Union as well as the United States and other creditors,
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these people may receive a needed 1ift in their economy and perhaps
to some extent would allow this committee to consider making some
reduction in economic aid being requested for Indonesia.

PASSMAN-CONTE-LONG AMENDMENT

Now, if I may very briefly proceed, at one time we had the so-called
Passman-Conte-Long amendment limiting the sale of sophisticated
equipment to the so-called developing nations. However last year this
provision was knocked out on the floor of the House on a point of
order,

Now you people are operating under a similar Ql'(:\'ision contained
in the legislation passed by the Foreign Affairs Committee, are you
not ¢

General Warren. That is right.

Mr. Passman. It breaks my heart to have to admit that, but we
don’t want to fly under false colors. You are working under a Foreign
A ffairs Committee provision at the present time,

I thought we should get the record straight. I guess we will just have
to bear up under the embarrassment and realize it is not this com-
mittee’s amendment you are operating under. It is a Foreign Affairs
and Foreign Relations Committee provision, is that right ¢

General Warren. That is right.

DEVELOPMENT OF COUNTRY PROGRAM

Mr. Passman. I wish you would have another look at the situation
in Morocco. Earlier today, I inserted in the record materials dealing
with the situation in Morocco as it existed in 1960 and covered in our
fiscal year 1961 hearing. I think it is important to have an under-
standing as to how the military assistance program is finally brought
into being. The military assistance program is a dual proposition
between the State Department and the Defense Department, is it not?

General Warre~N. Yes, sir.

Mr. Passman. I refer jokingly to the generals down at the State
Department who travel in regular dress and the generals out at the
Pentagon who wear the stars. But they are both generals as far as
this program is concerned.

Now, each one of these programs starts at the country level, does it
not, with your MAAG chief, and with the ambassador and with the
leaders in a particular country in determining the country’s
requirements ?

General Warren. Sir, that is where the work starts.

Mr. Passman. I am talking about the work. T am not talking about
the final decision. I will lead into that. That is, after you determine
the needs of a particular country in consultation with the leaders in
the country and your MAAG chief, what lead does it move to then?

General WarreN. To the unified command level, such as Admiral
McCain’s headquarters for the Pacific.

Mr. Passaan. Then where does it go from there ?

General WARgeN. It comes to the Office of the Secretary of De-
fense, and to my office for final programing.

Mr. PassmanN. Then it makes the trip down to the Director of the
Budget, does it not?




General Warren. We coordinate our programs with the Office of
Management and Budget because we have to go there for apportion-
ments of the money. But basically the State Department and De-
fense Department approve the programs for military assistance.

Mr. PassmaN. And the request is sereened and checked along the
way as to the actual needs?

General Warrex. Yes, sir.

Mr. Passman. So it moves from the country involved, to the uni-
fied command, then into Washington to the Defense Department, then
you coordinate with the State Department, and finally the Office of
Management and Budget makes the final decision as to what amount
will be recommended to Congress, is that correct ?

General Warren. That is correct, sir, except we provide the
MAAG’s in the field the broad guidelines for each year’s program. Our
guidelines include objectives, dollar guidance, and other necessary
information.

Then the MAAG's start the detailed planning that you describe.

Mr. Passman. You give them the guidelines, but nevertheless, the
program is worked up in the country ?

General WarreN. Yes, sir.

Mr. Passman. We are trying to see if these requests have had the
proper screening before they finally reach the Hill.

General Warrex. T understand, yes, sir.

Mr. Passman. Iknow, but have they had?

General Warren. In my opinion, yes, sir.

Mr. Passman. Does the budget request usually follow the recom-
mendations of the team out in the countries, or are they modified ?

Gieneral Warren. Well, sir, in the last 2 years when we have had
severe cuts imposed on our program, or the money the President re-
quested has been reduced, we have requested that our field MAAG’s
line up_ their requirements in an order of priority, so we could cut
them off at any given level,

Mr. Suriver. What percentage of military hardware given to other
countries is purchased in the United States?

General Wargex. Practically all of it is, sir. The only way you
can buy overseas is with a very special waiver, which the Secretary
of Defense can approve.

Mr. Suriver. The President can lift the restrictions, too, can he not ?

General WarreN. Yes, sir, but there have been very few exceptions.

PURCHASE OF AUSTRALIAN TRUCKS FOR CAMBODIA

Mr. Suriver. Why were restrictions lifted about the first of this
month with regard to trucks purchased in Australia for Cambodia?

GGeneral Warren. First, Australia could deliver those trucks which
were needed immediately in Cambodia primarily to haul this year’s
Fice erop. ———,

Mr. Suriver. I know, but they are made there, and the labor
costs are in Australia and not in this country where we have
high unemployment.

General Warrex. That is correct, sir. It was a question of delivery
time and cost, with the delivery time being the critical reason that
we decided to go that way.
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Mr. Suriver. And we didn’t have any surplus trucks over in that
area anyplace—in Korea or any of the countries we have given trucks
to?

General Warren. I was informed we had no trucks that could do
the job. The surplus commercial trucks, as a general rule, require
rehabilitation. There were no trucks that our forces in South Viet-
nam felt could meet the requirements.

Mr. Suriver. And to have it in a hurry, you say.

General Wagren. Yes, sir.

Mr. Suriver. How many trucks .

General Warren. I do not remember the exact number. sir. May I
put it in the record ¢

Mr. Sariver. I have them before me.

Mr. CaapymaN. .

Mr. Suriver. You have technicians who are out of work here, too.

Mr. Capyan. As you know, there are restraints on U.S. advisers in
Cambodia.

Mr. Passyman. Could you tell us how much the Australians are
buying from our country for cash and shipping to people in the Far
wast ?

Mr. Cuapmax. I will provide that for the record.

Mr. Passman. It is really none, isn’t it? Do you know of any com-
modities the Australians are buying in the United States and shipping
to these nations?

Mr. Caapsax. Idon’t know of any.

OFFSHORE PROCUREMENT

Mr. Passman. Is this what we usually refer to, General, as offshore
procurement ?

General Warren. Yes, sir.

Mr. Passsan. Would you place in the record our offshore procure-
ment for the past 4 fiscal years and an estimate for fiscal 1971 ¢

General Wagren. For the military assistant program only?

Mr. Passmore. Yes, sir. ;

General Warren. Yes, sir.

Mr. Passmore. I think that would answer all the questions as to
whether the trend is up or down concerning offshore procurement.

(The information requested follows.)

Off-Shore Procurcment

[In Millions]
Fiscal year:

General Warrex. If I may repeat one important point Mr, Chap-
man brought up. ——— We can’t move advisors into Cambodia due
to a lot of restrictions. From an operational standpoint, if this is suc-
cessful, it may permit us to arrange for other assistance that we can’t
provide with U.S. people.
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Mr. Suriver. How much military assistance is Australia giving to
Indochina?

General WarreN. To Cambodia?

Mr. Sariver. Or Vietnam. They are in that part of the world that
might be affected by the advance of Communism.

reneral Warren. Of course, Australia has some troops, but they
are not in Cambodia or Laos.

Mr. Suriver. Do they have a military assistance program ?

General Warren. They do, and théy provide some assistance to
South Vietnam. I do not know what they might be providing to
Cambodia .

May I provide it for the record, please, sir?

Mr. Suriver. Yes.

(The information follows.)

AUSTRALIAN AID—SOUTHEAST ASIA

Total Australian aid for Cambodia through fiscal year 1970 is projected at $2
million (Australian). Of this total, clearly is for economie aid, and ————
is for essentially military aid. Final disposition of the balance has not
yet been determined ; however, much of it is likely to go for military assistance.
In some cases, it becomes difficult to assess the appropriate category of assistance,
since any type of aid can be considered, at least indirectly, as contributing to
the national defense of Cambodia. As examples, Australia is providing several

entirely at its own expense Australia is providing :

As for Vietnam, Australia has provided a peak force of about 8,000 men, which
will gradually decline to about 6,000 men this fall. Australia has announced
increasing actions in the area of training, civic action, and economic aid as its
contribution of combat forces diminishes, Specifieally, Australia announced a
3-year (fiscal years 1971-73), $30 million (Australian) aid program to Vietnam,
which will include both economic and military assistance,

Australia is not providing any military assistance to Laos.

“UNTYING” U.8. ASSISTANCE

Mr. Passman. T have read in the newspapers and the President’s
message of September 15, 1970 that new proposals will include credit-
ing countries with U.S. grant funds and letting them buy commodities
where they want to. Is that the trend, Mr. Secretary ¢

General Warrex. There is no such program contemplated in the
grant aid, sir. I have never heard of that.

Mr. Passman. I am sure some of you read it in the paper. It was
certainly there and also there has been a document sent to Congress
on the subject.

I see one head shaking, Are you familiar with it ?

Colonel BurbeLr. I am not familiar with the details, but I read
about it in the newspapers.

Mr. Passman. We will credit them with the money, and they buy
the commodities where they want to.

Mr. Caapman. You may be referring to the President’s decision to
untie some of our aid to Latin America.

Mr. Passman. I am only talking about the general statement that
I read, whether it is restricted to South America or applies to any
other part of the world. I don’t know how the committee feels, but as
far as T am concerned, if you are going to give our wealth away, at
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least let the countries spend it in America. Let American manufac-
turers benefit from our generosity. After all, this balance-of-payments
situation is very frightening, is it not, Mr. Secretary ?

Mr. Caapmax. I quite agree,

Mr. Passyman. We are sending out more dollars than we take in, so
I just think we had better have a closer look at it.

RESTRICTIONS ON MILITARY ADVISORS IN CAMBODIA

Mr. McEwex~. You referring to

General Warrex. Civilian.

Mr. McEwex. I suppose you referred to the restrictions of the
Cooper-Church amendment. That prohibits such American technicians
from going in.

Mr. Caapmax. I am not sure what the legal interpretation would
be, but the policy is that there will be no U.S. advisors in Cambodia.

Mr. McEweN. Does this include civilian technicians ?

General Warren. We have decided in every case they should be
prohibited.

On the other hand, it is most important to our interests
over there.

Mr. McEwenx. It is important to theirs, too. I understand there was
a restriction on American military personnel ground forces being in
these countries but, Mr. Chairman, until this moment I didn’t know
there was any restrictions on American civilians, We might have some
peddlers selling something, but I didn’t know there were any
restrictions.

General Warrex. The only restriction I am aware of is the Presi-
dent’s statement that he would not put U.S. advisers in there. The
only U.S. personnel that we have in Cambodia right now, sir, other
than embassy staff, are part of an equipment delivery team which is,
I believe, all military at the moment. There are about 16 people who
are attached to the embassy and the other part of the team is back in
Saigon. I think there are a total of slightly more than 100 people on
the team to handle the deliveries of some of equipment, which
has been either funded or requested for next fiscal year.

Mr. McEwe~. With regard to this would we not normally
have American personnel there with regard to the maintenance and
operation of this equipment to advise them ?

General Warren. We normally would in other countries, but not in
Cambodia, because of the policies the President announced, that we
would put no ground combat units and no advisers with Cambodian
units.

Mr. McEwex. We are not going to have civilian technicians there
then ¢

General Warren. I know of no plans to put civilians there.

Mr. McEwex. Who is going to perform this? Are we going to per-
mit to do this work? Is there going to be somebody employed
to do this?

General Wagren. In the case of the . My remarks were di-
rected to the future, in case there were a requirement for technicians.
Right at the moment there is no consideration being given, that I
am aware of, to send any technicians in, other than the delivery team
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people. It would certainly be important to be able to use technicians
in the future, if things remain as difficult as they now seem to be in
Cambodia.

MAP FOR CAMBODIA

Mr. McEwex. I wasn't referring to the figures. You said —— for
Cambodia.

General Warrex. I was adding this up, sir. The 1970 ficure was
$8.9 million, the 1971 figure was $185 million, and the figure for fiscal
yearis —.

Mr. McEwe~. So it isapproximately —— for 2 years.

General Wagrex. Sir; it is $8.9 million for 1970, $185 million for
1971, and ——— for 1972 that we are requesting here, for a total of
about :

Mr. Passmax. Will the gentleman yield at this point ?

Mr. McEwen. Yes.

Mr. Passman. Let’s add to that $341,300,000 that we had given to
them before they broke off diplomatic relations.

ALTERNATIVE TO PROVIDING U.S. ADVISERS

Mr. McEwex. Am I correct in assuming that normally there would
be advisers, technicians, whatever name you want to apply to them,
American personnel that would go with that amount of military as-
sistance to advise them, to take care of technical problems with re-
gard to maintenance operation of the equipment ?

General Warren. Yes, sir. What we have is a military equipment
delivery team in Cambodia. The President has stated we will not have
any U.S. advisers with Cambodia units.

Mr. McEwex~. Military or civilian?

General Warren. Both, sir.

“UNTYING” ASSISTANCE TO RECIPIENT COUNTRIES

Mr. Passyan. Thank you. This is a nonpartisan committee. We all
work together as a team, so when I quote the President, I do it so that
you will know the source of the information. T will read from House
Document No. 91-385, dated September 15, 1970, page3:

I am ordering the elimination of those tying restrictions on procurement which
hinder our investment guarantee program in its support of U.S. private in-
vestment in lower income countries,

I propose that all donor countries take steps to end the requirement that
foreign aid be used to purchase goods and services produced in the nation pro-
viding the aid. Complete untying of aid is a step that must be taken in concerf
with other nations; we have already begun discussions with them towards that
end. As an initial step, I have directed that our own aid be immediately untied for
procurement in the lower income countries themselves.

'US. aid is going to these lower income countries, isn’t it, Mr.
Secretary ?

Mr. Cuapman. Yes,sir.

Mr. Passyman. This is even more frustrating than I had originally
thought, because our aid is now going to these countries. You are not
giving it to the wealthy countries. This will be in the record for the
committee’s consideration.
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Gentlemen, are there any other questions?
Mr. Garrrranaxis, I guess I have asked too many today.
Mr. Passman. You could never ask too many questions.

U.S. RELATIONS WITH ECUADOR

Mr. Gaurrranaxis. What is our relationship to Ecuador insofar as
selling to them ?

General WarreN. We have cut off all FMS and grant deliveries,
sir.

Mr. Garnirranakis. For how long a period ?

General Wargren. Indefinately,sir.

Mr. Gavrrranakis. When was the last time that they made a
purchase ?

General WargeN. In early September 1970. We had a total grant
aid undelivered balance for that country, as I recall, of about $2
million. T have the program here going back over the years. We have
stopped any further deliveries to Ecuador. The law requires if there
is a fishing boat seized that sales be cut off immediately, which is
automatically done by the State Department. In the case of Ecuador,
shortly after our sales were cut off, that government ordered the
withdrawal of our military group. With that withdrawal, our MAP
was ended. Their total program has been extremely small. From 1966
through 1970 the total was $2 million in foreign military sales. They
really aren’t very significant.

Mr. Gaurrranaxrs. Was there any degree of accuracy to the reports
that some of the vessels that they had either bought or borrowed from
us were the vessels that were boarding American fishing vessels off
the western coast ? '

General Warren. On certain occasions they probably were U.S.
ships that we had on loan to Ecuador.

Mr. Ganrianaxis. There were two or three articles that stated
they were. Does the reason for the discontinuance and taking them
off the list arise over the fishing rights?

General Warren. I think it was over the fact that they seized
something like 26 of our fishing boats in the last few months. May
I add a point. With regard to Ecuador, our MIL Group, which is com-
parable to our military assistance advisory group, was out of there
on March 5, 1971. We are moving out of Ecuador, and all military
assistance has been suspended.

CONSEQUENCES OF MAP SUSPENSION

Mr. Gaurrrianaxis. What do you envision the consequence of the
discontinuance will be? Do you envision that this will be an invita-
tion to the Soviet Union to come in and negotiate ?

General WargeN. I think, just as a broad statement, that the Soviet
Union is moving into Latin America gradually and quietly anywhere
she can get in, first with an economic trade mission and things like
that, and then here and there a legation. I would like to ask Mr. Chap-
man if he has any additional comments,
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SOVIET INTEREST IN LATIN AMERICA

Mr. Cuarman. So far, the Soviet interest in Latin America has
been as the General indicated, to open up relations with the countries
with which they had had no relations, and to open up trade missions
also. There has been a Soviet Minister in the last few weeks going
around to look over the market, and some of the other countries I
believe have reached trade agreements with the Soviet Union. So far,
to the best of my knowledge, there have been no offers of military
assistance on the sale of arms, but as the General indicated, there is a
real possibility.

CONFERENCE ON FISHING RIGHTS

Mr. Garrrranaxis, The fishing rights may be settled. This is a
tough question, I guess, because no one knows what the territorial
limits are. We need an international conference of the sea to settle
a lot of this.

Mr. Caapman. We are working toward an initial conference on
the sea in 1973.

Mr. Gavrrranakis, I am delighted to hear that. T will get some
additional information. Is that already scheduled ?

Mr. Cuarman. That is already scheduled. T don’t know the date
yet, but that is the target year, and work has been proceeding.

COMPARISON OF U.S. AND FOREIGN ARMS COSTS

Mr. Passyan. Mr. Chapman, in many areas we have just priced our-
selves out of the world market, and T think maybe the President’s
recommendation, to untie the restrictions on dollar purchases is an
indication that we are priced out of the market now. I am afraid we
are spending money we don’t have, for things we don’t need, trying
to provide everything to everybody, everywhere and we have just
priced ourselves out of the world market. Are you familiar with the
commodities that Latin America may be buying from our competitors
and can you tell us how our prices compare with those of the
U.K., West Germany, France and Italy. I think it would be good to
know whether we are still competitive on military hardware. Will you
put something in the record on that?

General Warren. Yes, sir.

(The information follows:)

There is no single answer to the question of U.8. competitiveness with European
sources on defense equipment. The United States has a competitive advantage
(a) when the item has a large production run and a correspondingly low price
associated with economies of seale, (b) when the item has the highest available
capability and quality—as is often the case, (¢) when the buyer (e.g., Australia)
has a strong desire to orient its forces on U.S. equipment. On a price basis, the
U.8. is often at a disadvantage because of high overhead and labor rates. The
U.8. also often loses in the international marketplace when other selling gov-
ernments take extraordinary action (a) to reduce prices, (b) offer concessionary
credit terms or (c¢) agree to make offsetting purchases from the buyer. Finally,
the United States is, of course, estopped from any competition of any kind with
foreign sources when either of the two statutory regional ceilings ($75 mil-
lion in Latin America and $40 million in Africa) has been reached.
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PRESIDENTIAL DETERMINATION FOR SALE OF SOPHISTICATED EQUIPMENT

Mr. Passmax. Concerning the amendment that prevents the sale of
sophisticated equipment to developing nations, I believe the President
can without exception, as long as he stays within the limitation, issue
Presidential determinations making these sales.

General Wargrex. Yes, sir, that is correct.

Mr. Passman. Are there any other questions? Mr. Roybal?

LIMITED SOVIET MILITARY EQUIPMENT IN LATIN AMERICA

Mr. Royear I have one, Mr, Chairman. I got the impression from
testimony last week that whenever the United States moves out of
Latin America, that the Russians move in. Now you tell us that the
Russians do move in to establish diplomatic and perhaps trade rela-
tions, but that they have made no effort to sell or provide arms and
ammunition to the Latin Americans. Was I mistaken in assuming that
the original testimony was correct ? What is the situation?

Mr. Caapman. The situation overall is that many Latin American
countries are trying, like many countries elsewhere in the world, to
develop their diplomatic relations with the Soviet Union and the
Soviet bloc and expand their trade. They are having trouble in the
Western market selling some of their produce like bananas and coffee,
and the kinds of trade agreements they are trying to reach is to find a
new market for this produce, and get equipment from over there. I
may be wrong on this and we will check, but to the best of my knowl-
edge there has so far been no serious effort on the part of the Soviet
Union to provide arms.

General Warren. This is correct, sir. In fact the only U.S.S.R. mili-
tary aid, other than to Cuba, that T am aware of is that they provided
some GAZ jeeps some time ago to Colombia. They are being used by
the municipal police in Bogota. They are not yet selling any military
equipments of any importance down there.

RESULTS OF FURTHER REDUCTIONS ON MILITARY SALES AND MAP TO LATIN
AMERICA

Mr. Royear. What would happen then if we reduced our military
sales and assistance to Latin America, let’s say, by half?

General Wargren. It would throw another $50 million to Europe.
I think it is quite simple. We restricted ourselves to $75 million, and
France and the U.K. moved in and picked up ——— in business in
the last 2 years, so if we cut our sales further, just that much more
would go to Europe.

MAP ONLY FOR TRAINING IN LATIN AMERICA

As far as the grant aid goes, sir, they are only small training

programs. In the case of Ecuador, for example, we have programed

for training only in fiscal 1972. In fact all of the Latin Ameri-

can countries—there are 17—have programs well under $1 million.

All of them receive only training with no hardware programed at
this time,
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Ecuador obtained from free world countries about in mili-

tary equipment in the last 6 years and last year—in 1970—some

Mr. Royar. Then the statement that probably was made was that
as we move out, other countries move in, and I perhaps assumed that
that statement meant the Soviet Union.

General Warrex. It could, but T don’t think it has so far.

OBJECTIVES OF MILITARY ASSISTANCE PROGRAM

Mr. RoyBar. I am interested in getting clarification of a statement
in the international security assistance program presentation. It says
that the objectives of the military assistance program for Latin
America are two principally, to help maintain military and para-
military forces capable of providing, with police forces, “The internal
security needed to facilitate orderly political, social, and economic
development.” So far I think I understand it, but then it goes on
to say:

And to help Latin American armed forces develop civie action eapabilities.

What does that mean ?

LATIN AMERICAN MILITARY ROLE IN CIVIC ACTION

Mr. Craapmax. I think the view has been that the best wav to
maintain internal security, as there was no external threat. was to help
the Latin American armed forces to use what they had, bulldozers,
trucks, men, to help in civic action type activities, building bridges,
roads, provide health clinics, provide education in the outlying areas,

Mr. Rovear. In other words, what we are saying is that we agree
with the concept of some Latin American countries that they control
everything, the military, civic and the social life of the country,

Mr. Cuarman. No, I don't think so, sir. I think it is just a supple-
ment. In the armed forces you have a body of men, a body of capabil-
ities, both human and physical, and you just try to use these capabilities
for some positive purpose for the society.

Mr. Roysar. Because very frankly I have never talked to any Latin
American, either in the Latin American country or in the United
States, who believes wholeheartedly that their country, whichever
country it happens to be, has to be run solely by the military, In fact
there is a definite opposition to the military running the country as
a whole.

Mr. Crapyax. T don’t think anyone in this government would sup-
port the proposition that our policy is to encourage the military in
running rlwsp societies.

Mr. Roysar. Isn’t that what thisis? _

Mr. Cuapyman. If that interpretation is put to it, then it is badly
framed, because that is not the intent. Civic action is the use of the
military capabilities for civilian purposes, but it is not to run the
health and education ministries of these countries.

Mr. Royear. That is just like saying that the military should run the
city of Los Angeles or Chicago or anything else. _ ok

Mr. Cuapyan. Not at all, sir. What you have, in outlying districts
you have a post of engineers and with a health clinic, and you use
those capabilities to help out the teachers and civilians in their effort.
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Mr. Royeav. This is fine if it works that way,

Mr. Caapmax. It is not to supplant them.

Mr. Roysav. It hasn’t been working that way in Latin America.
This is why we have coups and countercoups and complete dissatis-
faction on the part of civilians in Latin American countries. This is
also the reason why we have the military living the life of Riley while
the rank and file individual in Latin America is practically starving.
This is where the big objection comes from people in my district and
I suppose in other districts in the United States. We provide millions
of dollars to help promote the military and nothing for education,
for community development and things that are needed in those com-
munities. If this particular criticism continues throughout the United
States, then we are going to have a problem I think in passing any
legislation that includes military assistance.

I think the time is going to come when there is going to be a division.
Aid will be one bill and military assistance will be another. I also feel
if this had happened 3 or 4 years ago we probably would not have
passed military aid the way things were going then, so if we are going
to do something about many of these objectives, I think we shouldn’t
put it down in your conditions or your objectives, because to me it
clearly indicates a real desire, on the part of the American Govern-
ment, to give its blessing to the military’s intervention into civic
development.

Mr. Crapyman. That is certainly not the intent. To put things in
perspective, the military assistance program is limited to about $10
million, and only for training now. One of the purposes of the training
1s to improve the professionalism of Latin American officers and men,

and to also improve their technical capabilities, which has some side
uses in civilian economy, and not to encourage them to assume political
power.

Mr. Roypar. Then I think this paragraph should be clarified. At
least that is the way I interpret it and I am sure others who read it
would interpret it the same way.

OBJECTIVES OF CIVIC ACTION

General Wagrren. Could I comment briefly ? This civic action, that
you are discussing, has nothing to do with getting into the Govern-
ment. These are projects such as road building, sanitation improve-
ment, medical assistance, and even basic education classes that would
help the community. They have nothing to do with politics; they are
projects designed to improve the life of the people. Our grand total,
worldwide, for civic action is about $23 million. In Korea there are a
number of projects consisting of helping build barracks for Korean
forces, erecting fences, putting in electric lights, constructing roads
and bridges, this type thing. They are gnof projects which use the
local countries military manpower and know-how to help their
economy with projects of importance to them, and important to the
people. They don’t cost too much, but they do engender a lot of good
will. In Latin America we have no money for it, except in the training
program, but we do encourage their military to do worthwhile things
i the civic action field.

60-208 O—T71—pt. 1——16
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Mr. Royear. I understand that. I understand the objectives as far
as you are concerned personally, but I am only saying that the lan-
guage here is somewhat misleading.

General Warren. Yes, sir.

Mr. RoyBar. And I also feel that unless it is clarified. we are going
to have a dickens of a time defending the bill, in the House and in our
own districts.

MILITARY TRAINING LEADS TO DEMANDS FOR MILITARY EQUIPMENT

Mr. Passman. I wonder if we shouldn’t set the record straight
again, inasmuch as in previous years the statement I am about to make
was verified as being correct. You speak of small training programs
in Latin America. You train these people in the use of military equip-
ment, do you not, in the use of sidearms and other type equipment and
train them concerning the general aspects of a military complex,
isn’t that correct ?

General WARreN. Some, sir.

Mr. Passsan. What do you do with the others? If you are providing
military training, you wouldn’t train a man to raise chickens. I don't
want to be facetious but let’s pin this down. It is military training,
and this entire course is based around a military training course, is
it not ?

General WarreN. This is correct with hundreds of different sub-
jects, Mr. Chairman.

Mr. Passman. I know that. T am very grateful but let me make my
point, General. You usually progress from military training to mili-

tary equipment. Mr. McNamara used to say this was not the case. You

would have gotten the impression from him they were training these
people for fun but it follows nevertheless that we had inserted in the
record a number of nations who moved from military training to
military eqni])ment. It is a sure thing if you provide military training

to these people, the next thought will be, “We want some equipment,”
and if we don’t give it to them somebody else will. Isn’t that a general
statement, that is pretty factual ¢

General Wargen, Yes, sir.

Mr. Passman. Let’s face up to it. It doesn’t make a bit of difference
whether we provide training or equipment. One definitely leads to
the other, :m& I certainly support Mr. Roybal. We had better get this
language straightened out here or we may have trouble with this
bill because foreign aid this year is just about as fouled up as it has
ever been since I have been chairman of this committee. We don't
know which way we are going, and unfortunately some of the people
downtown, certainly not the President, but those who have been there
for sometime, don’t know in which direction they are tra veling. Some
people are not satisfied with what they see in the making. There is
not a person downtown who knows when the new legislation is
actually coming to Congress.

Any other questions, gentlemen ?

General WarreN. Mr. Chairman, may I insert in the record the
definition of civie action, which is four short paragraphs, if that is
agreeable?

Mr. Passman. Without objection, General, it will be inserted in the
record at this point.
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(The information was supplied to the committee.)
FUNDS FOR LAOS, THAILAND, AND SOUTH VIETNAM

Mr, Rrecre. In addition to the $5.2 billion that is being requested for
security assistance programs, there is money in the Defense budget to
cover Laos, Thailand, and Vietnam. Would you tell us what that
amount is going to be this year (fiscal 1972) and what was expended
last year (fiscal 1971) ¢

General WargeN. The service-funded program covering Laos, Thai-
land, and Vietnam will total $2,230.8 million in fiscal year 1972. In
fiscal year 1971 it was $2,252.2 million.

MEASUREMENT OF A COUNTRY'S IMPORTANCE TO THE UNITED STATES

Mr. RiecrLe. Does the dollar volume of weapons going into a country
bear any relationship to our own national security or do you have
some other measurement for determining which countries ‘are most
vital to the United States?

General Warrexn. The strategic value of a particular country or
area is certainly one of the primary considerations upon which we
base our determination to provide security assistance, as well as what
level of assistance and in what specific forms. However, there are
several additional factors which are considered in overall planning
of security assistance. The level of economic development of the coun-
try, and thereby its ability for relying on its own resources to provide
security needs is also considered in determining whether to provide
grant assistance, credit and under what terms, cash sales or in some
cases providing no assistance of any kind where the country is com-
pletely able to satisfy its needs from domestic resources. In determin-
ing needs or requirements of a country, we try to make a joint anal-
ysis of the threat faced by the country and then draw up requirements
based on this threat. It is natural that we do not always agree with
the particular country as to the threat they face. To the extent possi-
ble, however, we try to prevent excessive procurement of military
equipment which not only tends to draw scarce resources away from
pressing nonmilitary needs, but also can lead to arms races. Another
factor in security assistance planning is the extent of third country
assistance. (We have tried wherever possible to introduce multi-
lateral security assistance planning with our allies so that all our assist-
ance programs provide maximum satisfaction of real requirements.
We have not been as successful thus far as we had hoped possible in
this area.) Finally we have in some countries specific local interests
which security assistance helps to insure.

Mr. Rigcre. Are all of these MAP funds and FMCS funds spent in
the United States or do a portion of these funds get spent abroad?
Include in your answer the moneys that are in the Defense budget
for Laos, Thailand, and Vietnam? Who are the primary contractors
in the United States that supply this material and what is the nature
of the weaponry? Are any weapons systems being delivered whose
use could be inimical to the U.S. security interests ?

General WargeN. A small portion of the MAP funds does get spent
abroad. For fiscal year 1971 and fiscal year 1972 these amounts are
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estimated at less than 4 percent of the NOA. Funds provided for
Foreign Military Credit Sales have never been used for purchases
abroad. Of the moneys in the Defense budget for Laos, Thailand, and
Vietnam some portion is also spent overseas but the data are not readily
available: it would be a part of the U.S. defense expenditures in Vie-
nam and could not be segregated. The primary contractors supplying
material to Laos, Thailand, and Vietnam cannot be separately 1denti-
fied from contractors supplying materials for all U.S. forces. The De-
partment of Defense has furnished to this committee a listing of ma-
terials furnished to these countries. All programing is in further-
ance of our security interest at the time of the programing and no
weapons so programed would be inimical to U.S. interests,

MAP AND FMS TO COUNTRIES TERMINATING ASSISTANCE TO SOUTH VIETNAM

Mr. Riecre. Korea, Thailand, and Australia have all announced
plans to pull their troops out of South Vietnam. How does this affect
our giving or selling these countries armaments ?

General Warren. Australia, in April 1970, announced the with-
drawal of one army battalion from South Vietnam. At the same time
Australia announced the initiation of a new training program for
South Vietnamese forces to be conducted by Australia. In September
1970, Australia substantially increased its aid program to Vietnam to
the level of about $33 million over a 3-year period. A second with-
drawal was announced in March of this year. Upon completion in the
fall of this year, Australian forces remaining in South Vietnam will
then comprise about 6,00¢ men compared with a peak of about 8,000
in 1968-70. This relatively modest reduction in combat strength—
coupled with increased actions in the areas of training, civic action,
and economic aid—is certainly understandable in view of the chang-
ing situation in South Vietnam and our own force reductions. In
specific answer to your question, there has been no change in our policy
with respect to any purchases of armaments in this country by Aus-
tralia. We do not, of course, have a military assistance program in
effect for Australia. It is noteworthy that Australian participation
in the Vietnam conflict has been at no net cost to the United States,
and the same holds true in the case of New Zealand. Both of these
countries are paying their own way.

The Korean Government. has not announced any redeployments, It
has announced that it is studying the question of withdrawal of
Korean forces from Vietnam; and that any decision made on
this matter will be made in consultation with the GVN and other free
world governments, including the United States.

The Thai Government has announced that about one-half of its
ground forces in SVN will be withdrawn in July-August 1971, and
the remaining ground forces in January-February 1972. Special U.S.
support associated with these forces will cease upon these with-
drawals. Other military assistance programs will not be affected.

MAP TO S80OUTH AFRICA OR RHODESIA

Mr. RiecrLe. Are we currently or have we in the past given any mili-
tary assistance to South Africa or Rhodesia; either in the form of
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credits or grants? Is any country that practices a policy of apartheid
getting help from the United States?

General Warren. We have given no grant or credit military as-
sistance to the Republic of South Africa or to Rhodesia. We are un-
aware of any other countries that practice a policy of apartheid.

EQUIPMENT FOR THIRD COUNTRIES

Mr. Riecre. How much of our military aid is “passed through” a
country ? That is have we ever sold or given military training or hard-
ware to a country that ultimately ended up in another country ?

General Wagren. The only military equipment that is passed from
a recipient country to a third country is that which the recipient
country declares excess to its needs and returns to the custody of the
United States. This materiel, called “Redistributable MAP Prop-
erty,” if in a usable condition, can be reprogramed for a third country
that is eligible for military assistance and that has a requirement for
the materiel. In no case does the materiel pass to a third country with-
out. U.S. approval.

COUNTRIES PROVIDING MILITARY SALES

Mr. Rmecre. Who are our competitors in the arms business? Would
you rank the five top arms sales governments in the world today, and
the dollar volume they export? Are there any private arms sales firms
of any size in this business?

General Warren. While our data are incomplete, the following is
our estimate of free world sources of defense equipment for the period
1968-70:

Annual average

Free world country : military exports
U861 {1 L0 A SN0 el D e R $2 billion
France =

Federal Republic of Germany
Italy

*Not counting $170 to $200 million in United States-Canada cross-border subcontracts.

We simply do not know the volume or value of defense equipment
transfers between the U.S.S.R. and its Iron Curtain neighbors. But
we have estimated

UNSTABLE COUNTRIES RECEIVING U.8. AID

Mr. RmegLe. Are we currently selling or giving arms or training
to any revolutionary governments or group that has as its purpose
the overthrow of an existing regime? How many countries are we
currently assisting that you would consider politically unstable?

General WarreN. Assistance provided under our security assistance
programs, either the military assistance program for grant assistance
or the foreign military sales program for cash or credit sales, is car-
ried out through agreements between the U.S. Government and the
governments of the particular countries being assisted. We do not
provide assistance under these programs to private groups or so-called
revolutionary governments which are not the legitimate governments
of states. Political scientists have found it difficult, if not impossible,
to categorize countries as to the degree of stability they enjoy. In gen-
eral, I feel that some of the developing countries to which we provide
relatively minor security assistance have not reached the stage of
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political development which might be termed stable. However, one of
the necessary factors in achieving political stability in a country 1is
the ability of the legitimate government to insure internal and external
security of the Nation. We are trying to plan and coordinate our secu-
rity assistance to these countries in such a way as to most effectively
assist in achieving and maintaining this stability.

SELF-SUFFICIENT COUNTRIES

Mr. Riecre. Will any countries that we have been helping become
self-sufficient this year? I am thinking of those recipients that you
might be dropping from the list next year because they are militarily
secure.

General Wargke~, There are no countries that will, in the true sense,
become self-sufficient during fiscal year 1971 or fiscal year 1972, We are
reducing grant military assistance and increasing credit sales in as
many countries as rapidly as economic conditions will permit.

AID TO CHILE

Mr. Riere. Have we cut off all military assistance to Chile or is
that aid continuing? What military assistance relationship do you
have with the new Allende government? Please answer the same ques-
tion relating to Greece.

General Warrex. We are continuing our military assistance to
Chile, which consists of training only. This is in line ‘with the Presi-
dent’s foreign policy statement of February 25, 1971, in which he
stated that our policy is to keep open lines of communication with the
Allende government. We will of course continue to observe closely the
evolution of Chilean foreign policy as it affects ourselves and other
nations in the Inter-American system.

With respect to Greece, our relations are the same as with our other
NATO allies. On September 22, 1970, the administration announced
full resumption of military assistance to Greece.

Mr. Passyan. Gentlemen, we have had a very interesting session
with the military, beginning with our distinguished Secretary of De-
fense, Mel Laird, and certainly you. General Warren. You have been
coming before this committee for many, many years, and I have never
known of a man any more forthright and a man who possessed more
knowledge of the subject matter than you. I have never known of an
instance that you didn’t answer the question forthrightly whether it
tended to help you make the case or tended to work against you. For
that we are profoundly grateful and I feel I am speaking for every
member of the subcommittee, especially the older members, that you
are indeed a great witness. I have never attempted to go behind any
statement you make, because I know it is made from the facts. Of
course that applies to all of you gentlemen. Good luck. We will have
a close look at the program, and when the committee marks up this
bill we are certainly going to take into account that General Warren
was the main witness who testified. This concludes hearings on MAP,
unless some member of the committee should desire to call back some
witness.

When we bring a witness before the committee we will go around
the table on the 5-minute rule. Then after that is completed each mem-
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ber of the subcommittee can take all the time he needs to |11[vnmr'|t<'
the witness dealing with that subject matter. Is that agreeable with
the committee?

Mr. Gavrrranaxis, What will be the general subject ?

Mr. Passman. The Ryukyu Islands. The Commissioner wears two

caps, representing our military and economic aid for Okinawa. He
will testify before this committee for the economic aid request.

Mr. Ganrranaxis, We associate ourselves with the thanks that you
have so eloquently put to the witness. We newer members want to be
identified with those expressions of gratitude.

Mr. Passaan. That concludes our hearings on MAP and the com-
mittee will adjourn.
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Program by activities: |
1. Investment in International
Development Association 160,000 160,000
2. Investment in Inter crican
Development Bank o 150 .000
3 Investment in Asian Develop-
ment Bank 20,000 20,000
4. Investment in International
Bank for Reconstruction
und Devel opment | 24,610

10 Total program costs funded-
Obligations (object class 33.0) 180,000 35y 610
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£. .40 appropriation | -1,077 ,640 1,077,640
21.47 authority to spend public drbé
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24 .47 authority to spend public
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) Budget authority (appropriation) 685,880 1,418,740 732 ,B60

lelation of obligations to outlays:
71 Obligations incurred, net 640,000 Bly 610 174,610
72 Obligated balance, start of year 1 425,454 1,425,454 -—-

74 Obligated balance, end of year -1,841,562 -1,991 562 -150,000

i0 Outlays

i_
. |

223,892 248 502 24 610
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Mr. Passman. The committee will come to order.

Today we will consider the supplemental budget request for the
Inter-American Development Banf' for fiscal year 1971, and the regu-
lar request for fiscal year 1972.

We have with us the Honorable John R. Petty, Assistant Secre-
tary for International Affairs, Treasury Department; and Mr. Henry
Costanzo, U.S. Executive Director to the Bank with supporting wit-
nesses, Since this is Mr. Costanzo’s first appearance before the commit-
tee, we will insert in the record at this point his biographic outline.

(The biography follows:)

HeNRrY J. CosTANzo, EXECUTIVE DIRECTOR OF THE INTER-AMERICAN DEVELOPMENT
BANK

Mr, Costanzo is formerly a Mission Director of the Agency for International
Development. He received his A.B. from St. Mary's University in 1946 and his
M.A. from Columbia University in 1949,

From 1949 until 1952 he served as an economist with the Economic Coopera-

tion Administration in Italy, and from 1952 to 1958 as the Assistant U.S. Treas-
ury Representative in Rome,

Mr. Costanzo became the T.S. Treasury representative at Seoul, Korea, in
1954 and held that position until 1955 when he became a financial adviser and
Chief of Program Planning for the International Cooperation Administration.
From 1957 until 1961 he served as an adviser to the International Monetary
Fund. Mr. Costanzo then became an economist in the Office of the Assistant
Secretary of the Treasury for International Affairs. In 1962 he was made the
Director of the Office of Latin America at the Treasury Department, a position
he held until he joined AID in 1967. Mr. Costanzo has held his present position
as U.8. Executive Director of the IDB since 1969.

Mr. Costanzo is married to the former Maxine Kruse and they have two
daughters,

Mr. Passman. I might state for the record that under the new rules
we are using, each member will consume 5 minutes, which includes
questions and answers. We never want to cut a witness off ; but after
each member has consumed 5 minutes in questions and answers, then
we start back and each member then will consume all the time that he
needs to examine the witnesses. So if you will give very brief answers,
you do so with the understanding that we will go around the table
another time. ;

I would assume, Mr. Director, that you have a statement that you
would like to make to the committee.

GENERAL STATEMENT

Mr. Perry. Yes,sir.

Mr. Chairman and members of the subcommittee, it is my fplea.sure
to appear before you in supgort of the President’s request for fiscal
year 1971 and fiscal year 1972 appropriations for U.S. subscriptions
and contributions to the Inter-American Development Bank. These
requests are made pursuant to Public Law 91-599, dated December 31,
1970, which authorized (a) U.S. subscription to $150 million of the
Bank’s paid-in ordinary capital, payable in three equal annual install-
ments in fiscal year 1971, fiscal year 1972, and fiscal year 1973; (b)
U.S. subscription to $674 million of callable ordinary capital, to be
appropriated in two equal installments of $337 million in fiscal year
1971 and fiscal year 1973; and (c) a fiscal year 1971 U.S. contribution
of $100 million to the Bank’s Fund for Special Operations.
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The table below outlines the requests being made today within the
above authorization: y
Dollara in millions
Ordinary capital (paid in) 3 e 100. 00
Ordinary capital (callable) 336. 76
Fund for Special Operations

The fiscal year breakdown of the total amount requested is:

Fiscal resr Fiscal rnr
971 972
(in millions)

Paid-in:
Ordinary capital.......oooo e $50. $50. 00 $100. 00
Fund for special operations_..__._._.._. 100, 00
Callable: Ordinary capital... ... .. . e 336.76

536.76

legistation p

No budgetary outlays are foreseen under these requests during
fiscal year 1971. Budgetary outlays during fiscal year 1972 are not
expected to exceed $50 million. All paid-in amounts would take the
form of letters of credits; the callable capital amount represents a
contingent liability, on which no future cash payment is foreseen.

(Ordinary capital is the “window” of the Bank which lends funds
for development on conventional terms. The Fund for Special Oper-
ations is the Bank’s “window” which extends loans on terms that are
not as hard, in order to take into account special circumstances of the
borrower.)

The resources authorized for IDB in Public Law 91-599 represent
the U.S. share of a multilateral replenishment of the Bank’s capital
to which all other members are also contributing. This replenishment
was agreed by the Bank’s Board of Governors in April 1970, and is
the basis for legislative actions already completed in the majority
of the Bank’s member countries. In brief, the replenishment con-
templated the following :

An increase of $2 billion in authorized ordinary capital, bringing
total authorized capital to $5,150 million. Of the $2 billion increase:

$400 million is of paid-in capital, bringing total authorized
paid-in capital to $875 million, and

$1,600 million is of callable capital, bringing total authorized
callable capital to $4,275 million.

An increase of $1,500 million in contributions to the Fund for
Special Operations, bringing total contributions to $3,828 million.

Should the replenishment agreement be fully implemented, sub-
seriptions to ordinary capital would be $4,702 million, the balance
of $448 million of authorized capital remaining intentionally unsub-
scribed. The division between the United States and the Latin Ameri-
can members would be as follows:

[Dollars in millions]

Percentage
Paid-in Caliable share

51,698 42
2,230 05 58

3,927 ' 100
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Of the Fund for Special Operations, the division between the
United States and the Latin American members would be as follows
(these figures include $900 million of U.S. contribution for which
authorization is pending before Congress) :

Percentage

Cumulative  share of pro-

Amount percentage posed replen-
(millions) share ishment

$2, 800 k] 67
1,028 a 33

3,828 100 100

The replenishment agreed by the Governors last year was designed
to support a growth of approximately 50 percent in the Bank’s lend-
ing activity—in both ordinary capital and the Fund for Special Oper-
ations—over the next 3-5 years, from roughly $600 million per year
to about $900 million per year. The funds now being requested of the
Congress are essential if this agreed growth target is to be realized.
Projected loan operations by the Bank during calendar 1971 will ex-
haust presently available lendable resources, both’ with respect to the
ordinary capital and the Fund for Special Operations, Thus, with-
out new resources the Bank would enter calendar 1972 facing the
necessity of drastic eutbacks in new loan authorizations.

BACKGROUND

The Bank was established in 1959 and began operations in the fol-
lowing year. Its membership of 23 countries is currently limited to
members of the Organization of American States; Cuba has never
joined and is not now eligible for membership. To fulfill its purpose,
the IDB uses its own subscribed and contributed resources and pro-
motes the investment of Latin American private and public capital.
In addition, its serves as an administrator of development funds pro-
vided by nonmember governments and it finances technical assistance
for development planning and projects. Its lending operations in Latin
America are almost comparable in amount to those of the World Bank,
and thus represent a major proportion of external finance for the
region. The Bank’s loans have a substantial leverage effect as well—
roughly $2 of local and other resources are put up for every $1 sup-
plied by the Bank. The Bank has just installed as its new President
Dr. Antonio Ortiz Mena, the distinguished former Secretary of the
Treasury of Mexico and an internationally recognized financial states-
man.

FINANCIAL STRUCTURE AND LOAN OPERATIONS

The Bank conducts its activities through two “windows”—ordinary

capital (OC) and the Fund for Special Operations (FSO). The re-
sources of each are administered and accounted for separately.

ORDINARY CAPITAL

The initial source of funds for ordinary capital operations was the
paid-in portion of subscriptions. These amounted to $388.5 million
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(excluding funds currently being requested), of which $268 million
were U.S, dollars and the remainder Latin American national curren-
cies. The U.S. share of paid-in capital was $150 million and the Latin
American members subscribed to $238.5 million.

The portion of the ordinary capital not paid-in is callable, that is,
it may be called for payment in the unlikely event the Bank is unable
to meet its obligations. It may not be called to obtain normal loan
resources, but rather serves as a guarantee fund against which the
Bank may borrow in financial markets. After successive increases,
subscribed callable capital now totals $2.37 billion, of which the
United States has provided $1,023 million and the Latin Americans
have provided $1,351 million.

It 1s on borrowings against callable capital that primary reliance
has been placed for loanable ordinary capital funds. The Bank’s
funded debt, representing resources obtained on the world’s capital
markets is equal to 62 percent of ordinary capital loans made.

From 1962 until the end of 1970, public issues and direct borrow-
ings totaling $861.9 mililon have been placed in the United States,
Italy, West Germany, the United Kingdom, Japan, Switzerland, the
Netherlands, Belgium, Austria and other countries. In addition, $77.6
million is outstanding in the form of short term bonds placed with
central banks, mainly in Latin America. A net total of $915.1 million
of borrowings was outstanding as of December 31, 1970. About 47
percent of the Bank’s issues have been sold outside the United States.

As of December 31, 1970, ordinary lending operations had resulted
in 205 loans for $1,486.0 million. The basic interest rate for ordinary
capital dollar loans is currently 8 percent; maturities on 1970 loans

averaged about 18-20 years. Ordinary capital loans are repayable in
the currencies that are lent.

The voting strength of a member country in the Bank on any sub-
ject is determined by its subscription to the ordinary capital. The
United States has about 42 percent of the total voting power. Normal
operating decisions on ordinary capital matters are taken on the basis
of a simple majority.

FUND FOR SPECIAL OPERATIONS

At the time of the Bank’s establishment, the FSO was created as a
separate fund to make loans on concessional terms to members whose
income levels, balance of payments or external debt burdens made it
difficult for them to meet their development needs through conven-
tional borrowing. It is the purpose of the FSO, furthermore, to assist
in financing projects which are of basic developmental importance but
from which the economic benefits can be realized only over the long
term. The original scope of this fund was expanded in 1965 to include
the social development projects previously financed by the Social
Progress Trust Fund, and further lending from the later fund was
terminated. '

Contributions by member countries to the Fund for Special Opera-
tions total $2,328.0 mililon as of December 31, 1970. Of this sum, the
United States has contributed $1,800 million, or 77 percent, and the
Latin American members have contributed $528 million, principally




252

in their own currencies (which, like Latin American subscriptions in
their own currencies to ordinary capital, are actively used in the
Bank’s lending operations). '

The ratio of the U.S. contributions to Latin American contributions
to the Fund for Special Operations has been steadily declining. Under
the proposed structure of the pending replenishment, U.S. contribu-
tions are in a ratio of 2 to 1 to tile contributions of the Latin American
members, This in contrast to the 3-to-1 ratio which prevailed in the re-
plenishment agreed in 1967, and the 5 to 1 ratio which prevailed in
the replenishment agreed in 1964. As a result, upon completion of the
conte-mi\)lated replenishment contributions, the cumulative U.S. share
of the Fund for Special Operations will decline to 73 percent.

The approval of any matters involving the Fund for Special Oper-
ations requires a two-thirds majority vote. Thus with U.S. voting
strength of roughly 42 percent, U.S. agreement is necessary on all mat-
ters affecting this aspect of Bank operations. '

The resources of the FSO are being used to provide financial assist-
ance for high priority development projects in such basic fields as
power, transportation and agriculture, and for essential social projects
including the expansion and improvement of technical, vocational and
scientific education in Latin America. As of December 81, 1970, the
Bank has committed $2,021.6 million in 279 loan operations. Interest
rates on F'SO loans are 3 percent and 4 percent depending on the nature
of the project ; maturities on 1970 loans averaged 22-25 years, with some
as long as 30 years. Loans out of current resources have with few ex-
ceptions been repayable in the currency of the borrower, but loans to
be made out of the resources of this replenishment are to be repaid in
the currencies lent.

IDE RESPONSIVENESS TO U.S8. POLIOY INITIATIVES

The United States does not and should not seek to dominate policy
making in a multilateral institution in which it is only one of many
members and to which it provides only a portion of the capital. It 1s
legitimate, nevertheless, for the United States to be concerned that
its important policy interests and policy initiatives be reasonable taken
into account in the institution’s policy formulation. I think the Inter-
American Development Bank deserves high marks in this regard, both
in relation to matters raised with the Bank by the Executive Branch
and to specific interests arising in the course of congressional review
and approval of U.S. funding for the Bank. The following items will
illustrate this point:

During the negotiations for the present replenishment U.S. rep-
resentatives urged that the Latin Americans increase the propor-
tion of the contributions to the Fund for Special Operations, shift
repayment terms on FSO loans from a soft currency to a hard
currency basis and broaden the useability of Latin American
countries contributed to the FSO. These actions were accepted by
the Latin Americans within the framework of a multilaterally
negotiated agreement, thus meeting our objectives satisfactorily.

n previous hearings before this subcommittee on the Asian
Bank capital subscription concern was expressed regarding the
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inclusion of an outright cash component in the paid-in portion
of that subscription. Although the circumstances are different as
between the two banks, you will notice that in the present re-
plenishment the entire amount of the paid-in portion of IDB
subseriptions is in the form of a letter of credit, which will be
drawn down later as required to maintain the Bank’s financial
position. This specific congressional interest, responsive to this
subcommittee’s point of view, was one of our negotiating objec-
tives in the ti'l)ﬂenishment. discussions, and the Latin American
members of the Bank were prepared to accept it.

Another specific matter affecting the Bank raised by this sub-
committee is the question of the so-called staff loan program. In
the case of the IDB, the U.S. executive director has responded
to committee concerns by requesting during the past year a full
review of this program, as a result of which some changes and
limitations have already been adopted and further changes are
under consideration.

One of the outstanding examples of responsiveness to the need by
major contributors for adequate information and for mechanisms to
assure that the multilateral institutions are operating effectively can
be found in the establishment of an independent program audit
mechanism on a multilateral basis within the IDB, pursuant to the
so-called Selden Amendment of 1967. Although the process of activa-
tion of this mechanism has been lengthy, the mechanism is now funec-
tioning. In this connection, I might also mention to the committee,
that a GAO team has commenced a review in the Treasury of T.S.
participation in multilateral institutions, including the Inter-Ameri- -
can Development Bank. I believe this review will be a useful experi-
ence from the standpoint of both sides and I expect that it will de-
velop all the information necessary while respecting the international
nature of the multilateral institutions.

Another area of congressional concern is with the ability of the
United States to obtain full information to guide its decisionmaking
with respect to multilateral development lending institutions. I can
assure this committee that the United States obtains the full informa-
tion that it needs and that the Treasury Department is fully prepared
to provide the Congress with information that it needs for its con-
sideration. Legislative oversight hearings took place before two other
committees of the Congress last year, and several aspects of IDB ad-
ministration were reviewed. The administration welcomes the oppor-
tunity for these reviews of our participation in the IDB. Through
them, our awareness of congressional interests and concerns is im-
proved, along with our ability to reflect such concerns in our contacts
with the Bank. And, importantly, they are a means of insuring ade-
quate disclosure to the éongress and to taxpayers in general of how
Hublic funds are being used effectively to further Latin American

evelopment.

In addition, in the legislation which enacted the authorizations of
appropriations, which you are now congideripi, the Congress estab-
lished requirements for expanded reporting with respect to the multi-
lateral development lending institutions to be included in the annual
National Advisory Council report to Congress. I think you will find
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the next report of the Council to be a valuable statement of the
activities of these institutions.

In short, Mr. Chairman, I think there is ample evidence that in our
operations with and through the multilateral institutions, as ex-
emplified by the IDB, the U.S. voice is being effect ively heard—not as
a sole controlling voice, but as a voice for constructive change. I can
say for the Treasury that we intend to continue to be alert and
responsive to congressional concerns regarding the multilateral insti-
tutions, and I see no reason to expect other than a continued and
improved responsiveness to U.S. concern on the part of the Inter-
American Bank, consistent with its multinational composition.

Mr. Chairman, our IDB Executive Director, Mr. Costanzo, and I
will be happy to discuss the figures underlying our specific requests
as well as broader aspects of the Bank’s operations. I sincerely be-
lieve that our funding requests are important to achieve development
policy goals of the United States articulated by the President, that
the IDB is using our funds well and will continue to do so, and that
the interests of the United States are protected as well as forwarded
in our support of the Inter-American Development Bank.

Mr. Passman. Thank you very much, Mr. Petty, for your statement.

JUSTIFICATION MATERIAL

We will now insert the justification material into the record at this
point.

(The justification material follows )

INTERNATIONAL FINANCIAL INSTITUTIONS
INVESTMENT IN INTER-AMERICAN DEVELOPMENT BANK

For payment by the Secretary of the Treasury of (1) the first of three annual
installments for the United States subscription to the paid-in capital stock of
the Bank; (2) the first of two installments for the United States subsecription to
the callable capital stock of the Bank: and (3) the installment for the U.S.
share of the increase in the resources of the fund for special operations of the
Bank, as authorized by the act of December 30, 1970 (Public Law 91-599).
$486,760,000, to remain available until expended.
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INVESTMENT IN INT:R-AMERICAN DEVELOPMENT BANK

JUSTIFICATION

An increase in the resources of the IDB at this time is
necessary in order to implement the decision of the Bank's
Governors last year at Punta del Este that the lending
level of the Bank should rise by roughly 50 percent, from
a recent level of approximately $600 million per year to
$900 million per year or more by 1973. Such an increase,
moreover, would be in line with our own emphasis on the
greater use of multilateral channels of aid.

The appropriations sought at this time are required
in order to meet commitments the United States is under-
taking in connection with the current replenishment of
IDB resources. The requested amounts were authorized by
the Congress in Public Law 91-599, approved December 30,
1970. The United States CGovernor of the IDB has voted
favorably on the resolutions governing the replenishment,
pursuant to Congressional authorization. These resolutions
call for payment of the requested amounts by June 30, 1971.

Without an input of new resources, including the U, S.
resources requested herein, the Ordinary Capital lending
activities of the Bank would have to be sharply curtailed
early in 1972; similarly the extension of '"soft loans"
from the Fund for Special Operations would also have to be
reduced in 1972 below present levels unless new funds are
provided.

Consequently, it is important that the $50 million
of paid-in capital and the $336.8 million of callable
capital for fiscal year 1971 be made available through a
supplemental appropriation. Similarly, the $100 million
for the FSO will be essential to maintain operations.

It is not in our interest to allow the pace of Latin
American development to be slowed through failure to meet
the financial needs of the Bank.
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POSSIBLE BUDGET DEFICIT

Mr. Passmaw. Tt always affords me a great deal of personal satis-
faction, in fact it is enjoyable when we have economists such as your-
self before this committee. T think we all have a common interest that
we all love America and we are doing the very best that we can to
keep our country great, free, strong, wealthy, and respected. T want
to see if I have been taught correctly or should T say trained correctly
in the use of statistics.

If a government spends $230 billion and they only collect revenue
of $210 billion, we will be operating with a deficit on borrowed money
of $20 billion, and in the main that $20 billion takes on value only by
diluting all the other earnings. Does it have any other way of taking
on value?

Mr. Perry. If it satisfies productive needs, I think it does, Mr.
Chairman.

Mr. Passman. You think. Let’s not talk about “think.” The govern-
ment takes in $210 billion and spends $230 billion, this money must be
borrowed. I believe all your economists say that that is how we get
inflation, by spending in excess of our intake.

I believe the present administration has put in the deep freeze
hundreds of millions of dollars for that same reason. have they not?

Mr. Perry. Yes.

Mr. Passmax. So in effect would you accept this as being factual—
and T guess that is why the President put these funds in the deep
freeze to cool off the economy and hold down inflation—that in
the main it simply means that spending borrowed money to a very
large extent creates inflation ?

Mr. Perry. It was certainly an anti-inflationary device. One of the
programs that was employed was to delay expenditures of appropri-
ated resources, yes, sir.

Mr. PassmaN. T am very grateful for that very factual statement
because that is the way I was taught. Anything you spend in excess
of your intake takes on value only by diluting the other part of it.

I believe under the present plans, that is under the present estimates,
we are going to in all probability close this fiscal year on June 30, with
about a $20 billion deficit, are we not ?

Mr. Perry. In that order of magnitude, I believe S0, yes, Sir.

Mr. Passman. This is not a partisan committee. We have a Demo-
cratic-controlled House and Senate, but in the executive brapc_h, we
have a Republican. So I think we should have it understood this is not
a partisan committee. I do not think the President could spend any
money we did not appropriate, could he?

Mr. Perry. No, sir.

Mr. Passman. Now we shall proceed according to the rules of the
committee. I shall delay any examination until such time as each mem-
ber has had an opportunity to consume 5 minutes in questions and
answers. Then we shall return to the system we have used in the past;
that is, each member may consume all the time necessary to make the
type of record he feels should be made so that we can intelligently
mark up the bill. s S

So at this time I yield 5 minutes to the distinguished gentleman from
Kansas, Mr. Shriver.
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NEED FOR THE SUPPLEMENT APPROPRIATION

Mr. Sariver. Thank you, Mr. Chairman.

Mr. Petty, as I understand it, all but $50 million of the $537 million
you are requesting is in the form of a supplemental appropriation for
fiscal 1971; is that correct?

Mr. Perry. Yes, sir.

Mr. Sariver. As a general rule, in this subcommittee a supplemental
is only necessary to meet shortfalls in mandatory programs and other
emergencies. And at a time when certain areas of our country, includ-
ing my own congressional district, are in great need of economic de-
velopment and transition assistance, what is the emergency in Latin
America that outweighs our domestic needs?

Mr. Perry. I think the United States, Mr. Shriver, has many priori-
ties, many objectives, many interests. Each issue, looked upon individ-
ually, has its own great importance. Fortunately, we are able to pur-
sue many national priorities at the same time. Within the area of our
international responsibilities, the role we see, we believe that we can
pursue our international obligations on this modest scale and continue
to meet our own national objectives.

Mr. Sariver. On page 2 of your statement it says no budgetary out--
lays are foreseen under these requests during fiscal year 1971. Why,
then, is it needed as a supplemental in fiscal year 1971 %

Mr. Perry. Well, there are two things, sir. First, we are involved
in increasing the resources of a development bank. éecond, the Bank
is prudently managed—it must have resources committed before it
agrees to make loans.

Mr. SHrIVER. Is what ?

Mr, Perry. Is prudently managed. It makes commitments against
contributions and other resources. We would not permit the Bank to
make commitments for which the resources have not been fully pro-
vided. Here we have the problem of the lag between providing the re-
sources and the commitment and disbursal period that the Bank must
go through to examine its loans and build its projects.

Mr. Sariver. But you say you are not going to use them in 1971, and
you are asking for a supplemental.

Mr. Perry. What we are doing here, sir, to solve this problem is to
request congressional a]])propriation for the resources to meet the cash
flow needs which the chairman mentioned earlier and your question
Eoint.s to. The contributions are made in the form of a letter of credit,

ut the cash itself is actually to be disbursed only when the Bank

itself has been called upon to dishurse funds.

Mr. Sariver. So during 1971 it is just a matter of bookkeeping ?

Mr. Perry. Well, it is an assurance, sir, a commitment from Con-
gress, an authorization of the executive branch that the resources
will be paid when the Bank makes its disbursement. Lacking that as-
surance, we would not want the Bank to go ahead and make new
obligations.

IDB IRRIGATION LOANS IN MEXICO

Mr. Seriver. I have in my hand an article which appeared in the
Washington Post on January 11, 1971. The article describes the IDB
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loans for 23 projects in Mexico, totaling $273.3 million, for the purpose
of irrigation.

The problem arose when it was belatedly discovered no crops can
gl:ox; on the land in question, water or no water, because of gale force
winds.

Some of the land was also too hilly for the type of irrigation used.

Now, do you know about this project ?

. Mr. Perry. Yes, sir. I would be happy to have myself and our execu-
tive director, Mr. Costanzo, add to the information that Washington
Post article has because it is very limited information.

First, we had looked at this situation closely and had followed it in
advance of that story. There is no question of the Bank not fulfilling
the obligations that it undertook; there is no question of improper
evaluation of the projects. The question concerns more the actual
working of the project and the performance by the host country in
some details of the loan itself.

Maybe Mr. Costanzo might elaborate.

Mr. Cosranzo. Yes, I could elaborate briefly now, Mr. Chairman,
and, if you wish, put additional details into the record.

It is not true that these irrigation projects were carried out in areas
where nothing would grow.

As a matter of fact, production in all of these particular projects
increased substantially, in some cases by two or three times and by as
much as fivefold in one of these projects. Even in the case of a project
where it is noted that there are gale force winds during part of the
year—which was something that was known before the project was
initiated, there has been an increase in the value of production in this
project by two times, in 1968-69, over the value of what was pro-
duced there before this project was undertaken.

This appraisal was an effort on the part of the Bank, as a part of
its continuing program of evaluating the results of projects—most of
these were undertaken 9, 10 years ago—to see what actually happened
after the project was constructed, after the water was there, the land
cleared and two or three agricultural cycles—what actually happened
compared with what was forecast to happen in terms of the benefits
to Mexico.

Mr. Seriver. What is the status of these loans now ¢

Mr. Costanzo. These loans are all in good order.

Substantial amounts have already been repaid by Mexico. There
are no problems with respect to servicing the loans. There were some
shortfalls in meeting the originally forecast cost-benefit ratios.

Mr. Suriver. Then you would say that this article is erroneous and
filled with information that is not really fact?

Mr. CosTanzo. Yes, sir.

Mr. Passman. Mr. Roybal

CHANGES IN IDB MANAGEMENT

Mr. Roysar. Thank you, Mr. Chairman. : ‘
While a member of the Committee on Foreign Affairs, and upon
looking into the management of the Inter-American Development
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Bank, I became very disappointed with what I felt were the facts re-
garding the management at that particular time.

Can you tell us now whether there has been any change in the hier-
archy of the Bank in the last year, say %

Mr. Perry. Yes, Congressman Roybal, T can.

The most notable change is the election of the uew president, Mr.
Ortiz-Mena, a former Secretary of the Treasury of Mexico, and the
retirement of Dr. Felipe Herrera, the man who for the first 10 years
led the institution.

Mr. Ortiz-Mena has been on the job just a month and any subse-
quent management operational decisions he has to make are only
being formulated by him at this time. So I can only give you a pre-
liminary point as to that major change.

Mr. Royear. Do you know whether or not he has any intention
of upgrading the staff, particularly in the economic division and what
his intentions are with regard to the evaluation of loans that are
made ?

Mr. Perry. This whole issue of managing the institution and how
to improve its efficiency is very much on his mind. We have talked
about it at length on different occasions before he came and after
he has taken charge.

The question of improving the internal controls, procedures, is a
particular case in point. There is an outside management study going
on of the institution right now, the report of which is due in about
a month, which would provide additional insight to the new president.

We have an institution that 10 years ago was really only a promise
and a piece of paper. It is now a really well-established development
institution, building up a strong staff ‘and now a firm hand which is
going to provide additional guidance and changes.

There will be changes, T am sure, inevitably in the operational staff,
in the management people, as there are in a reorganizational change
of this size in any bank.

Mr. Roygar. Since there are going to be some changes made in the
management of the bank, I assume then that the vice president of
the bank, who is an American, will place a more prominent role in
the management of the institution?

Mr. Perry. Well, certainly the number two slot in the bank is a
very key one. It is a role that has been occupied by an American. We
envision that job to continue to be of increasing importance.

Mr. Roysar. It is my opinion that it has not been as important
as it should have been, that the American representative has played
a secondary role and has not really been instrumental in participating
in the decisionmaking process that particularly with regard to loans
and other important. decisions made by the bank, with the result that
he might just as well have stayed home for all the good that he did
with regard to decisions that were made in the bank.

Now, I would like to see the American counterpart of Mr. Mena,
at least have some role in determining whether or not a particular
loan is justified.

I make this statement not only because of rumor, but because of
the discrepancies some of the loans that I have had the opportunity
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of looking into. There have been loans that have been made simply
because someone happened to know someone and not because the
loans were really justified.

Something has to be done within the bank system to see to it that
loans are made on a more equitable basis, based on need and not on
friendship that has existed in the past.

What I am saying is that this Bank should be run on a business-
like basis at all times. That would include those loans that are made
not only to Latin American countries, but loans that are made to the
staff, for I do not think that this Bank has any business making any
loans to any member of the staff.

STAFF LOAN PROGRAM

I do not think it is good business for a bank to do that. T do not
know of any bank, at least savings and loans that I know of, that
would make such a loan to a member of its board, any place in the
United States: :

Now, why should it be done then in the Inter-American Develop-
ment Bank where we appropriate about a half billion dollars per
year?

Mr. Perry. Congressman, this committee has raised in the past
the issue of staff loans. The House Foreign Affairs Subcommittee
on Latin American Affairs has raised other issues with respect to
the policy of the Bank.

We have listened and reacted to this and conveyed these views to the
members of the Executive Board, to the governors, and to the Bank.
Some changes have been made.

If I may, I would like to point out a response or two.

I think our Executive Director, Mr. Costanzo, could talk specifically
on the staff loan program and the progress we made on it, prompted
by this committee’s inquiries last year.

Mr. Passman. Please give brief answers because we are going to
go back around and let each member consume all the time he wants to.
If the member asks a 30-second question and gets a 7-minute answer,
it deprives other members of asking questions.

Mr. Roygar. I think my time is up.

Mr. Passman. Mrs. Reid ?

ACCOUNTABILITY REPORT

Mrs. Remw. Thank you, Mr. Chairman.

In the administration of its resources, does the bank require fre-
quent accountability reports?

Mr. Perry, It does mdeed. There is a series of different types of
audits, both in terms of the loans that are underway and being dis-
bursed and the subsequent evaluations.

Perhaps Mr. Costanzo may want to answer that or we can reserve
that perfmps for a later moment.

Mrs. Rem. Fine. If we do not have an opportunity for that, will you
elaborate on it for the record then ? :

Mr. Perry. Yes.

Mr. Costanzo. We would be very happy to.




(The information follows:)

BASIC PHILOSOPHY OF THE BANK'S LOAN CONTROL

The Bank realized that in making a development loan it could not substitute
its‘management or its technical capabilities for those of a borrower, nor would
it want to. Instead, it designed a system and has continued to improve it, to
enable it to have the same assurances regarding each project as if the Bank
were managing it or carrying out the technical work itself.

To do this, it has developed during its first 10 years an integrated loan
control program consisting of three separate phases: (1) Preventive and pre-
lending controls; (2) surveillance and administration controls; and (8) finan-

cial, audit, and evaluation controls. In each phase auditing is performed, although
in each case it is for a different purpose.

PREVENTIVE AND PRELENDING CONTROLS

Under the coordination of a loan officer, teams of professionals study all
aspects of a borrower, its operations and its proposed project prior to approval
of any loan. The Bank objective is to satisfy itself that the loan, borrower, and
project meet all the standards for being proper and probably successful. Each
team consists of a financial analyst, an engineer(s) or specialist(s) in the
type of project under study, an economist, an attorney, a Loan Administration
officer and a loan officer.

As is necessary for a prudent lender, the Bank requires its borrowrs to have
annual examinations made by independent accountants who are acceptable to,
and approved by, the Bank. In those cases when the borrower is a governmental
unit, the Bank will allow an equivalently satisfactory annual examination to
be made by an auditing agency of the member government. In addition to re-
quiring the normal auditor’s opinion on the financial condition and operations
of the borrower, the Bank requests much more of the auditors, Details as to
compliance with contract conditions, disclosure of weaknesses in internal con-
trol and operating procedures, aging of borrowers receivables and compliance
with segregation of loan proceeds are only a few of the items of additional
information the Bank requests. The Bank also reserves the right to make direct
ingquiries of the independent auditor. It normally asks also that such an exami-
nation be made prior to the approval of the loan.

In addition to these preventive controls, the Bank also establishes prelending
controls such as contractual conditions which must be fulfilled prior to dis-
bursement, and others which must be complied with throughout the life of
the loan. Many of the contractual conditions that relate to borrower contribu-
tion, reporting, use of loan proceeds, restrictions on dividends and additional
borrowing, procedures for granting subloans, etc., are standard. At times, the
Bank deems it necessary to require additional conditions that relate to organiza-
tional and administration change, technical assistance, accounting procedures,
ete, to provide additional assurances that the project goals will be fulfilled
effectively.

The Bank attempts to assign its people who have close contact with borrowers
to areas and countries in & manner to avoid any possible conflict of interests
with a country, borrower, or potential borrower. The study and approval process
through which a loan must pass is designed to ensure that the request will
be considered in an impartial and independent manner. The Bank satisfies itself
that each project will have adequate and approriate technical supervision and
it normally reserves the right to approve the borrowers’ selections of consultants.
Loans can only be approved by the Board of Executive Directors and a loan

request is presented to the Board only after approval by a loan committee and
top management,

SURVEILLANCE AND ADMINISTRATION CONTROLS

Once the loan has been approved by the Board, the responsibility for the
administration of the loan and the surveillance of the project and its goals.
including borrower compliance with contractual conditions, passes to the Loan
Administration divisions—one of three arms of the Operations Department
(Loans, Loan Administration, Project Analysis). The Loan Administration di-
visions, although separated from the Loan divisions, are organized by geograph-




ical areas which parallel those of the Loan divisions, thereby facilitating the
passing of loan responsibility from the Loan divisions. The Loan Administration
divisions are responsible for coordinating the work, information, and reports
produced by the various technical and field personnel to provide day-to-day con-
tinning surveillance and administration of the approved loan, the project, and
the borrower.

Field offices of IDB, located in each member country, provide support for
the Loan Administration divisions by ecarrying out continuous onsite inspec-
tion and technical surveillance of projects, financial and accounting reviews
of costs, procedures, project investment, contract compliance, etc., together
with control over bidding and procurement. This work is performed by the
staff of each field office consisting of a corps of project specialists with different
engineering or financial and accounting disciplines, a resident engineer, and
a financial and operations officer.

The Loan Administration divisions have the responsibility of reviewing reports
of project progress prepared by the borrower or the borrower's consulting engi-
neers, reviewing the surveillance and inspection reports prepared by the Bank’s
project specialists, resident engineers and finaneial and operations officers, and
the reports prepared by the borrower's independent auditors. These divisions
ascertain that the borrower is complying with the contractual conditions and that
the documentation accompanying a request for loan disbursement has been
examined and tested by either the Bank staff in the field office or in Loan Admin-
istration. They are responsible for approving loan disbursements and for report-
ing to management and the Board on the progress of each loan and each project.
Above all, the divisions are to continnally compare the actual progress and direc-
tion of the project with that originally approved. Any sign of deviation is to be
brought to the attention of higher management. The Loan Administration divi-
sions are greatly concerned with the success of each project and are to be con-
stantly alert for any impediments and their possible solutions. The Board reviews
quarterly the status of problem loans and on an annual basis reviews the status
of all loans.

The Project Analysis divisions, mentioned earlier, which are organized by
engineering sector or professional discipline (including financial analysis) pro-
vide additional surveillance and service to Loan Administration by reviewing,
analyzing, and evaluating the technical aspects of the various reports which
are received by Loan Administration. They continually provide technical advice
to Loan Administration on the various projects and assist in the evaluation of a
disbursed loan or completed project in those cases when an existing borrower
submits an application for another loan. The Loan Admistration officers and the
project analysis staffs make periodic visits to the borrowers.

FINANCIAL, AUDIT, AND EVALUATION CONTROLS

Various types of statistical, operating, and progress reports, as well as finan-
cial reports, are generated for review by different levels of management thus
making information available to all who need to know. The status and problems
of certain loans are discussed and evaluated in management groups for greater
opportunities for solutions.

An additional control exists in that Treasury, not Loan Administration, dis-
burses moneys to the borrower. Treasury also computes and prepares billings,
receives collections, maintains close review for possible delinquencies, insures
compliance with maintenance of value provisions, and provides surveillance over
the general reserves. Treasury, in fact, provides separate surveillance over the
financial aspects of the loan while Loan Administration coordinates surveil-
lance of the project. Again, this separation is designed for loan control.

Independent External Auditors.—The international accounting firm of Price
Waterhouse & Co., which also audits the World Bank, makes an annual exami-
nation of the financial condition and operating results of the Inter-American
Development Bank. Their examination is designed to give the Board of Execu-
tive Directors, and the member countries represented, assurances regarding the
Bank’s overall financial position and results of operations. Their audit work
includes tests of the different types of Bank transactions including disburse-
ments, collections, interest, contracts, guarantees, maintenance of value, letters
of credit, and, most important, loans. They also obtain direct confirmation from
the borrowers as to validity, terms, and amount of loans receivable. They re-
view the different aspects of internal control present in the Bank, including the
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work of the Auditor General’'s Office and make recommendations if improve-
Iment appears necessary. Representatives of the firm are always available for
possible questions the management or the Board might have. Their reports
have to be presented and approved at the Board of Governors meetings,

Independent Internal Auditing—The Office of the Auditor General is respon-
sible to the Office of the President and Executive Vice President and is inde-
pendent from all other units within the Bank. The Office of the Auditor General
makes recurring reviews of activities throughout the Bank to determine if ade-
quate systems and procedures exist, and are being followed, to provide ade-
quate internal control. If not this office will make recommendations to the vari-
ous units concerned and so inform the executive vice president. This office also
performs compliance type reviews to determine whether or mot the directives
orders and poiicies of the Bank, with which the Bank or its staff must comply,
are being followed. In addition, it performs “operational auditing” (manage-
ment or goal oriented auditing) in order to determine if the goals of selected
units or functions within the Bank are being fulfilled in the most effective
Inanner.

The Office of the Auditor General has a small but highly skilled gioup that
concentrates solely on Loan and Project Review. The group, consisting of a
civil engineer, an agricultural engineer, and two auditors with broad experience
in loans and general business, makes visits to selected field offices, project sites,
borrower offices or other entities in order to test and independently observe:
(a) the adequacy of on site inspections, surveillance, control and evaluation be-
ing provided by Bank staff in the field; (b) the degree of borrower compliance
with Bank requirements; (¢) the apparent effectiveness of the use of loan pro-
ceeds or funds to fulfill a specific project’s objectives and goals; (d) the effec-
tiveness of the Bank staff and consultants who are responsible for exercising
inspection, surveillance, control and evaluation of Bank financed projects.

The Office of the Auditor General provides a review function, not an operating
or a decigsionmaking function. Its tests and reviews supplement the Bank’s over-
all system of internal control, including the inspection, surveillance, and evalua-
tion provided by the various operating units, field offices and Bank missions,
but these tests and reviews do not, and should not, replace, or substitute for, the
basic system of internal control.

Board of Directors Review and Evaluation Group.—In 1968, the Bank’s Board
of Executive Directors, in order to be responsive to a proposal from the U.S.
Government, created a Review and Evaluation Group independent of manage-
ment and in addition to the internal auditing being performed for maagement,
The group is to provide for the Board of Executive Directors and through it, for
the Board of Governors and the member countries,-a program of selective and
continuing independent and comprehensive examination of the manner in which
the I;ank is discharging its responsibilities under the Agreement Establishing the
Bank.

The group is in operation and has begun to make reports to the Board.

BUMMARY

Loan control is a planned system to provide surveillance, control, audit and
evaluation of Bank loans, capable of being amended when necessary, based on
professional expert advice. This system stressed (1) preventive and prelending
controls as well as (2) surveillance and administration controls. It also pro-
vides (3) financial, audit and evaluation controls to insure that the first two
types of controls are working and to learn how they can be improved.

The entire system includes different types of auditing, at different stages,
and for different purposes: however, there is no duplication. The Bank also
stresses independence, separation of duties, prevention of conflicts of interest,
on site inspections and engineering review, supporting documentation of loan
disbursements and many other detailed controls,

Naturally, even with al] these controls and auditing, many loan problems
arise. Among some of the most common are: cost overruns due to construction
delays and inflation, project delays due to budgetary problems of the borrower
country and resulting slowness in making local curreney contribution available,
problems of completing complementary facilities at the same time (in a housing
community, for example, houses, roads, electricity and sewerage), legislative
delays (many countries require formal legislative approval of loans after the
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loan has been approved by the Board, but before signing), administrative
weaknesses of borrower, unexpected engineering problems, et cetera. These
are, however, the normal problems of development lending and are one of the basic
reasons why development banks exist. Infrastructure loans may always have
pitfalls, even in the United States. Nevertheless, although the Bank has loans
with problems of the type mentioned above, its loan experience has been a
successful one, due in large part to the loan control technigues described.

The goal is to maximize the safeguards over fulfillment of the Bank’s purpose,
operations and assets for our management, the Board, and our members, but at
a cost which will not become excessive to the Bank or to its borrowers. The Bank
will be continually alert to improve its loan control system.

LATIN AMERICAN PROGRESS

Mrs. Rem. Are you satisfied with the efforts the nations of Latin
America have made to date in financing their development ?

Mr. Perry. By and large, yes. That is a hard one. We are talking
about 22 Latin American members of the bank. My answer cannot be
the same for all 22 countries.

What does impress me, though, if we look at it over the past decade,
is the amount o]f contribution that the countries have made, on their
own determination, to the development plan, and the type of develop-
ment plans they are working on. There is a very clear upward trend
line in the amount of resources they provide, in the quality of manage-
ment they provide to their own projects, and in their own development
planning.

So I am particularly pleased with the trend and perhaps in some
areas I would like to see more effort.

ENCOURAGING PRIVATE INVESTMENT

Mrs. Rem. Has the effort of the lending activities of the bank en-
couraged commercial banks and other lending institutions both in the
United States and in Latin America to become more active in making
loans for purposes similar to those financed by the Inter-American
Development Bank.

Mr. }’ET’]‘Y. Very clearly the role of Inter-American Bank in being
a partner, stimulating all aspects of the private sector in Latin
America, not just the commercial banking sector, is a very real aspect
and a very real plus to the institution.

I might add that the new president of the bank intends to give in-
creased emphasis in this area. We do think we must foster more the
private sector there, and the Inter-American Bank could be a very
important catalyst, directly and indirectly in doing this.

RETIRING OF BONDS

Mrs. Remw. It is my understanding that capital has been raised from
bonds issued, floated on private markets or placed directly with
governmental institutions.

What is the schedule for eventually retiring these bonds?

Mr. Perry. This is an ongoing expanding bank. The 5-year bonds
that were floated 5 years ago became due last year, were refinanced,
and interest was paid from the current earnings of the institution.
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In the order of two-thirds of the ordinary capital loans of the
Bank, hard loans, are made from borrowed resources, reducing the
need for appropriated cash resources to fund or development ob-
Jectives.

So I would hope that the value of borrowed resources would continue
to increase, reducing the call qun budgeted resources to-expand the
operation of the Bank. This is the reason behind the $337 million call-
able capital contribution. That is a guarantee capital, it is not appro-
priated funds, in the sense of cash expenditures, because with this
guarantee capital they go to the private market and get new money for
the Bank

Our objective is to stretch out the length of that debt as long as
possible to sustain the long-term development lending program that
the Bank has.

Mr. PassmaN. Would the gentlewoman yield ?

Mrs. Rem. Yes, Mr. Chairman.

Mr. PassmaN. We are dealing with appropriated funds. This money
is appropriated. You could call it in 30 minutes, could you not?

Mr. PerTY. On the callable capital ?

Mr. Passman. Yes.

I mean the Congress appropriates the money, and it is available for
call any time without any further notification to the Congress or its
committees, isit not.?

Mr. Perry. Not on the callable capital, Mr. Chairman, unless the
conditions for call exist. '

Mr. Passman. Then why are you asking us to appropriate it ¢

Mr. Perry. Well, it is against the callable capital that, if the Bank
is unable to meet its own obligations——

Mr. Passman. Then they can, without any further notice, call on
this callable capital ¢

Mr. Perry. Pari passu, with the call on the other members’ capital.

Mr. Passman, I know that. But I will get into it further on my time.

Thank you, Mrs. Reid.

Mrs. Rem. That is all, Mr. Chairman.

Mr. Passyan. I apologize.

I just wanted it understood that we are dealing with appropriated
fumis in this request.

Mr. Hathaway ¢

' IDB AUDITING PROCEDURES

Mr. Haraaway. Mr. Petty, I want to welcome you to the committee.

What auditing procedures do you have for the Bank?

Mr. Perry. Several, first Price-Waterhouse conducts its normal
financial audit of the type they do of our major financial institutions.

Second, there is an internal audit of the procedures and operations
of the Bank.

Then there is what is now called the Selden amendment audit, which
1s a board, an audit group of three men that reports to the executive
board on a management type of audit.

This is an end use, comprehensive audit, not the “finger-in-the-till”
type of evaluation. Operations evaluation audit, I should call it.
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STRICTER CONGRESSIONAL CONTROL

Mr. Harraway. Many members of the House have advocated that
there be a stricter congressional control of the loans made with our
money. What effect do you think this would have on the operations
of the Bank?

Mr. Perry. In an institution like this, in which we, along with other
countries—in this case 22 other countries—share membership, there is
a degree of arm’s-length transaction that is consistent with a partner-
ship where no one partner dominates and controls the institution. Be-
cause if that is done, it is not a multilateral institution.

We have been very conscious of the concerns of Congress and our
own. Subsequently, I hope to elaborate on the point that Mr. Roybal
made, which is that we have, following the indication of the chairman
and other committee members last year, sought changes in different
provisions and policies within the Bank so that the voice of Congress
and the representatives of the taxpayers are heard through our exec-
utive director in the policies and operations of that institution.

Mr. HatnAawAY. Do you feel that the other 22 countries would not
contribute any more if we had a greater control ¢

Mr. Perry. At a certain point you lose the value of the multilateral
institution, where we are getting their own involvement, their own
contribution of resources, their own commitment really to the whole
development process of Latin America.

They feel this; this is a vital element of this partnership with Latin
America. We are quite convinced that the controls and procedures
and the efforts that are being made to constantly improve them, sat-
isfy our business criteria, but again with the benefits of greater devel-
opmental contribution.

EXPANSION OF IDBE MEMBERSHIP

Mr. Hathaway. Is there a chance of other countries besides the
United States and the other 22 getting involved as participants?

Mr. Perry. Yes, sir.

Mr. HaraawAay. Not as borrowers?

Mr. Perry. No.

Negotiations are presently going on among the board of governors
and shortly will commence with other possible donor countries. Under
one eventuality, the U.S. share of the bank of 42 percent could dimin-
ish say to 37 percent, the difference being picked up by other donor
countries who would help share the bill. Y

Under another possible configuration of the result of the negotiafion,
it might even go a little bit lower than that. So there are deliberate
efforts to bring in other donor countries to carry this burden.

Mr. HatHAwWAY. What other countries ?

Mr. Perry. Canada, the donor countries of Western Europe, such
as Germany, England.and Sweden, and' Japan, would be the doors
we would knock on.

Mr. HaraAwAY. And you are negotiating with them ?

Mr. Perry. Yes, sir; we are with the Latins, and we and the Latins
will shortly do so with the others.
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EXPERIENCE ON LOAN COLLECTIONS

Mr, Haraway. Just one last question.

What has been the loan experience? I suppose you could just tell
the hard ones and the soft ¢

Mr. Perry. There are two bad loans that go back to the early 1960°s;
one was charged off after a partial recovery; the other is now being
worked on. There are no other bad loans.

Mr. Hataaway. What are those two bad loans; what do they amount
to?

Mr. Cosranzo. In both cases they were to private companies. One
was to a company in Brazil, in the amount of $8,7 million: the second
one was to a company in Argentina in the amount of $3 million.

Mr. Haraaway. We have lost the entire amounts. no security or
anything could be recovered ?

Mr. Cosranzo. No. There was a recovery on the loan to Argentina
in the amount of about $1 million: a loss in the amount of $1.8 million
was written off by the Bank.

In the Brazilian case, foreclosure proceedings are currently pending
and it is hoped that the Bank will be able to recover.

Mr. Hataaway. Are those both government-guaranteed ?

Myr. Perry. No, no government guarantees on either of these loans.

Mr. Hatnaway. Is it customary to get government guarantees?

Mr. Perry. It is now, it was not in the early days of the bank.

Mr. Haraaway. Thank you, Mr. Chairman.

Mr. Passman. If the gentleman would yield before vielding back.

Mr. Haraaway. Certainly.

Mr. Passman. T would like to have you place in the record at this
point: The date that the loans were actually approved, the dates of
the disbursements, and the terms of those loans. Without getting too
much into detail, do you remember at this time the terms of the loans?
Were they for twenty years or forty years?

Mr. Cosranzo. I would assume they would have been shorter than
that. These are ordinary capital hard loans.

Mr. Passman. Do you have it ?

Mr. Costanzo. The Brazilian loan was made in 1961. with a final
maturity date in 1971.

Mr. Passman. All right. How about the other one ?

Mr. Costanzo. The Argentine loan was approved in 1961. I do not
have the information here on the final maturity date, but as an indus-
trial loan it probably would have been about ten vears also.

(The information follows:) 3
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VIALSA, B.A.

First Loan : Approved December 1k, 1961

U.S. dollars

Disbarsed:
Year Amount,
1962 § Lsh,sub
1963 639,318
1964 1,064,711
1965 39,470
Total 2,198,043
Less repayments 220,000
Balance unpaid Elifj?ﬁ-:oﬁ3

Terms: |

Security - first mortgage on land and buildings and chattel mortgage on
machinery and equipment. |

Principal repayments to be made in 19 semiannual installments commencing
June 15, 1965, with final payment not later than December 15, 1573.

Interest at the rate of 5.75 percent per annum on principal amounts out-
standing.

Commitment fee of 0.75 percent per annum on undisbursed balances.

Final date for disbursements - June 15§ 1965.

Loan Approved August 12, 1965

U.8, dollars Us$ 600,000
Argentine pesos-U.8.dollar equivalent | 200,000

Total Loan $ 800,000

Disbursed:
Amount

$ 283,166
255,150
135,250

$ 673,566

Terms:

Security - extension of mortgages of first loan to cover second loan,
Principal repayments to be made in 14 semiannual installmenta to begin

June 15, 1967.
Interest at the rate of 6 percent per annum on principal, amounts outstanding.
Commitment fee of 1 percent per annum on undisbursed balances.
Final date for disbursements - December 31, 1967.
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. Mr. Passman. So you are actually being a little hasty, are you not,
;n cl(llawrglng off a loan when actually the Fast installment has not ma-
ured ?

Mr. Costanzo. Actual defaults occurred.

Mr. Passman. You had defaulted, but you said you had charged it
off, already, half of it, did you not?

Mr. CosTanzo. The bank foreclosed——

Mr. Passman. All right.

Mr. CosTanzo. After the default.

Mr. Passman. Are they in bankruptey ? Are they out of business?

Mr. CosTaNzo. Yes, sir.

Mzr. Passman. Did you liquidate all the assets?

Mr. Cosranzo. Yes, sir; they were liquidated in the Argentine case.

Mr. PassmaN. These are the types of projects the committee is going
to look at in the future. I think it would help make a better oper-
ation. It is not going to be as easy as you gentlemen figured this year,
to come here and skyrocket these multilateral organizations and take
the control of funds away from this committee with no right of exam-
ination on the projects. These programs are being fragmentized.

Mrs. Rem. \Bould you yield at this point ?

Mr. Passman. Yes.

Mrs. Rem. I would also like to know when you supply all of this
information for the record just what procedures do you have for col-
lecting loans that are in default ?

Mr. Haraaway. If you will yield further, you could also tell us
the percentage of the loans.

r. Passman. Put the information in the record on those two cases.

(The information follows:)

All loan contracts contain provisions on the action to be undertaken in case of
a default under the loan. In most cases the contract provides for a guarantor
which normally is either the Government or a governmental development bank,
although occasionally it may be a commercial bank or other entity. In such
cases, a separate contract of guarantee is signed which comes into play if the
borrower does not meet its scheduled amortization and interest payments. In
the early days of the Bank some loans were secured by mortgages or other liens
which in case of any default would be foreclosed upon.

RECAPITULATION OF UNPAID BALANCES

Lutcher S.A. Vialsa S.A. Total

e SR D e S e T e TR T $5,973, 043
MmN R L S S e | SN0 673, 566 4, 660, 258

MO L T o e s i B T TR Y o 2,651,609 10, 633, 301

Note: The total 01"310.613.302 I.lflflid under the 4 loans is equivalent to 1.61 percent of $661,507,741 in ordinary capi-
tal loans outstanding as of Dec, 31, 1970,

Mr. Roysar. Mr. Chairman, may I also be permitted to submit to
you a list of questions with regard to several other loans, which in my
opinion are not good loans?

Mr. Perry. We will be very happy to receive them, to report and
diseuss them as you wish, sir.

Mr. Passman. I hope, even if there are prolonged sessions, even
night sessions, that we will get to the bottom of some of these bad
loans and find out what it is all about.




Let me assure you, Mr. Director, there is nothing personal about
this examination, but we must get it on the record. I want to read this
verbatim from the justification material submitted by the Inter-
American Development Bank.

“Consequently, it is important that the $50 million of paid-in
capital and the $336.8 million of callable capital for fiscal year 1971
be made available through a supplemental appropriation.”

Did I read that correctly ?

Mr. Perry. I am sure you did, sir.

Mr. Passman. I want you to verify it. This is yours, not mine. Did
I read it correctly?

Mr. Perry. Yes, sir.

Mr. Passaman. So we do appropriate the money, do we not?

Mr. Prrry. Oh, yes, indeed.

FULL FAITH AND CREDIT OF THE UNITED STATES

My, Passman. That is wonderful. We have been told that if we
would appropriate the money it would make it much easier, because
the good faith and eredit of the United States is not sufficient.

You might refresh your memory. I don’t know whether you testified
or your predecessor. Perhaps some of you remember the interrogation,
where we were told that it would be better if we appropriate the
money. Now we do appropriate the money. Would it not serve the

same purpose if the good faith and credit of the United States was
substituted for the actual appropriation? Wouldn’t that be as good
as an appropriation in the callable capital category ?

Mr. Perry. There is no question in my judgment, sir; whether or
not we seek an appropriation of this callable capital.

Mr. Passyan. But you are asking for all of this callable capital to
be appropriated and to be on hand. We are not moving on the good
faith and credit of the United States that in case of default we will
put up this much money. You are asking for the money to be appro-
priated in advance.

Mr. Perry. Yes, sir.

Mr. Passman. So it will be available, isn’t that correct ?

Mr. Perry. Yes, sir.

Mr. Passman. After we appropriate this money, then it is available
to you people under your formula, in the event that there should be
some upset in the operation ?

Mr. Perry. Yes, sir.

Mr. Passman. And you have access to it without any further noti-
fication to any of the committees of the Congress?

Mr. Perry. Yes, sir.

Mr. Passman. That is what T wanted to clear up.

Mr. Perry. The other situation would be to go out and have someone
make a commitment in effect with recourse to the U.S. Government,
with the full faith and credit behind it, without having it appropri-
ated, and then come back in case of trouble and say, “Look, Congress,
please pick up the chips.” f

Mr. Passman. That is just like saying the United States is not
trusted and the only way we can do business is for the United States
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to appropriate that money. It should be understood that all the coun-
tries will pay their part if and when it is needed. It looks to me like it
would be sufficient to say, all right, if there should be a default then
we are willing to come in for this amount.

Mr. Perry. You are not recommending, are you, Mr. Chairman——

Mr. Passman. That the money not be appropriated but that there
be some indication that we are guaranteeing defaults up to this amount
of money.

Mr. Perry. But the point T am trying to make, is that lacking this,
and in an emergency, having to call upon it we would be coming back to
the Congress to——

Mr. Passman, Then you are anticipating you would have to lose this
account.

Mr. Perry. That is not my point. Further, this undertaking is re-
quired by and satisfies the private bond market. It is the private
capital sources which give a multiple of two or three of paid in
resources.

Mr. Passmax. I don’t know how the committee feels but T can tell
you I am frustated, frightened, disillusioned and dissappointed that
the people downtown would put out press releases which state: “U.S.
moves to reduce AID role overseas”, and then we see large increases
requested for the multilateral institutions. The foreign assistance re-
quest this year is the highest in the history of the aid program, when
you put all pieces together. Last year we had 27 spigots. I think you
gentlemen are familiar with them. We put out this %i:t of them each
year. The total last year was $12,133,525,000. This year the 27 spigots
total $13,517,628,000, and we find that large amounts are being scat-
tered into the Inter-American Bank, Asian Development Bank, and the
International Development Association, Members of Congress, who
are busy on other committees say wonderful, we are reducing aid but
1t is actually increasing. I don’t believe the President looked at this
or he would not have permitted this document to come down. Let me
proceed with the examination. T will give you one of these with my
compliments. They come right out of the budget. 4 _

Just a few of us can take the time and have the time to go into this,
but you people have, including all spigots of aid, some 60,000 on the
payroll, 1f you pick up all categories, and all of them are some type of
an ambassador for foreign aid.

IMPOUNDING OF AID FUNDS

Am I correct or not in stating that in Mr. Johnson’s closing years,
it was either his last year or the year before he went out of office,
that there were substantial funds impounded for all types of {)ubhc
works projects in America, including school construction, colleges,
flood control, rivers and harbors. Are you gentlemen familiar with
that?

Mr. Perry. Yes, sir.

Mr. Passman. I believe we established for the record that at that
time not one single foreign aid program anywhere on the face of the
earth, about 4,000 of them in 99 nations, had one dime impounded. Is
that the record ¢ -
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Mr. Perry. I am not sure of that fact. I could imagine that being
the case.

Mr. Passman. It sounds like the record, doesn’t it? Sometimes I am
ashamed to face my constituents since that is the record. I am going
to be surprised if you people get half of what you are asking. You
might as well make up your minds you have a rough road to travel
because we have to borrow this money. We have to close projects down
in America to start these projects. I believe that Mr. Nixon last year
put certain important projects in the deep freeze, such as flood con-
trol, reclamation, schools, rivers and harbors, is that correct?

Mr. Perry. As part of the anti-inflationary program there was some
of this, yes, sir.

Mr. Passmaw. Isn’t it true that he did impound funds?

Mr. Perry. Yes, sir.

Mr. Passman. Do you know of a single foreign aid program that
has been put in the deep freeze?

Mr. Perry. I know of many foreign aid programs where project
loans and disbursals have not been made, have been held up
because——

Mr. PassmaN. Do you know of any that were ongoing, where they
had been 85 percent completed, where they were put in the deep
freeze and closed down for lack of funds? Can you name one?

Mr. Perry. No, sir.

Mr. Passman. Thank you very much. You have answered my ques-
tion. That is the record. That is what frightens me, because we seem to
place a priority on people all over the world, and hold back important
projects in our own country.

Mr. Perry. I think it is worth making the record complete, Mr.
Chairman, where the lending operations of these institutions—I have
in mind IDA and the World Bank during the period you are talking
about—was actually held up because——

Mr. Passman. I asked you to cite one for the record. I want you to
cite a project for the record. I say this very respectfully. Cite a proj-
ect. I am not citing names. I want you to cite a project. 1 can show you
good flood control projects, reclamation projects, school buildings and
others where they put the money in the deep freeze. I want you to cite
for the record one specific foreign aid project by name where an on-
gﬁmg project had to be closed down because you didn’t have funds to
allocate,

Mr. Perry. I can cite projects that were postponed for a year be-
cause of

Mr. PassmaN. You are talking about projects that hadn’t been
started. T am talking about projects that had been started, ongoing,
that you closed down. Will you put one in the record and at some
subsequent date we will return and discuss it ?

Mr. Perry. All right, sir.

(The information follows:)

PROGEAM REDUCTIONS

Of the $12.7 billion indicated by the Deputy Director of the Office of Manage-
ment and Budget on March 24, 1971, as being withheld from obligation, the
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amounts being withheld that relate to projects on programs in the foreign
field are as follows: .
Millions of dollars

A. Economic Assistance

Supporting -Ansistence. ..o ool S ol Lan S
Prototype Desalting Plant Project

Development Loan

Foreign Investment Guarantee Fund

! Less than $0.5 million.

Since the Inter-American Development Bank follows the practice of not making
a4 loan commitment until full funding of the project is in hand, cases of the
closing down of projects in the course of execution do not arise.

REQUEST IN PRIOR FISCAL YEAR

Mr. Passman. Concerning the Inter-American Development Bank,
you are requesting $50 million of paid-in capital stock for fiscal year
1972 plus an additional $486,760,000 that would be made applicable
to fiscal 19717

Mr. Perry. Yes, sir.

Mr. Passman. At the time that you appeared before the committee
last year, did you make any reference to this item, what the need
may be before the end of the current year? You didn’t anticipate at
that time that you would need this supplemental, did you ?

Mr. Perry. Yes, sir; this was part of the authorizing legislation
for 1971.

Mr. Passman. I say did you state to the Committee on Appropri-
ations when you came before us that you would be making a supple-
mental in this amount applicable to the current fiscal year?

Mr. Perry. It was in the budget for fiscal 1971.

Mr. Passman. That is a good statement, but you didn’t answer my
question. Did you testify before this committee: “Mr. Chairman and
members of the committee, we will come in for a half billion dollar
supplemental before the end of the fiscal year.”

id you make such a record before the committee ?

Mr. Perry. I will have to check the record. I haven’t read the record
recently.

Mr. Passman. You mean to tell me that you don’t actually know
when you are dealing in figures of a half billion dollars whether or
not this was mentioned to this subcommittee ?

Mr. Perry. I am saying I haven’t read my exact words that 1
testified.

Mr. Passman. On this?

Mr. Perry. On this point.

Mr. Passman. What did you say for it?
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Mr. Perry. That we did discuss it last year, the negotiations in the
multilateral institutions, the other programs. I believe we were here
last year on the Asian Development Bank.

Mr. Passyan. I am talking about the Inter-American Bank now.

Mr. Perry. I don’t believe I had the privilege of testifying on the
Inter-American Development Bank last year.

Mr. Passman. Thank you very much. You have answered my ques-
tion. You have the right to take the long way around, but I am going
to follow you closely. You don’t recall testifying on this amount. That
was the question I asked. You don’t remember it and I thank you.

Mr. Perry. But I do recall advising members of this committee
that we were at that time in negotiations with the Latin Americans on
capital replenishment of the Inter-American Development Bank.

Mr. Passman. You didn’t state any figure of that magnitude did
you?

CONTINGENCY ITEM IN FISCAL YEAR 1971 BUDGET

Mr. Perry. At that time under negotiations there was a contingency
item in the President's budget of $540 million, but no specific amounts
on it because we were at that moment in the course of negotiations.

AMOUNT OF FUTURE REQUESTS

Mr. Passman. You have answered my questions the second time
in the aflirmative. You had no figure. That is why it is very stagger-
ing to me to have requests of this magnitude. Today you are asking
us to consider a request for $50 million for paid in capital stock for
fiscal year 1972, and for $486,760,000 for several supplemental items
applicable to fiscal year 1971, is that correct ?

Mr. Perry. Yes, sir.

Mr. Passmax. I notice in the budget and in your justifications that
you plan to request about $1,823,520,000 in the next 2 or 3 fiscal years;
is that correct?

Mzr. Perry. Yes, sir; including the present requests.

Mr. Passmax. As I stated earlier, really we are going to have to bor-
row this money, aren’t we? We are going to be operating on a $20
billion deficit for this fiscal year, and in all probability the same thing
is going to be true in the next fiscal year, and in these instances the
money will have to be borrowed, won’t it ?

Mr. Perry. Certainly the callable capital will not, sir.

Mr. Passsax. I am talking about the cash outlays.

Mr. Perry. Where we have revenues of about 90 to 95 percent
of our expenditures, that differential will have to be borrowed.

NEED FOR CALLABLE CAPITAL

Mr. Passmax. And isn't it also true that under your previous state-
ment, you could be confronted with an emergeney and would have to
call for this callable capital and maybe yon wouldn’t have time to come
to the Congress for an appropriation? Is that why you want the cal-
lable capital available?
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Mr. Perry. We want the callable capital to make sure that we can
get the money out of the private market, so the development objectives
will be achieved without

Mr. Passaax. In the event you don’t do that, and you have to call
on Uncle Sam, then you have the right to call for this money and
spend it, do you not ? ;

Mr. Perry. For the purpose of making good the Bank’s obligations.

Mr. Passman. So if yon have any upsets in the economy or maybe
they are defaulting in other countries and you have to have this
money known as callable capital, our country would have to borrow it,
would it not ?

Mr. Perry. This is characteristic of any government guarantee
program.

Mr. Passmax. I didn’t say how characteristic. I just want a direct
answer. That is correct, isn’t 1t ?

Mr. Perry. Yes, sir; and in the Banks for Cooperatives too.

REQUESTS FOR OTHER INTERNATIONAL BANKS

Mr. Passman. If you will give us a brief answer, you will save
a lot of money in printing this record.

Is it not also true that other international finaneial institutions,
such as the World Bank, International Development Association,
and Asian Development Bank, are seeking additional authorization
for funds applicable to fiscal 1971 as well as 1972

Mr. Perry. Yes, sir, the World Bank and——

Mr. Passman. IDA?

Mr. Perry. Not IDA. That is fiscal 1972, not 1971.

Mz, Passman. I want to get them all, because as T said, there is
nothing personal about this, but somebody is taking this committee
and this Congress for a ride. I think the Asian Development Bank
is asking for $60 million, aren’t they ?

Mr. Perry. For 19727

Mr. Passman. Fiseal year 1971, Take your time and look at your
own records. Am I correct?

Mr. Perry. Yes, sir.

Mr. Passman. Do you see the committee’s point, when you are
asking the United States to provide these additional moneys and it
appears now that the lowest deficit we can expect on June 30 is $18
billion, and in all probability the deficit for fiscal year 1972 could
conceivably be higher? Don’t they really appreciate having a com-
mittee like this, that would try to make a case and establish that some
of these things should be postponed until we can again operate on a
balanced budget ?

Mr. Perry. Mr. Chairman, I think as a Treasury officer these are
exactly the types of questions we examine too, in preparing our budget
requests for this type of program, and I think the questions you raise
are exactly the correct ones. This 1s why, for example——

Mr. Passaan. You say you do think they are the correct ones?

Mr. Perry. Absolutely.

Mr. Passman. Tappreciate that.
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Mr. Perry. This is why, for example, the appropriations request for
the Asian Development Bank was cut from $200 million to $100 mil-
lion during the same period when you were referring earlier to the
impounding of Federal expenditures. We have responded in the
multilateral lending area to the same type of domestic priorities you
have identified, sir. :

Mr. Passyan. God only knows if you hadn’t had the impounding or
the instructions to cut back, just what you people would have asked
for because you are above last year anyway.

EXPORT-IMPORT BANK

Mr. Perry. I am sure that I myself put the $4 billion for the Export-
Import Bank under your 27 items in quite a different category.

Mr. Passman. I am not examining the Export-Import Bank at
- this time. I would rather stick with the subject, and i% you want to

assign time for the l*}xl'mrl-lmpm't Bank when the time comes we
will be glad to let you in on that too. We know under the Export-
Import Bank that some of the loans now have maximum maturities
of 25 years, have they not ?

Mr. Perry. I think that is correct, yes, sir.

Mr. Passman. You also have another window under the Export-
Import Bank where the credit criteria has been lowered to where they
don’t have to meet the standard criteria, is that true?

Mr. Perry. Yes, sir.

Mr Passman. And then they also provide, when these loans default,
a way to even charge them off. I believe that is also in the legislation,
isn't it ?

i Mr. Perry. The provisions of charge-off of Export-Import Bank
oans.

Mr. Passmax. In the draft of the Patman bill you lowered the credit
criteria.

Mr. Perry. On the Export-Import Bank.

Mr. Passman. That is right and you even provided where these
funds would come from when they defaulted. So much would be with-
drawn from the Treasury and the other taken out

Mr. Perry. That is exactly right.

Mr. Passman. Thank you very much. Do you know why I put it in
there? Because you have those who are trying to turn the Eximbank
into an ATD agency and have succeeded in getting one window of the
Eximbank opened up——

Mr. Perry. I think the committee should then realize the most re-
cent loan passed by the Export-Import Bank is for the sale of aireraft
to a developed country of Western Europe where the air charter air-
line in Western Europe is hoping to bring more European tourists to
the United States, serving two purposes, one, to help our aeronautics
industry and two, to help foreign travellers increase tourist travel to
the United States.

Mr. Passman. Let’s hope they succeed but that doesn’t alter the fact
that you now have three windows, the regular window, the long-term
window that goes up to 25 years, and you have the one that provides
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loans to be made with a lower credit criteria than those carried in the
regular operation.

Mr. Perry. I am suggesting an aircraft loan to Western
Germany

Mr. Passman. You did answer in the affirmative, didn’t you?

Mr. Perty. Yes, sir.

Mr. Passman. Let’s hope they sell a lot of aircraft and make a lot
of profits. I am talking about the fact it has been modified to where
you actually have one window of the Eximbank as a first cousin to
foreign aid. That is why we list it where any American can judge for
himself. We are not criticizing, but giving the actual facts. If you
check with the budget, if you find this is off $2 I will buy you a new
tie. I am talking about $13,517,628,000. We have to look at the figures.
I know you people are going to do your best to justify it, but even you
people of the Treasury Department should keep in mind that if you
should confiscate all the wealth in America and turn it into money,
vou will still not have sufficient funds to do all the things labled
desirable.

Mr. Perry. I would suggest that the example I just gave the com-
mittee is more properly called domestic assistance than foreign
assistance.

Mr. Passman. Domestic comes first, does it not? Isn’t your first
obligation to your own family ?

Mr. Perry. There is no doubt about it.

Mr. Passman. Before you start looking after your neighbor’s?

Mr. Perry. There is no doubt.

RIGHT OF DETAILED EXAMINATION BY CONGRESS

Mr. Passman. Thank you. I thought you would give an affirmative
answer there. y

Mr. Director, as is indicated in the budget, we are heading more 1n
the direction of providing increased aid through multilaterial insti-
tutions, where Congress does not have the right to detailed examina-
tion. You agree to that, do you not ¢

Mr. Perry. Yes, and I think this is why

Mr. Passman. Thank you. We want answers. We don’t want you
to filibuster. ) : A

Last year, if you will remember, this committee placed several limi-
tations on the funds provided for those institutions which would have
provided Congress with detailed justifications on the projects. As soon
as this was discovered, individuals in those institutions said this could
not be done because other nations would place the same restrictions
on their funds. Do you remember that last year?

Mr. Perry. Yes, sir. _ . d

Mr. Passman. What is wrong with our Nation having the right of
examination, and giving other donor nations the right of examination ?
Don’t we have a partnership here?

Mr. Perry. I am mindful of the testimony of the Comptroller
General of the United States, who on this point——

Mr. Passmax. Did you peonle support it until you heard from him
or did you get him to oppose it ?
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Mr. Perry. The issue, Mr. Chairman, on those two amendments, as
I recall the chronology, arose after the statement to which I wish to
refer that Mr. Staats made, I believe. in March of last year. The exact
quotation I don’t have, the point of which was—I may have it here
he recognized that when the United States joins an international or
multilateral organization, there is really a certain delegation and a
certain expression of confidence in these institutions. If I may give
you the exact quote, sir, the one Secretary Kennedy used last year——

Mr. Passaan. Will you also put in who prepared the quote for him,
but read it. We will listen.

TESTIMONY OF COMPTROLLER GENERAL

Mr. Perry. 1 think it will be quite clear that we discovered this 2
months after he testified. This is Comptroller General Staats speaking :

We recognize that U.S. efforts toward improved management of activities of
the international organization, of which the United States is a member, must be
undertaken and assessed within the framework of the character of the organiza-
tion and that membership

This is the phrase I was trying to recall—

presumes a willingness on the part of member nations to rely on the management
of the organization. We also recognize that constraints on actions that can be
taken unilaterally are an inherent part of such membership, no matter how
constructive the proposed actions might be.

OPPOSITION TO SECTIONS 504 AND 505

This 1s why, sir, in our administration’s response to sections 504
and 505, last spring we felt that we could achieve the purpose which
Congress clearly expressed and so properly expressed through the pro-
cedures and techniques available within the multilateral institutions.

Mr. Passmaxn. Then, of course, the Department did oppose the
amendment. I don’t like to say, “my amendment,” even though I pro-
posed it because it was approved all the way through the House.
You people did not approve this amendment as a policy body.

Mr. Perry. That is correct. We believed that that would be counter
to the multilateral institution concept.

Mr. Passman. I don’t care what you think. We will clear that up
later. You opposed it?

Mr. Perry. Yes, sir.

Mr. Passasan. Now the question : What would be wrong with pass-
ing such an amendment giving the Members of the Congress the right
to examine, in detail, on those projects known as multilateral projects,
contained in the multilateral organizations? We put up, in all prob-
ability, about 75 percent of the money, 40 percent direct, but most of
the recipient nations get back two or three times what they pay in.
What is wrong with the responsible committees of the Congress exam-
ining these projects. Why couldn’t it be done and why couldn’t we in-
form other nations that this will be the policy in the future? What is
wrong with that?

Mr. Perry. I think we should recall that the provisions of sections
504 and 505




Mr. Passman. Let’s amend sections 504 and 505 and you answer my
question: What would be wrong with this committee or any other
responsible committee of the Congress having the right to examine
these projects?

Mr. Perry. Each individual project——

REVIEW OF PROJECTS BY CONGRESS

Mr. Passmax. If we should make up our minds that it was neces-
sary. Remember, you have 4,416 projects in 99 nations and four ter-
ritories of the world. We couldn’t examine on all of them. We would
be very lucky if we examined on 25 of them. I am asking why
shouldn’t we have the right, if we should decide with a certain project
that we should go out and look at it, if it is funded under a multi-
lateral organization. What is wrong with it ?

Mr. Perry. It would be challenging the essence of the multilateral
organization, Mr. Chairman. :

Mr. Passman. We like challenges.

Mr. Perry. It is the point I was trying to make earlier. A detailed
audit by an agency of one member is inconsistent with the multilateral
character of these financial institutions.

Mr. Passman. We usually put up, as one nation, about 40 percent
of the money going to all these multilateral organizations.

Mr. Perry. Twenty percent of the Asian Bank, 27 percent of the
World Bank hard loans, 40 percent of the World Bank soft loans,

Mr. Passman. Let’s get back to the real old give-away agency, how
about the International Development Association ¢

Mr. Perry. We give 40 percent of the donor countries.

Mr. Passman. I believe many of the recipient countries who we call
donors are the recipients of it, are they not? Don’t they borrow some-
times as much as 40 times as much as they pledge? Let’s go to Pakistan
and India. Aren’t they members?

Mr. Perry. They are not donor countries.

Mr. Passman. Are they members?

Mr. Perry. That is right, they are borrowing, but not donor
countries.

Mr. Passman. Look at the record. Some of them put up very small
amounts.

Mr. Perry. That 1s token capital, right.

(Discussion off the record.)

Mr. Perry. There are two categories of members, donor countries
and borrowing countries.

Mr. Passman. Let’s take India’s subseription. In last year's hear-
ings we were told it was $40,350,000, and yet India received $1,092,-
600,000 out of the organization.

We do this so that when you come to us talking about the multi-
lateral organizations like IDA, we believe that we actually put up
possibly 90 percent of the total, becanse we list these nations as
donors, but at the same time they are recipients of very large grant aid
programs, to fund their commodities, releasing to them their earnings
where they can make these token contributions. Let’s get back to the
basic question. Don’t you think we could come up with a formula, when
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we start making these pledges? All you have to do is to propose it and
stand firm that we are willing to proceed on this formula, but we want
the right of examination, that the committees of the Congress insist
on having the right of examination on any selected projects. What
would be wrong with it, if we felt that we should examine them ?

Mr. Perry. I think that Congress accepted an appropriate middle
ground between the need for full information, full disclosure, full
access on the one hand, and infringing upon the multilateral charac-
ter of an institution on the other, when they adopted the Selden
amendment. The Inter-American Bank has really, upon the initiative
of Congress, established——

Mr. Passman. Off the record.

(Discussion off the record.)

Mr. Passman. The basic question is: “Couldn’t we discuss a formula
that would make it possible for the responsible members of the com-
mittees of Congress to go out and examine projects or to have you
people bring the information on any project we wanted where we
could examine it?

Mr. Perry. I think we are doing this pretty well, Mr. Chairman.

Mr. Passman. Where?

Mr. Perry. We have had recently a project visited in Buenos Aires
when we were down there, half a dozen members of the House Bank-
ing and Currency Committee, which visited an urban development
project in Buenos Aires last month.

MAILLARD AMENDMENT

I think Congressman Hays set a precedent and made a record
on this as to what is the appropriate balance between what you
are seeking and what we are seeking to provide. Here I refer to
the Maillard amendments, so called, where it is a fund that is 100
percent 17.S. sources.

Mr. Passman. We have that right on bilateral, do we not ?

Mr. Perry. Yes. sir, where it is 100 percent U.S. money.

Mr. Passman. We don’t have that same right on multilateral.

Mr. Perry. Not where it is not 100 percent U.S. money.

Mr. Passman. Thank you very much. You answered a question
straight out. Where it is not 100 percent U.S. funded, it is multilateral,
isn’tit?

Mr. Perry. Our formula is usually quite a distance away from 100
percent,

Mr. Passman. I ought to be satisfied with a complete and forth-
right “Yes" answer. I shoudn’t harass you any further.

The way we handle IDA, when we make the appropriation, it is
turned over to them as a lump sum, is it not ?

Mzr. Perry. We give them a letter of credit which they draw against.
We don’t have the lump sum money.

Mr. Passyman. That goes in with all of the other donor nation’s
contributions and is put in one account and disbursed out of that one
account, is it not ?

Mr. Perry. Yes, sir.
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U.N. AGENCIES AND FUNDS TO CUBA

Mr. Passman. So in reality that, within itself, might justify you
people in saying, as I think you have said before, “We haven’t given
this country any U.S. funds,” but we find that even Cuba participates
in certain of the U.N. technical aid projects, does it not ?

Mr. Perry. They are not a member of the Inter-American Bank.

Mr. Passmax. But I say they do. I am talking about a multilateral
organization. Cuba actually, I believe, under the multilateral organi-
zation that has testified before this committee, would be eligible, be-
cause they are a member of the United Nations: are they not ?

Mr. Perry. There is a distinction between some of the specialized
agencies, and the United Nations.

Mr. Passman. Aren’t they members of the United Nations?

Mr. Perry. Yes, sir.

Mr. Passman. And I believe that we have made contributions to
Cuba out of the UNDP account. Let’s read it into the record:

This appears on page 250 of part 2 of last year’s hearings. The pur-
pose of this is to establish that we should have the right to examine
on individual projects. I am not harassing you. I am trying to estab-
lish it so maybe this time we can get this legislation through.

Mr. LoNa. So they are getting aid from the United States. Substantial aid?

Mr. PassMAN. Indirectly.

Mr. DEPAMA. Yes, indirectly.

Mr. Lo~e. But they are getting it?
Mr. DEPALMA. They are getting it.

Going over to page 251:

Mr. PAssmaN, If it is handled on that basis and aid moves into an interna-
tional organization and if Cuba remains a member of the organization which
distributes these funds, then the same formula could apply in larger amounts if
the operators of the international organization should determine, is that correct?

Mr. DEPALMA. Yes.

Mr. Passaan. I have read the record correctly.

Mr. Perry. Yes.

Mr. Passman. Now you know why we are trying to get it where we
can examine in detail. o= . i

Mr. Perry. Mr. DePalma was testifying on the international or-
ganizations of the United Nations which is a one country, one vote
organization. I am testifying for the international institutions——

U.8. ELIGIBILITY TO BORROW FROM IDB

Mr. Passman. Let’s move to Latin America then. Every Latin
American nation that makes contributions to the Bank, is likewise
eligible to borrow from the organization, is it not ?

ﬁr. Perry. Yes, sir.

My, Passman. But not the United States.

Mr. Perry. Technically the United States is eligible to borrow.

Mr. Passman. The United Statesis?

Mr, Perry. Yes, sir.

Mr. PassmaN. How much have we borrowed ¢
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Mr. Perry. We haven’t. I said technically we are eligible to borrow.
The purpose of the institution is to provide development assistance
for the lesser developed countries. We have lesser developed areas in
the United States but we also have greater capital resources and
capital mechanisms to divert our own national resources to those
points.

Mr. Passman. Let’s get back. You make these nice speeches and I
like to hear you talk because you make good ones, but let’s just go
back to basic facts. Every contributor to the Inter-American Bank
is eligible to borrow from the bank, is it not ?

Mr, Perry. Yes, sir.

Mr. Passman. You cite the point in the charter where the United
States is eligible. Will you do that? I won’t hassle with you. I just
ask you to quote for the record.

(The information follows:)

Article III, section 4, “Agreement Establishing the Inter-American Develop-
ment Bank” provides:

“Subject to the conditions stipulated in this article, the Bank may make or

guarantee loans to any member, or any agency or political subdivision thereof,
and to any enterprise in the territory of a member. * * * (Emphasis supplied).

LATIN AMERICAN CONTRIBUTIONS TO IDB

Mr. Passman. How many Latin American countries are con-
tributing ¢

Mr. Perry. There are 22 other members and they all contribute their
share of the capital of the bank.

Mr. Passyan. Their share is pretty small in many instances if you
want to argue that point.

Mr. Perry. It is 58 percent of the total, but some individual coun-
tries are less than 1 percent.

Mr. Passman. That is what I thought, but they are eligible and most
of them have obtained loans from the Inter-American Bank?

Mr. Perry. Yes, sir.

Mr. Passman. What happens if a nation turns to the left and they
are tending toward communism? At what point do we move in and
say we think we should suspend disbursing any more money in this
country until we know in what direction they are traveling? Do you
have anything in there to protect you against such instances?

Mr. Perry. You are asking a policy question. The Articles of the
Bank—Article 3, Section 4—say that any member of the Bank is
eligible to borrow. I think the question you are raising is whether,
as a matter of policy, situations come—and you may be addressing
yourself to the Chilean situation——

LOANS TO CHILE

Mr. Passman. That is exactly what T am leading to. You people
have approved loans to Chile without really knowing in what direc-
tion they are traveling. I think recently I read where substantial loans
were approved for Chile, is that right?

Mr. Perry. In the first week of January, Mr. Chairman, we inform-
ally notified the other members of the Bank that we were prepared to
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agree to two loans to universities in Chile, but that we wanted to be
satisfied on the question you raised, where Chile is going, before there
are any additional loans. The two loans that were made had been
underway for sometime with the previous government, had been ap-
proved over the summer, and were held up waiting for a confirmation
of the new government as to their local contributions.

Mr. Passman. But you turned around and disbursed the funds?

Mr. Perry. Made the commitment, yes, sir.

Mr. Passman. That is all we want to know.

Mr. Perry. With the added point as I have said, that we now want
to-see where their economy is going, what their development plans
are, and see whether they are consistent with the requirements of the
Bank to make any additional loans. -

Mr. Passman. And if they are consistent ‘with the Bank’s policy,
you would make loans. Again this committee would have no recourse.
We wouldn’t have the right to just call in and say, “All right. we are
going to freeze these funds, because we don’t approve of this.”

The policy of the Bank would decide whether or not they would
make additional loans to Chile?

Mr. Perry. The executive board decides each individual loan, Mr.
Chairman. As you know, we have a veto power over the Fund for
Special Operations of the Inter-American Bank. We have 42 percent
of the vote on the other window. I would like to discuss this Chilean
problem if T may.

Mr. Passman. We will get to that later. Let’s get some facts in the
record as to how much authority you have. T am just as sympathetic
with people in Chile as I am anywhere else.

(Discussion off the record.) : .

Mr. Passman. The trend is actually toward multilateral organiza-
tions distributing the aid program, is it not ?

Mr. Perry. Yes.

COMMITTEE EXAMINATION OF LOANS

Mr. Passman. And the further in that direction they go the less this
committee would have the right to examine. Isn’t that true under
present policy and law?

Mr. Perry. Right now, if T understand the operation of the bilateral
program—— "

Mr. Passman. My afoiogies, but you didn’t answer the question.
Don’t we lose the right

Mr. Perry. Individual committee examination of loans before they
are committed, prior to approval, is not present in the multilateral in-
stitutions. Congressional review, full disclosure and such certainly is.

Mr. Passman. That is all I want. The trend is toward multilateral
organizations. When you finally get all of this money over into multi-
lateral organizations, then it will just be a matter for this committee
to either approve or disapprove. There is no use harassing you and
other witnesses trying to get the facts, if they finally succeed in getting
it over.

(Discussion off the record.) g

Mr. PassmaN. The committee will take a brief recess.

60-208 O - 71 - pt. 1 ---18
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Mr. Passman. The committee will come to order.

Possibly I appreciate you much more than you realize because you
are a dedicated individual. You would not be before this committee if
whoever appointed you did not feel that maybe you could outfox the
committee, understand, and that your views would prevail and not
the committee’s views. So I have a lot of admiration for the stamina
and the fight that you put up but we do, nevertheless, represent you
people on that side of the table when we are trying to headoff some of
these expenditures.

Would you mind my putting some statistics in the record that you
should have?

Mr. Perry. No, sir.

PUBLIC DEBT AND STATUTORY OBLIGATIONS

Mr. PassMaN. Since we set up our first bookkeeping system in 1789 to
record receipts and expenditures, we have collected $2,235 billion in
taxes; but for every dollar we have collected in revenue, we have put
the Nation in debt an aditional 71 cents alongside each of those dollars.

So we have a true public debt of $1,630 billion. Every living Ameri-
can, the little babies born last night or the old man who will reach 100
tonight, owes his Government $8,205. We have two public debts. You
at Treasury look at the $397 billion borrowed money. That is the
smallest part of it.

We have 115 statutes that says we are going to give this to you in
subsequent years for some service previously rendered, but we have
created no reserves.

Very briefly stated, the Civil War was concluded 106 years ago, yet
we are mailing out checks to 669 widows and 449 children every month
from that conflict; veterans’ benefits are $8 billion a year. It will be
132 years before we meet our last commitment,

Take retired military personnel, $4 billion a year; interest on the
public debt, $51 million a day. So when you put the grand total to-
gether, you will find that it is $1,630 billion, and it is just as much an
obligation as the borrowed money. Do you not agree?

Mr. Perry. Oh, yes.

Mr. Passman. So there you are.

I think this great Secretary that Mr. Nixon appointed says that
there should be some accounting, there should be a Treasury state-
ment, as to the cost of these statutory obligations. We can get by with
passing laws to give you something as long as you do not make it a
part of that public debt.

So these are really some of the reasons why we fuss on this thing,
to see if somewhere along the line we cannot just cut back and
have a good close look at our own needs here in the States. If we have
to start projects, at least we ought to get an even break. We should
not start new projects abroad while we are closing down similar
projects in America.

LACK OF ENOWLEDGE ON TUSE OF FUNDS

.. S0 as to pin this down with respect to multilateral organizations,
1t 1s true, in the most part, or I should say without exception, when
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these appropriations, not the callable capital but the others, are finally
made to the World Bank, International Development Association,
Inter-American Development Bank, Asian Bank, that these funds are
made available, either sent to them or they have a letter of credit
where they can call them down.

Now when these funds go into these multilateral organizations, it
becomes comingled with contributions made by other countries. No
committee of the Congress knows when, where, or what kinds of proj-
ects are going to be approved out of those funds, do they ? ’

Mr. Perry. I think they know what the annual lending program is.

Mr. Passman. I did not ask that question.

Will you give me an answer, please? I want to know whether or
not there is any Member of Congress who knows when, where, or
what project is being funded, until after the fact?

Mr. Perty. No; not individual projects. _

Mr. Passman. Well, we have to deal, do you not agree, with indi-
vidual projects, because that is what we go by. .

Mr. Perry. You mentioned earlier this afternoon that there are
@ number

Mr. Passman. Four thousand four hundred and eight projects in 99
nations and four territories of the world.

Now you gave us a good answer. I do not know why I should elab-
orate on it.

Now I am of the opinion that if we should have an amendment
giving congressional committees the right of detailed examination on
these projects, that there would be very few in which we would ever
ask for detailed information.

SUPERVISION OF PROJECTS

I cannot believe that a multilateral project would be any better
supervised than a bilateral project, because bilateral Erojects, in the

main, are under the direct supervision of Dr. Hanna
are they not ¢

Mr. Perry. I think there are two answers to your questions.

Mr. Passman. Let’s answer the first one. Are not the bilateral
projects under Dr. Hannah and his staff?

Mr. Perry. They are.

Mr. Passman. All right, sir. Now I believe Dr. Hannah comes in
and they justify these projects on an illustrative basis and state that
they need a certain amount of money to continue these projects. We
have the right then to examine in detail on these projects at the time
he is before the committee, do we not?

Mr. Perry. Yes, sir.

QUALITY OF PROJECTS

Mr. Passmax. All right.

Now we find in many, many instances, where there have been projects
that they have obligated funds for, that have been dormant on the
books for 4, 5, 6, 7 years, where there has been very little, if any
disbursements. But they keep these projects alive.

Now, if those things happen in bilateral programs where we have
the right to look at them, I cannot believe it would be any better in
these multilateral organizations. Is that a fair assumption ?

and his staff,
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Mr. Perry. T would speak to that point exactly.

We are talking earlier about, are there any projects——

Mr. Passman. I do not want to go earlier. T wish you would give
me an answer to this and then we will go back. T have the right to
assume that your projects would not be any better than the bilateral
projects where we have close supervision.

Mr. Perry. I am not sure what your point is.

Mr. Passman. The point is that we have an irrigation project in
Pakistan, it is going to cost $11 million, they come in and get a slice
each year to continue it. We have the right to say how much have you
spent! What do you want this year? How much have you
accomplished ?

Mr. Perry. Yes, sir.

Mr. Passman. Now we have to get those answers. I want to say
again in many instances we find projects that have been dormant,
they have been funded, obligated, and dormant for 3, 4, 5, 6, years, you
understand, still in the justification book.

Mr. Perry. Congressman Roybal asked for some information.

Mr. Passman. They carried those projects as an obligation, and we
respect them, but I do not think that you people would have any bet-
ter projects, would you? Is your accounting system any better than the
bilateral system, where we have good supervision ?

Mr. Perry. The bilateral program has other features besides this
right that you are identifying, Mr. Chairman.

Mr. Passman. Would you give me an answer ¢ Then I promise I will
yield you 1 hour to elaborate on it. You have not answered my question.

I say this respectfully. I want to be kind. You and T have had this
every year for years. I am going to restate it,

We have a bilateral program and we have a multilateral program,
do we not ?

Mr. Perry. Yes, sir.

Mr. Passman. Under the bilateral program we have a right to take
this green book and go over page by page the projects that have been
partially funded in the past and they ask for a new slice to continue
the project.

We can go into detail. Under this system of the bilateral projects
we can point out many, many projects that they have had on the books
two, three, four, five years, where they have made no disbursements
and they say “Yes; give us a little time. We are going to deobligate
these projects.” They know we are going to look at them. Many of
them said, “Yes; we should have deobilgated many of these before.”

The question is, do you people have a better system of supervising
these projects? Do you have a better system of establishing a benefit-
cost, ratio than Dr. Hannah does with the bilateral projects?

Mr. Perry. We certainly have as good and maybe better.

Mr. Passman. As good and maybe better?

Mr. Perry. It operates a little differently because of the multilateral
character of the institution.

Mr. Passman. You are funding the same type of projects. I am try-
ing to establish whether you people in a multilateral division are su-
perior to those who are administering the bilateral program.
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Mr. Perry. Very frequently they work together on different types of
projects.

No; I do not think it is a matter of having one project better than
the other.

Mr. Passman. Do you think we should surrender our right of ex-
amination on bilateral programs? You cannot have your cake and eat
it, too. It should be one way or the other.

The responsible congressional committee should have the right of
detailed examination on any project that they want, either that or
nothing. We might just as well surrender all of it and let you people
cun it.

Mr. Perry. I am not recommending any change in the procedure on
bilateral, Mr. Chairman, or on multilateral.

Mr. Passman. You are having it, are you not—you are reducing the
bilateral ?

Mr. Perry. The bilateral.

Mr. Passman. And increasing the multilateral, are you not ?

TREND TOWARD MULTILATERAL FINANCING

Mzr. Perry. Last year there was an actual increase in bilateral, gen-
erally the policy trend is to move away from the bilateral toward the
multilateral.

Mr. Passman. You say gradually. Did you look at these sheets I
leftdhetl'e? When I looked at your request it didn’t look like it was
gradual.

Mr. Perty. I am saying many of the items are bilateral on the sheet
you have which shows $12.1 billion.

Mr. Passman. I don’t blame any witness for being evasive. That is
a man’s style and of course he has to proceed on that basis. May I ask
you this question:

IDB TIME DEPOSITS

As we look at the financial statement of the Inter-American Bank,
what is the amount of funds that the Bank has placed on time deposits
in other institutions?

Mr. Cosranzo. The total amount of time deposits held by this Bank
in other institutions is 407.5 million in dollars, and $219.9 million in
other currencies.

Mr. Passman. When we look at that, how much of that money is in-
vested in United States bonds?

Mr. CosTanzo. In addition to those figures I gave——

Mr. Passman. Let’s stick with this one figure. Of the time deposits,
U.S. dollars, $407,470,000, is that correct ?

Mr. CosTanzo. Those are deposited.

Mr. Passman. How much of that is deposited in the U.S. Treasury?

Mr. Costanzo. None of that.

Mr. Passman. Where is this money deposited ?

Mr. CosTanzo. In commercial banks.

Mr. Passman. In commercial banks in the United States?

Mr. CosTanzo. Yes,sir.

Mr, Passman. Is that monev available to fund projects?

Mr. Costanzo. It is available to meet disbursements on commitments.
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Mr. Passman. I say it is available to meet disbursements or new
commitments, is that correct ?

Mr. Costanzo. Yes, sir; but the bulk is against existing commit-
ments.

Mr. Passman. You also have then non-member currencies of
$219,929,000, do you not ¢

Mr. Cosranzo. That is true, sir.

Mr. Passman. Then you have acerued interest of $23 million.

Mr. Costanzo. Yes, sir.

Mr. Passman. So that gives you the total of $667,501,476 in
investments?

Mr. CosTanzo. Yes, sir.

Mr. Passman. And that money could be used to finance on-going
projects or to start new projects, 1s that correct?

Mr. CosTanzo. Yes, sir.

Mr. Passman. Thank you very much. We are making a record that
we must have.

What part of that, if any, is presently obligated for on-going
projects?

Mr. Costanzo. The uncommitted resources of the Bank at this time
are $67 million.

Mr. Passman. What do you mean uncommitted ? Let’s get down to
what they are committed for. These funds are on time deposits.

Mr. Costanzo. Yes, sir.

Mr. PassmaN. When are you going to pull them in?

Mr. Costanzo. When the loans already made need disbursements.

Mr. Passman. When do you anticipate you will need to draw these
funds!?

Mr. Costanzo. Over the next several years.

Mr. Passman. The next several years

Mr. Cosranzo. Yes, sir.

Mr. Passman. Isn’t that something, to come in here and ask us to
borrow money that we don’t know whether we can ever pay back, to
let you people build up a great big slush fund that you may be several
vears disbursing. May I ask you this question

Mr. Perry. This is why we have letters of credit, Mr. Chairman

IDB TOTAL ASSETS

Mr. Passman. Let met finish if T may, because I am representing
205 million American taxpayers. You are on the spending side and I
am getting paid to represent these people. If T don’t do the best T know
how, I could be replaced, and T think someday you will appreciate the
fact that we are trying, if not to help you, at least your children and
grandchildren. What are the total assets of the Inter-American Bank?

Mr. Costanzo. The total assets on the balance sheet in the ordinary
calzital are $1,461 million.

Mr. Passmax. You referred to that as liquid assets.

Mr. Costraxzo. No, sir, that is total assets,

Mr. Passman. But the $667,501,476, is in what you call the invest-
ment account. This is money you said would be available to finance
projects over a period of several years.
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Mr. Costanzo. Yes, sir, largely on commitments already made.
Mr. Passman. Thank you so very much.
Any additional funds that we give you will be put in either this

account or some other account for immediate disbursement, would it
not ?

Mr. CosTanzo. No. sir.

Mr. Passman. What would you do with it ?

Mr. Costanzo. Not in its entirety. The paid in capital would be in
the form of letters of credit. Therefore it would not be available for
investments or to go in this account, but only as loans are made from
our subscription and disbursement needs accrue would the Bank draw
on those funds to disburse for projects.

Mr. Passman. Under a tight operation, you could disburse out of
this account until you reach a reasonable reserve, could you not? You
could fund projects out of this reserve which you say would be dis-
bursed over a period of several years. You could use this reserve to
finance projects, could you not #

Mr. Costanzo. Not to make new commitments, however. To finance
existing commitments.

Mr. Passman. You said part of it was for existing projects and
part of it was to finance new projects.

Mr. Cosranzo. Part of it.

Mr. PassmaN. I am talking about the second part.

Mr. Cosranzo. Very small.

Mr. Passman. What ever it may be, it could be used ?

Mr. CosTanzo. Yes, sir, very small.

Mr. Passman. To finance new projects.

Mr. CosTanzo. A very small part ; yes, sir.

Mr. Passman. It would appear to me that you can take figures and
statistics to prove or disprove anything, but you can’t erase from the
record the fact that you people have $667 million on time deposit.
In addition to that, you do have a line of credit, do you not, with com-
mercial banks, from which you could borrow money

Mr. Cosranzo. This reflects the callable capital.

BORROWING OF FUNDS

Mr. Passman. Could you go out to local banks and borrow this
money ¢

Mr. Costanzo. As of the moment we can to the extent of $98
million.

Mr. Passman. Have you exercised that right under the law yet?

Mr. Cosranzo. Yes, sir; we have, and there is unused authority at
the moment of $98 million. The Bank has borrowed $915 million.

Mr. Passman. Why didn’t you disburse the extra funds in this
account ?

Mr. Costanzo. This account actually reflects, for the large part, the
proceeds of borrowings.

Mr. Passman. You have already made the record and you can'’t
erase it, that some of it was available for new projects. To that extent
it could be used, couldn’t it, for new projects?

Mr. Costanzo. To that small extent that I indicated ; yes, sir.

Mr. Sariver. Would you yield ¢
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Mr. Passman. I yield to the gentleman,

Mr. Suriver. I would like to know why you couldn’t use the $667
million, actually use it for making loans? = °

Mr. Costanzo. Mr. Shriver, all of that except $50 million is held
against loan commitments already made, and to meet disbursements
on those loan commitments as they arise. The Bank has followed, from
the beginning, a policy of not making loan commitments except against
member subscriptions and funds actually raised in the form of cash in
the private capital market.

Mr. Passman. Do you not have substantial interest coming in an-
nually on these investments ?

Mr. Costanzo. Yes, sir.

Mr. Passman. That interest conld be used, could it not, to start
new projects ?

Mr. Costanzo. That interest has led to the accumulation of a sub-
stantial reserve, part of which is reflected in these investments.

Mr. Passman. That is a good statement but you haven’t answered
my questions.

Mr. Perry. It is, Mr. Chairman.

Mr. Passman. Let me ask it and get a direct answer.

You have about $50 million a year coming in as acerued interest, do
you not, on your investments ?

Mr. Costanzo. Yes, sir.

STATUTORY RESERVES

Mr. Passman. That money could be used, could it not, to start new
projects?

Mr. Costanzo. There are some statutory reserve requirements which
the Bank must maintain.

Mr. Passman. How much and where do I find those in your financial
statement ?

Mr. Costanzo. There is a flat 1-percent commission charged on all
loans to establish a special reserve. That appears in the financial state-
ments in 1970. Income from those commissions was $5,970,000.

Mr. Passman. Are you privileged to borrow that money out of re-
serve? It is on hand, isn’t it ?

Mr. Costanzo. No, sir.

Mr. Passman. Tt is a dormant account. Are you getting interest on
it?

Mr. Costanzo. That is a dormant account.

Mr. Passman. Can you use the interest that you get on that ?

Mr. CosTanzo. Again the interest on that goes into the general re-
serve of the Bank, which could be used for operations.

LEGAL COMMITMENT

Mr. Passman. Let me ask you this question. If the Congress, in its
wisdom, should decide that they are not going to give you a dollar, we
would not be violating any legal commitment, would we?

Mr. Cosranzo. No, sir.

Mr. Passman: We have got an answer. That is all we want. I knew it
and I am glad you vertified that. If the Congress, in its wisdom, should
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and put money in the deep freeze for badly needed projects and we
cannot obtain sufficient money out of the economy to do what we think
1s the right thing in America, this program could be slowed down
temporarily, couldn’t it? '

Mr. Cosranzo. It would be slowed down.

Mr. Passman. But it could be slowed down and we would not vio-
late any legal commitment, would we ?

Mr. Perry. Mr. Chairman, I think we have tosay

Mr. Passman. Wait a minute, I want an answer. Would we violate
any legal commitment. He said “No.” Are you saying the same thing ?

Mr. Perry. I am saying the U.S. Government has a binding obliga-
tion on the basis of authorizing legislation. Congress has authorized
us to vote for the resolutions providing for these subscriptions.

Mr. Passman. Subject to a subsequent appropriation, isn’t that
correct?

Mr. Perry. Absolutely ; yes, sir.

Mr. Passman. Then we are not violating any legal commitment if
we don’t appropriate it, are we ? Is that right?

Mr. Perry. Under these arrangements Congress can refuse to ap-
propriate the funds.

Mr. Passman. T wasn’t saying anything about refuse. I asked the
question, and I am entitled to an answer for the record. If the Congress
in its wisdom should decide not to appropriate the money, then we
have not violated any legal commitment, have we ¢

Mr. Perry. The Congress has authorized

AUTHORIZATION “SUBJECT TO APPROPRIATION’

Mr. Passman. I didn’t say anything about authorizing. You just
said in the affirmative that it was dependant upon a subsequent appro-
priation by the Congress. These nations know that these agreements
cannot be carried out without an appropriation, do they not?

Mr. Perry. Our statement makes very clear that they are subject to
appropriation. L4 :

Mr. Passman. Subject to appropriation; which means that there
is no legal obligation violated if the Congress, in its wisdom, should
not appropriate the money ; is that correct ?

Mr. Perry. But the Congress also authorized—— .

Mr. Passman. I know what the Congress authorized. I am asking
if T made a correct statement? I am entitled to know whether or not
we are violating a legal commitment, if we do not appropriate the
money after you have once told these people that we are entering
into this agreement subsequent to an appropriation by the Congress.
You said that is correct. In that case, if the Congress should decide
not to appropriate the money, we are not violating any legal com-
mitment, are we?

CONTRACTUAL COMMITMENT

Mr. Perry. We would be violating a contractual commitment au-
thorized by Congress. f

Mr. Passman. I didn’t say anything about that. T said a legal com-
mitment. You people go out and contract for a lot of things. Gentle-
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men, can I rest my case on what Mr. Costanzo said previously? What
is your position ?

Mr. 805’1‘;\}:20. I am not a legal expert.

Mr. Passman. You are not going to keep dodging these questions.
We will adjourn the committee. We are just going fo get an answer,
because if there is a legal commitment, not, one of these bureaucratic
agreements but a legal commitment for us to appropriate the money,
then why are you before the committee? I will put it that way.

Mr. Perry. Mr. Chairman, if I may I would ]lil:e to read a para-
graph at this point.

Mr. Passman. I know what you want to do, but I am not agreeable
to it. I want an answer whether or not there is a legal commitment or
whether I can go by what you said previously, that you tell these peo-
ple this is based upon a subsequent appropriation by the Congress. If
you enter into these agreements on that basis, then the Congress in its
wisdom decides we just don’t have the money, we haven'’t violated a
legal commitment as such, have we?

Mr. Perry. I think when the United States signs these contractual
commitments and we make a notation, everyone knows our legislative
procedure in the United States and they know we have to appropriate
for the authority for the Secretary to pay the money out:

Mr. Passman. And they know then you are not obligating for an
appropriation, you are entering into these agreements in the hope that
the Congress will subsequently appropriate ; is that true?

Mr. Perry. But they also know that Congress, both Houses, a ma-
jority of each House, signed into law by the President, authorized the
Secretary of the Treasury to agree to subscribe to ordinary capital
contributions.

Mr. Passman. Are you familiar with the public works program in
America that we have going in 50 States—rivers and harbors, flood
control, reclamation ?

Mr. Perry. My understanding is this is not very dissimilar from
the Highway Act or Urban Renewal Act.

Mr. Passman. This has nothing to do with that. T asked you a ques-
tion, and I think you want to help this committee. We have what is
known as a Public Works Subcommittee on Appropriations. We enter
into an authorization. It will cost so much to build a project, and we
have literally thousands of them going in 50 States. They get an au-
thorization, but that authorization doesn’t necessarily bind the Con-
gress to subsequently appropriate the money, does it ?

Mr. Perry. No, they are two separate acts.

Mr. Passmax. Certainly. You have the authorization fixing the ceil-
ing, and that is based upon a subsequent appropriation, is it not?

Mr. Perry. It is indeed.

Mr. Passman. Isn’t that the same thing when you enter into these
agreements, you fix a ceiling, but it is based upon a subsequent ap-
propriation ¢

AGREEMENT WITH OTHER COUNTRIES

Mr. Perry. There is an added element that is not present in the
example you have cited.
Mr. Passman. What is that added element ¢
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Mr. Perry. An agreement in this case with 22 other countries, Mr.
Chairman. '

Mr. Passman. We agree with 50 States. We agree with.the Gover-
nors of the States. A lot of it is on a matching fund basis. I know
of many where the States say, “We have our money. Can't you please
get the Government to put up their part.” You know of projects like
that, don’t you? We have just literally thousands of them, where we
are waiting for the Government to put up the matching funds with
the States. Now have I put it in proper context ?

Mr. Perry. I think you have; yes, sir.

Mr. Passman. Good. Why didn’t we get to this earlier so we
wouldn’t have to argue about this thing. Yg(l;u know and I know that
is true. You people are trying to hedge. If you had insisted on that
being true then we would have adjourned the committee. Why hold
hearings if this committee has no right to examine your request and
make reductions, if we should deem it to be proper. Thank you very
much. You finally gave it to us as we wanted it. For that I am very
grateful and we will proceed.

(Discussion off the record.)

Mr. Passman, It is all right to be repetitious occasionally. You can-
not expend money on any public works projects in this country until
you first get a legal authorization fixing the ceilings. Without excep-
tion you must have a cost/benefit ratio that is favorable, that the bene-
fits exceed the costs, and it takes an average of 7 yearsto get au-
thorization through the Congress. Then about 3 years from that
time, we get an appropriation that is about 14 of the cost. Then we
get headlines back home, they are so glad to acquire funds in order
to get one of these projects going. Some of them have been going for
16 or 17 years, and they are glad to get a little piece each year to keep
these projects alive.

Then you have other projects where the States enter into a very
firm agreement on a matching basis formula but the Federal Govern-
ment denies it, then the State just has to wait until the Federal Gov-
ernment ﬁnallfv get around to putting up the matching funds. I know
that you people can renegotiate these formulas. These people can’t say
we are either going to get it all or we don’t want you to contribute.

AUDIT MECHANISM

Section 14 of the Inter-American Development Bank Act, as
amended, provided for the establishment of an audit program and re-
quired the General Accounting Office to review these audif reports and
report to the Congress any suggestions for improvement. To what ex-
tent has this been 1mplemente§ ges

Mr. Cosranzo. The group called for by that section of the legisla-
tion was established as a multilateral group. It has begun work. It
has issued reports which have been made available to the General
Accounting Office. It is my understanding that they will be submitting
a report to the Congress shortly.

Mr. Perry. In the near future, a month or two I think.
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LOANS PROVIDED TO COUNTRIES SEIZING U.S8. PROPERTY

Mr. Passman. Has the Inter-American Development Bank pro-
vided loans, considered loans, or approved loans to the following coun-
tries since the occurrence of the stated event ? Chile, since the establish-
ment of the Marxist government? Ecuador, since the seizing of the
fishing vessel? Bolivia, since the nationalization of a U.S. metal proc-
essing company ?

Mr. Costanzo. The Inter-American Development Bank has made
no loans to Ecuador since that event.

Mr. Passman. Start with Chile. That was the first I named.

l\('Iwr. Costanzo. I am sorry, Mr. Chairman, It has made two loans
to Chile.

Mr. Passman. How about Ecuador?

Mr. Cosranzo. No loans to Ecuador.

Mr. Passman. How about Bolivia ?

Mr. Cosranzo. No loans to Bolivia.

Mr. Passman. Do you have applications pending ¢

Mr. Costanzo. Yes, sir. In the case of Ecuador and Bolivia,

Mr. Passman. Do you carry those in an obligated status?

Mr. Costanzo. No,sir. These are simply applications.

Mr. Passman. Would you place in the record at this point, the
amount of loans made to Chile, Ecuador, and Bolivia, and the present
status of those loans.

(Detailed tables were supplied to the committee. Information for
the record follows:)
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Loans to Chile, Ecuador, and Bolivia

The following is a summary of loans made to Chile, Ecuador, and Bolivia,

and their present status as of February 28, 1971 (amounts in millions of U, 5, dollar
equivalents):

Net
Number Amount Status
of Loans Approved Disbursed Repaid Outstanding

1. Loans to Chile
" Ordinary Capital 102, 3 86,6
Fund for Special Operations 163, 2 75.1
Social Progress Trust Fund 34,4
Total

2., Loans to Ecuador
Ordinary Capital
Fund for Special Operations
Social Progress Trust Fund
Total

3. Loans to Bolivia
Ordinary Capital
Fund for Special Operations
Social Progress Trust Fund

Detailed information on each loan is presented in the following tables
extracted from the Bank's monthly statement on the status of loans,
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Mr, Perry. Could I make a point on that, Mr. Chairman?

The question of Chile and the problems that we are having with
the Government, and the relationship of our bilateral policy with the
conduct of our affairs through the Inter-American Bank is the toughest
type of question we have. I talked earlier this afternoon about a multi-
lateral institution being a different way for conducting development
assistance business than bilateral. It has a lot of benefits and it has
some -costs involved in it, as everything in life seems to have this
trade-off.

What happens when there is the boat situation with Ecuador or
questions of confiscation of property of U.S. persons in Chile. We
have a series of possible responses, and this is all a major aspect of
foreign policy and foreign economic policies. Here we can pursue a
series of bilateral avenues, everything from all the options we know
on the tuna boats—from the Navy being available to everything else—
or the multilateral institution avenue.

The question that we ask ourselves, because we have our minds on
these same events that you have identified, is, what is the best way for
the United States to respond. How do we best pursue our national
interest ! One of the different levels through which you can respond
can be the Inter-American Development Bank—take it right into the
board room and fight it out there. Is that really where you want to
fight out this type of issue, or do we use our bilateral avenues to pursue
it? Generally, on balance, we think that the multilateral forum is not
the first place to go to resolve bilateral differences. Where this leads
you in the future it is hard to say.

(Discussion off the record.)

PURCHASE OF BOPHISTICATED MILITARY EQUIPMENT AUTHORIZATION

Mr. Passman. You are familiar with the basic authorization act
handled by the Foreign A ffairs Committee and the Foreign Relations
Committee which has a provision, that certain developing countries’
aid, certainly in Latin America, would be cut off if they spent their
funds on sophisticated military equipment. The only exception would
be if the President should make a determination within the limitation
otherwise. You are familiar with that, aren’t you?

Mr. Perry. Yes, sir.

Mr. Passman. Do you have a similar clause in the Bank’s legislation ?

Mr. Perry. The Symington amendment, section 16(c).

Mr. Passman. I am just asking the question.

Mr. Perry. The answer is “Yes,” sir.

Mr. Passman. What happens then if these nations do spend their
money for sophisticated militarv equipment ? Then they can replenish
their tills with a loan out of the Inter-American Bank. You can stretch
that Presidential determination to put an umbrella over you people,
isthat right ? '

Mr. Perry. Money is fungible and it is hard to trace dollars.

Mr. Passman. Let’s get a concise answer. Are you getting under that
umbrella when a Presidential determination is made allowing a coun-
try to make such purchases ?

Mr. Cosranzo. I assume what you mean is, if the President makes
that determination, what action would we take?
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Mr. Passman. Would that also give you people the right to go ahead
and disburse loans?

Mr. Cosranzo. Then we would use our voting power in the Bank in
accordance with the President’s determination.

Mr. Passman. It is pretty nice to have a semirelated bilateral pro-
gram when you need it, isn’t it? You are separate and apart, unless
you have something that serves your purpose. Then you come in under
that umbrella. If a country takes its earnings and spends on military
equipment from the Unitec{Kingdom, West Germany, Italy or France,
then, of course, they are eligible for a loan out of your bank to replen-
ish what they take out of their till for this military equipment, is that
correct ?

Mr. Perry. Mr. Chairman, this is a question that the House Bank-
ing and Currency Committee has been particularly concerned about
too. In the amendment to legislation last year, they have asked for
increased reporting on just this issue of the percentage of budgetary
resources countries spend on military goods. There are a lot of ways
to attack the problem. That is another way of trying to get them to
concentrate increasingly upon development assistance.

Mr. Passman. You are one nice fellow. If I would ever get a direct
answer from you, I would send you the prettiest tie you ever owned.
Do you like red ¢ You are being very evasive.

T‘here is always a way around anything we do in Congress. I do
not care what it 1s, you can have a Passman-Shriver-Conte amendment
and pass it, but there is always a way around it.

This is a full-time job with you people. We have only a few hours.
Do you want to say something ¢

Mr. Costanzo. Yes, Mr. Chairman, if I could clarify.

When I said that the voting power of the United States would be
used in accordance with the President’s determination, the practical
effect of that would be that in the Fund for Special Operation, no
loans could be approved because we have a veto right in that fund.

Mr. PassMAN. gou have a veto right, but do you exercise it?

Mr. Costanzo. We would in that case, by statute.

Mr. Passaman. We know the Latin Americans last year, purchased
some sophisticated equipment from other countries. T

Can you tell me what nations in Latin America you did not dis-
burse funds to last year?

Mr. CosTanzo. Cuba not, certainly.

‘Mr. Passman. Cuba is not in here at all. You had better come up
with a better defense than that. Do you know of any other countries
in which you did not disburse funds?

Mr. Perry. No. I am not sure of the legislation.

Mr. Passman. I am not talking about legislation. My question is,
do you know of any countries in Latin America to which you did not
disburse some funds out of the Inter-American Development Bank
during calendar year 19707

Mr. Perry. I think we—— ‘

Mr. Passman, The answer is no, is it not ¥ Why not give us a direct
answer occasionally.

Mr. Perry. No, I think——

Mr. Passman. You are on the defensive more than you realize you
are.




Off the record.

(Discussion off the record.)

Mr. Passman. May I ask this question ?

I have these other questions I am not going to ask, because I will
wind up with about three answers. '

Mr. Perry. We should try.

PROTECT THE U.S8. TAXPAYER

Mr. Passman. It is too much effort to get three direct answers, and
I would have to prod you like the devil to get those.

_ Let me put it this way, and T am quite serious: Qur first obligation
1s £o our own people in America, is it not ?

Mr. Perry. I share that entirely.

Mr. Passman. We have to borrow the money to carry on a lot of
these projects, is that not true?

Mr. Perry. We do indeed.

Mr. Passman. And we are actually having to put a lot of them in
deep freeze, are we not ?

Mr. Perry. Our domestic programs?

er. Passyan. T am talking about almost any project you can think
of.

President Johnson impounded funds, did he not?

Mr. Perry. I believe he did.

Mr. Passmax. T believe President Nixon is doing the same thing, is
that not true?

Mr. Perry. I believe so.

Mr. Passaan. T am so very grateful for the way you answered those
questions. We are going to take that into account in marking up the
bill. We may not refer to anything other than those last four answers.
I trust you have a pleasant evening.

Mr. RoyBar. When the bill is marked up, we should take into con-
sideration the fact that there are other expenditures that we make in
the United States, that they fall into this same category, and that the
budget deficit is not the result of the work that you gentlemen are doing
in the Inter-American Development Bank alone, but only a small frac-
tion of it.

If the position that the chairman takes applies to all these other
expenditures, then T would agree with his position. If it just picks
on the Inter-American Development Bank, I would not agree, because
even though, Mr. Chairman, T am quite dissastisfied with the past per-
formance of the Bank, at least as far as I know it, we see a light of
hope now in that Ortiz-Mena is the president. This man is a most
capable individual and I think that it will establish for record as we
go along, that he has a tremendous background, that he is interested
in reform, and I feel confident that he is going to put them into effect.

The ultimate result will be that we are going to have some real
good management insofar as this bank is concerned. Mr. Chairman,
we realize that there is going to be a deficit. We also realize that we
are going to have to borrow some money to fund some of these pro-
grams, and that the money that we have to borrow can definitely
not be attributed to the operations of this Bank alone.

Now if we apply a certain percentagewise to every program that
we fund and say that we are going to reduce all programs accordingly,
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without picking on one particular program, then I would say that
we are doing the proper thing. I am, definitely in favor of reducing
our deficit, but not at the expense of one particular program.

Mr. Passman. Let me say }or the record, it has been my privilege
to chair this committee for 17 years. As you know, these multilateral
organizations have always been the sacred cows. We have never cut
the Inter-American Bank a dime that you know of, have we?

2 Mr. Perry. I know we have postponed and I know we have cut
oW

Mr. Passman. We have never reduced your request a dime, that you
know of, have we?

Mr. Perry. I think that is correct.

Mr. Passman. I do not think we ever reduced the Asian Develop-
ment Bank a dime, have we?

Mr. Perry. Not in the appropriation.

Mr. Passman. You do not know of this committee ever reducing
the International Development Association a dime, do you?

Mr. Perry. I hope you are indicating a precedent.

Mr. Passman. I am not indicating anything. I want my friend to
know what the facts are.

We have always looked u?on the international banks as sacred cows.

Do you see what I mean? I am not picking on the Inter-American

Bank only. I am only making this statement, it is the aggregate that
WOITies us.

Mr. RoysaL. Right.

Mr. Passman. This budget calls for $13.5 billion for foreign aid.
We know that the trend is toward eliminating bilateral aid and
putting it into multilateral, therefore taking it out from under the
supervision of this committee. : \

ow we are trying to make a record that these so-called sacred cows
are going to have to come under very close examination.

We are going to close for today. I appreciate the gentleman’s views,
but we do know this: that your own family comes ahead of your
neighbor’s, is that not right ¢

our obligation is first to your own family.

Mr. Perry. My daddy said if you do not look out for yourself, no
one else will.

Mr. Passman. Now we will recess until tomorrow.

THURsDAY, ApriL 1, 1971.
DETERMINATION OF PRINCIPAL WITNESS

Mr. PassmAN. The committee will be in order.

I trust that I shall always maintain a policy that I have had from
childhood, and that is to try to rectify errors, ask for forgiveness,
and apologize where apologies are due.

The apology goes to the Honorable Henry J. Costanzo, who is
the U.S. Executive Director of the Inter-American Development
Bank, is that correct ?

Mr. Costanzo. Yes,sir.

Mr. Passman. T should have directed all my questions to you yes-
terday because you are the Director and you are the one that looks

80-208 O - 71 - pt. 1 ---20
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over these loan applications with the other D

Mr. Cosranzo. Yes, sir,
principal witness is.

Mr. Passman. Let me ma
all the talking and you just s

Mr. Costanzo. No, sir.

Mr. Passman. Then my apology to you for letting you listen and
letting Mr. Petty answer all the questions.

Mr. CosTanzo. Yes,sir.

Mr. Passman. It would be like me going to the White House and

talking to Henry Kissinger all afternoon and then find out he is not the
President.

Mzr. Lone. You might still be right.

Mr. Passman. That is not so. I am glad that this man is the Di-
rector. You are the Director and you are the man we must look
to to scrutinize these applications for loans to see whether or not
the loans are worthy of approval or disapproval, is that right?

Mr. Cosranzo. That is right.

Mr. Passman. Thank you very much, let us not elaborate.

My apologies.

Today I will direct my questions to you and let Mr. Petty listen. He
knows I mean that about half way humorously.

(Discussion off the record.)

_ irectors, is that correct ?
I am the Director. I am not sure who the

ke the decision. Does this gentleman do
it there and listen, or do you participate?

COMPARISON. OF THIS YEAR'S AND LAST YEAR’S REQUEST

Mr. Passman. I know that there can be an awful lot of elaboration
on the question I am going to ask, and if you want to elaborate put
it in the record.

I just want something to compare last year to this year. Last year
I believe in the budget at this time of the year, the total amount was

requested in the way of a supplemental in the amount of $205,880,000,
is that correct

Mr. Cosranzo. $205,880,000, yes, sir. ;

Mr. Passman. $205,880,000. If we want to contrast that figure with
the total amount we pulled out of the budget so far this year, we find
this year is $986,760,000 for the supplemental, the regular request, and
proposed legislation, is that correct ? .

Mr. Costanzo. For this Bank it is only $486 million.

Mr. Passman. What is the other $500 million ? .

Mr. Cosranzo. I am not sure what you are referring to, Mr.
Chairman.

Mr. Passman. You have $50 million for fiscal year 1972. You have
$450 million proposed for fiscal year 1972. You have a supplemental
request for $486,760,000.

Mr. Costanzo. That is correct.

Mr. Passman. So that adds up to $986,760,000 compared to $205,-
880,000 that we picked out of the budget this time last year, is that
correct ? .

Mr. Costanzo. The total for this year represents both the
supplemental

gfr. Passman. I know that perfectly. The total was $205,880,000.
Isn’t that what was in the budget last year
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Mr. CosTanzo. That is right ; yes, sir.

Mr. Passman. Thank you very much. I thought it would be that
way. This year’s total, and we are talking about the aggregate, is
about four-and-a-half times that of last year; is that right?

Mr. Costanzo. For 2 fiscal years; yes, sir.

Mr. Passman. Thank you very much.

We will take a brief recess, and we will be back after we answer the
bells.

(Recess.)

LOANS MADE TO MEMBER COUNTRIES

Mr. Passman. The committee will be in order.,

Mr. Director, would you place in the record at this point the total
showing the amount of loans each member country has received from
the three windows of the Bank?

Mr. CosTaxnzo. Yes,sir,

Mr. Passman. To be more specific, Ordinary Capital, Fund For
Special Operations, and Social Progress Trust Fund.

(The information follows:)
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MEMBER COUNTRY SUBSCRIPTIONS

Mr. Passman. Would you also {)I'U\'illt’ a table showing what amount
each member country has contributed to the various windows of the

Bank, indicate what percentage each amount represents of the total
amount and also include another column showing the amount that is
paid in in dollars and the amount paid in in local currency.

(The information follows:)
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IDB ABSETS AND LIABILITIES

Mr. PassmaN. Then in a concise or condense

d form list your assets.
No. 1, cash on hand; No. 2, funds invested,

including the interest

because it becomes a part of the income, does it not ?
Mr. CosTanzo. Yes, sir.
Mr. Passman. And No. 3, your accounts receivable: No. 4, real es-
tate; No. 5, fixtures ; No. 6, miscellaneous.
In this manner we will get the grand total.
Then if you will, give us another table showing your liabilities.
(The information follows :)




Inter-American Development Bank Assets and Liabilities,
as of December 31, 1970 (in millions of U.S. dollar equivalents)

Ordinary Fund for
Capital Special Operations

Assets

=l
.

Cash on Hand 39,1 210.3

3.9
604,1
1 3377

Investments 667.5
Loans Qutstanding 661,5
Accounts Receivable 28,7
Real Estate 9.0
Special Reserve 25,6
Miscellaneous 16,0
Total 1/ 1,447.5

0.4
2,356,4

.

@~ W

1I, Liabilities
1, Funded Debt 915.1
«» Accounts Payable 17.9
« Miscellaneous 1.9

0.3
2.9
25,1
2,328,0
2, 356, 4

2
3
4, Special Reserve 25,6
5. General Reserve 98.5
6
b {

« Paid=In Capital 388.5

« Total l_f 1,447.5

17 Excluding $14.0 million in Staff Retirement Plan assets segregated
and held in trust,




Mr. PassmMan. I am sure my very able colleague, Mr. Roybal, had
the same thing in mind.
Mr. RoysaL. Yes, I did.

ORDINARY CAPITAL ACCOUNT

Mr. Passman. To make a quick record, let us look at the ordinary
capital account. This account consists of the paid-in capital and the
callable capital, is that correct?

Mr. Costanzo. Yes, sir. !

Mr. Passman. Will you tell us how much the United States has
contributed to each portion. Can you pull it off the top of your head,
the grant total ?

r. Cosranzo. The U.S. contribution to paid-in capital totals $150
million.

The U.S. subscription to callable capital is $1,023,500,000. The total
on both accounts, the U.S. subscription to ordinary capital, is
$1,173,500,000.

Mtr. Passaan. When you look at this callable capital of $1 billion,
are you asking to have that increased this year?

Mr. Costanzo. Yes, sir.

Mr. Passman. The $1 billion callable capital is to be used in case of
an emergency, or the tightening up of receipts because you had some
extraordinary circumstance developing to where you needed money
and you had depleted vour reserves we referred to earlier, then you
coul?d call on this callable capital to meet your obligations, could you
not

Mr. Costanzo. In that kind of circumstance, we could.

Mr. Passman. That is the purpose or one of the purposes, is it not ¢

Mr. Costanzo. If the Bank cannot meet its obligations.

Mr. Passman. That is right.

That is one of the purposes.

Mr. Costanzo. That is right.

Mr. Passman. What is the actual—let us say, the contingent liabil-
ity of the Bank? Not your direct liabilities which you will list in a rec-
ord, but what are your contingent liabilities that would require a
billion dollar reserve?

Mr. Costanzo. I am not sure of the real meaning of your question.
There is a funded debt of $915 million, which if the Bank could not
make good on when it matures then the callable capital could be used.
This debt is owed to the individual bond purchasers in the private
market and sometimes to foreign governments.

IDB INVESTMENT ASSETS

Mr. Passman. One time you had some invested in U.S. bonds, did
you not.?

Mr. Costanzo. Those are the investment assets of the banks, There
are some invested in U.S. banks.

Mr. Passman How much is invested in 1.S. securities?

Mr. Cosranzo. At the moment Ordinary Capital holds a total of $17
million in U.S. Government securities and the Fund For Special Oper-
ations owns $3.9 million in U.S. Government securities.




Mr. Passman. $3,900,000.

Mr. Cosranzo. Yes, sir.

Mr. Passman. You do recall, of course, the incident involving the
Asian Development Bank. The Asian Development Bank was wor-
ried about receiving applications to absorb the amount of capital they
had to loan. We do recall that in the Bank’s flrst year’s operation
they took money that we actually gave them in grant aid and the
United States then borrowed the money back from them at 6 percent.

Do you recall that operation 2 years ago?

Mr. Costanzo. I am not familiar with that operation.

Mr. Passman. Read the record, and you will find this is true. That
is in the record.

You do not have anything like that in this operation, do you?

Mr. Cosranzo. No, sir.

Mr. Passman. Thank you.

We have had to tighten up our own economy and in many cases
our country or our Government has committed itself to domestic
projects far in excess of the amount of revenue in sight than we find
we are borrowing money we have given away to multilateral organ-
izations. With this callable capital backing up any money you borrow,
would it be reasonably easy to go out in the private sector and borrow
money ?

Mr. Cosranzo. Yes, sir. That is in fact what happens to a large
extent.

Mr. Passman. It should happen to a greater extent. Do you find it
easy to borrow the money vou need ?

Mr. Costanzo. That depends on market conditions at particular
times.

Mr. Passman. Then it is reasonably easy.

Mr. CosTanzo. Yes.

IDBE BORROWINGS

Mr. Passman. At this particular time ave you able to go in the free
enterprise sector and do that ?

Mr. Costanzo. We are doing that next week in Holland.

Mr. Passman. At what rates? .

Mr. Cosranzo. At the market rates generally comparable to triple A
corporate securities in this country.

Mr. Passman. What is the actual rate at this time?

Mr. Cosranzo. In the Dutch issue right now in Holland at a coupon
rate of 8 percent. In the U.S. market last fall the Bank issued its
bonds at a total cost to the Bank of about 83/ percent.

Mr. Passman. What is the present rate that is being offered ?

Mr. Cosranzo. It depends on market conditions at any time.

Mr. Passman. You have market conditions of today #

Mr. Cosranzo. It would probably be something less than 8 percent.

Mr. Passman. You still pay that much for money ?

Mr. Costanzo. Yes.

Mr. Perry. For 25-year triple A bonds.

Mr. Passman. What does the U.S. Treasury pay ?

Mr. Perry. We have none that long at the present time.
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Mr. Passman. What is the longest ¢

Mr. Perry. Of the current borrowings, there are some for 5 years
at a little over 6.

Mr. Passman. Is that right?

( Discussion off the record.)

Mr. Passman. Of course, Mr. Director, I am thinking in terms of
the great demand upon our Government for aid to domestic programs.
Of course, there are certain programs in our country that should come
before similar programs in other countries.

We just wondered if we could work with you people and to ask you
to please recognize that we have other problems to contend with, other
than just requests for foreign aid and assistance. It may behoove you
to go a little slow. We have waited for a long time to get started on
some of these programs. I do not know why we take the position that
they must be finished yesterday. I wish you would try to slow this
down a little because we are going to have to look long and hard at
some of these requests before the Congress in order to take care of our
own people. I do hope, Mr. Director, that you will make it abundantly
clear to these people, even though you have these nice meetings, and
enjoy the social side of it, as well as the business side of it, that it is
not at all difficult to get an authorization bill from the various com-
mittees involved, but the plans that you discuss are predicated on a
subsequent appropriation.

There is no legal obligation on the Congress to appropriate that
money.

It %ay be there will be some reductions. So be prepared to renegoti- -

ate. I do not think there will be any people jumping out of windows or
shooting iv]ou if you put that kind of message over to them because that

may be what we will be confronted with this year.

LOAN REPAYMENTS

I assume that another source of loanable funds comes from the loan
repayments.
. CosTANzO. Yes, sir.
Mr. Passman. Could you placesin the record at this point the repay-
ments of your loans by year since the inception of the program?
Mr, CosTaNzo. Yes, sir.
(The information follows:)
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19%? PassMaN. What is the estimated repayments for fiscal year

M. Costanzo. I would have to look that up.

Mr. Passman. We will take fiscal year 1971,

. Mr. Costanzo. In calendar year 1970, the actual repayments on loans
in the ordinary capital were $66.3 million.

Mr. Passman. At that time you had fewer loans outstanding. How
about fiscal year 1971 ¢

M. CosTanzo. I do not have it for calendar years beyond 1970.

Mr. Passman. Could you give the total amount of payments?

Mr. Cosranzo. Yes, sir.

Mr. PassmaN. Because these three windows are a bit confusing.
What is the total for calendar year 1970?

Mr. Costanzo. $106.7 million.

Mr. Passman. Whatever window this happened to fall in, that was
available for new loans?

Mr. Costanzo. That is right.

Mr. Passman. Do you have an estimate for 1971 ¢

Mr. Cosranzo. I 3'0 not have that with me, but I will supply it for
the record.

Mr. PassmaN. It would be higher than 1970%

Mr. CosTanzo. Yes.

Mr. Passmaxn. Would it be correct for the committee to assume that
1972 will be higher than 197119

Mr. CosTanzo. Yes.

Mr. Passman. You will have this substantial amount from repay-
ments that you can reloan.

Mr. Costanzo. Except in the Social Progress Trust Fund where the
repayment is not used in making loans. But that has been taken into
account in the program projections. A “ o

Mr. Passman. Considering your request, the committee can take
into account you have certain available funds from repaymerits with
which you can finance new programs, and the committee can cut.

Mr. Cosraxzo. Yes.

Mr. Passman. Thank you very much.

Mr. Perry. We take that into account in making the request.

Mr. Passman: You always say sure, we would have asked for more
if We? did not have that. That is one of the old runarounds, is that
right

Let me put it this way: Had it not been for the repayments then
you would have had to ask for more money to finance what you pro-
pose for the fiscal year 1972; is that right ?

Mr. Perry. Yes.

Mr. Passman. We get that same argument every year.

Mr. Perry. The committee may be interested in how we make the

uest.
qur. Passmax. If you will put something in the record.
Mr. Perry. I would be happy to.
(The information follows:

APPROPRIATIONS REQUEST

The request for appropriations is based on the amounts agreed to be provided
under the total IDB replenishment plan. The relevant portions of the analysis of




Ordinary Capital requirements from the April 1970 Report of the Bank's Exec-
utive Directors are shown below, indicating the manner in which repayments and
other flows are taken into account:

The size of the increase in both paid-in and callable ordinary capital resources
and the timing thereof must be appraised in the light of the Bank's authorized
and projected ordinary operations. As of December 81, 1069, cumulative total
dollar and non-member currency resources of the ordinary capital consisted of
$269.2 mililon paid-in capital and the equivalent of $767.2 million of borrowed
funds, against which a total of $1,166.7 million in loans had been committed.

Taking into account $154.9 million of sales of participations and repayments
on loans, dollars and non-member currencies available for commitment on that
date amounted to approximately $24.6 million.

Currencies of the Latin American countries, representing the local currency
portion of their paid-in capital, amounted to the equivalent of $119.2 million at
December 381, 1969. At that date, after taking into account the $28.5 million of
loan repayment, the equivalent of some $127.4 million in such currencies had
been committed, leaving a balance equivalent to about $15.3 million.

The total callable capital presently subscribed is $1,898,775,000, of which
$817,640,00 has been subscribed by the United States. Against this amount the
Bank had incurred a funded debt of $767,168,000 at the close of 1969, leaving
under the Bank's commitment not to assume obligations in excess of the United
States subscription a borrowing capacity of $50,184,000, after provision for por-
tions of loans sold under guarantee. After the subsecription in 1970 to the second
quota of the callable capital increase approved in 1968, the total callable capital
will increase to $2,874.56 million and the United States subscription will increase
bymﬁoﬁ.s million, with the unused portion of that subscription rising to $256.1
million.

¥t is clear-from the preceding chapter that the Bank faces in the years ahead
the expanding needs of its members for loan funds from its ordinary resources,
reaching an average annual loan volume in the range of $300-$350 million in the
1971-75 period. In order to fulfill the expanded loan program foreseen, borrow-
ings would be required in substantial amounts during the period. Assuming addi-
tional borrowing at normal rates, borrowing capacity will be substantially
exhausted well before the end of 1971, notwithstanding the pending increase re-
ferred to in the preceding paragraph. To maintain the desirable lending level in
the years from 1972 to 1975, inclusive, it is therefore necessary to take measures
as soon as possible to authorize an increase of $1.6 billion in the callable capital
stock. Subscriptions to the increase of both paid-in and callable capital would be
distributed among the member countries in proportion to their present subserip-
tions as shown in table VII, with annual installments as shown in table VITIL.

Once the Bank recelves additional pald-in and callable capital resources it will
be able to embark on an expanded loan program. Loan principal recoveries per
year of $60 million in 1971 will increase by 1975 to $130 million and, together with
paid-in capital, will provide a significant share of the $300-$350 million annual
average target for loan commitments during the period. The net borrowings
necessary to sustain the balance of the loan program will, in themselves, be made
possible through 1975 by the proposed callable capital increase, although this
debt will effectively exhaust the Bank’s borrowing capacity by the end of that
year.

LOAN CANCELLATIONS

Mr. Passman. That is really funny. We hear that every year from
each of the 27 spigots. “If it had not been for the repayments, we
would have had to ask for more.”

If we turned all the assets of America into cash, we would not have
sufficient funds to do everything labeled desirable. So we have to be
reasonable. Would you place in the record a list indicating the loans
which have been canceled by year since the inception of the program,
MI‘.DiI‘BOtOl‘?t ,I : [ ¥ o ] 340

Mr. Cosranzo. Yes.

(The information follows:)
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Mr. Passman. Would you tell the committee at this time the ag-
gregate of the cancellations for calendar 1970%.

Mr. CosTanzo. Yes, sir.

In 1970 the aggregate amount of cancellations was $4.5 million.
I'wo loans were canceled in their entirety.

Mr. Passman. And others reduced ?

Mr. Costanzo. Yes, sir.

Mr. Passman. Of course, we would assume, then, that if this trend
were to continue there would be some funds available from cancel-
lations of a few million dollars, is that correct?

Mr. Costanzo. There would also be some reductions in loans as the
cost estimates are firmed up, yes, sir.

Mr. Passman. Yes.

So if we had time to put all these little pieces together and take
an adding machine and add them up, there is a lot of little money
to be picked up that in an emergency could be used to finance other
loans.

Mr. Cosranzo. We have taken all that into account.

Mr. Passman. I know you have. But it follows nevertheless there is
money coming in.

Mr. CosTanzo. Yes, sir.

Mr. Passman. If we did not ask these questions we would not know
about it. Is that a fair statement ¢

Mr. Cosranzo. It is a question of the presentation we make. We did
take into account all of these.

Mr. Passman. I know.

I want you to say that as often as you want—and we will discount
as much as we want to—it follows nevertheless that when you put this
together it makes available additional money with which you can
finance loans, isn’t that right? That is a fair statement, isn’t it?

Mr. Costanzo. We did take it into account.

Mr. PassmaN. I know you took it into account. You did not answer
my question. You do have the money I mentioned that can be used.

Mr. CosTanzo. And will be used.

Mr. Passman. We hope not but you can use them.

Mr. Costanzo. Yes, sir.

Mr. Passman. Your plans are to use it?

Mr. CosTaNzo. Yes, sir.

IDB ADMINISTRATION BUDGET

Mr. PassyaN. Please provide for the record a copy of your adminis-
trative budget for the current and the past 4 fiscal or calendar years,
whichever way you would prefer.

Mr. Costanzo. Yes, sir.

(The information follows:)

60-208 O - 71 - pt. 1 ---21
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Mr. Suriver. If the chairman will yield, is there any place in this
material where we can see your administrative budget?y

Mr. Costanzo. In the financial statements for each window of the
Bank, the actual expenditure for 1969 and 1970 are shown.

Mr. Sariver. On the first page. This one.

Mr. CosTanzo. I am sorry.

Mr. Sariver. Where is it ?

Mr. CosTanzo. In connection with pages which I thought were made
available to the committee. The financial statements of the Bank.

Mr. Suriver. In other words, the committee was supplied with one
copy.

Mr. Cosraxzo. I am not sure, Mr. Shriver.

Mr. Sariver That is all.

Mr. PassmaN. That would be the same as taking a course in Chinese
characters and loaning to us one of their adding machines. You would
have to be a CPA and experienced auditor to go through this and be
able to pick it right now.

-(Discussion off the record.)

ABIAN DEVELOPMENT BANK

Mr. Passyan. I have found in the hearings the incident involving the
Asian Development Bank. This is on page 274, part 1, of our hearings
for fiscal year 1969.

Mr. PassMAN. I am interested in how much money the Bank reloaned to the
United States out of what we advanced.

Mr, PerTY. $20 million.

Mr. PAssMAN. Isn't that a nice package? We make a contribution to the Asian
Development Bank of $40 million. We are getting no interest on that: are we?

Mr. PETTY. No, sir.

Mr. PAssMAN. Then the Asian Development Bank takes $20 million of our
subscription, turns around and lends it to Uncle Sam. Then Unecle Sam pays the
Bank 6G-percent interest on what we originally gave them. Is that the way it
works out?

Mr. Perry. Yes, sir; that is correct.
Mr. Passman. I wish someone would read that.

LETTER OF CREDIT PROCEDURE

Mr. Perry. As the chairman knows, we have adopted the procedure
of making our subscriptions for these institutions, beyond the initial
capital subscription, payable by letters of credit. So the initial start
up expenses are not charged up against the capital.

Mr. Passman. Did I read that correctly ?

Mr. Perry. You did indeed.

Mr. Passman. We gave funds to them and borrowed it back for 6
percent. That is what matters.

Mr. Perry. That is the point I am responding to. Because of the
views of this committee, we adopted for most cases, a procedure by
which the paid-in contribution are made in the form of letters of credit.
So that except for the initial start up expenses, that would not be the
case,
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Mr. Passmax. I realize that. But this is a terrible thing for people
to do, to come before a friendly committee and for lack of time to go
into every detail we overfund you in a great many instances all over
the world. This is just one instance. We cannot examine on 4,416
projects in 99 nations and four territories of the world. So we look at
this one. Where you make a request and a sympathetic committee did
not cut it, but they so overfunded this Bank that we borrowed funds
from them at 6 percent. At least we should have gotten it interest free
since we gave it free.

Mr. Perry. Some was deposited in commercial banks, Mr. Chair-
man.

Mr. Passman. It may be. I am talking about only Uncle Sam. I
read it correctly.

Mr. Perry. You did, indeed.

Mr. Passman. We gave it free and we borrowed it back at 6 percent.

Mr. Perry. We needed resources against which to make future
commitments, yes, sir.

Mr. Passman. If this was Thursday, I bet you would bet it was
Friday.

Mr. Perry. Not on this side of the table, Mr. Chairman.

Mr. Passman. Mr. Shriver.

IDB OFFICES

Mr. Sariver. Thank you, Mr. Chairman.

Where are the Bank’s offices ?

Mr. Cosranzo. The headquarters are in Washington. The Bank has
offices in each of the member countries, except two. There is a repre-
sentative and a small staff for inspection and supervision problems.

Mr. Suriver. I notice for office occupancy you are spending in 1970
$701,000. That is rent, I presume.

Mr. Cosranzo. There is rent. In addition to the one building which
the Bank owns, the Bank is renting space in buildings nearby.

Mr. Sariver. They own a building in Washington.

Mr. CosTanzo. Yes, 808 17th Street.

Mr. Suriver, How many people are on the payroll ?

Mr. CosTanzo. At the present time the Bank’s total staff is 1,058:
996 are at headquarters in Washington, and 62 are in the field.

Mr. RoyBAL. 62 are where ?

Mr. CosTaNzo. 62 are in the field offices.

TRAVEL EXPENSES

Mr. Suriver. You do a lot of traveling, do you not ?

Mr. Costanzo. There is the need for traveling.

Mr. Surrver. What is the total expense in 1970 for travel ?

Mr. Cosranzo. In the ordinary capital, $545,000 for travel. Also
additional amounts charged to other windows. Let me give you a con-
solidated figure. The total consolidated amount of staff travel in 1970
was $1,294,000. That is Bank-wide, all windows.

Mr. Suriver. Between here and South America !

Mr. Cosranzo. Yes, sir.

Mr. Suriver. And around South America ?
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Mr. Cosranzo. To member countries and elsewhere as required.
That figure includes not only business travel but also appointment
travel, resettlement travel—people leaving the Bank—and home leave
travel.

Mr. Suariver. What is “other compensation and benefits” that is
shown under your staff and under your Board?

U.8. TAXATION OF SALARIES

Mr. Costanzo. I can read you the categories that go under that.
First, tax reimbursement which applies to U.S. staff of the Bank.

Mr. Suriver. What is that?

Mr. Costanzo. The salary system is on a net of tax basis. The U.S.
citizens pay taxes and the Bank reimburses them for that tax payment.

Mr. Passman. If the gentleman would yield, I am not going to
quarrel but just ask the question: As Director, your salary is tax
exempt. You pay it and the Bank reimburses you; is that correct?

Mr. Cosranzo. My basic salary is expressed net of taxes. The taxes
which I pay are reimbursed.

Mr. Passman. Does that apply to all the U.S. employees with the
Bank?

Mr. Cosranzo. That is right, sir.

Mr. Passman. They get free income tax?

Mr. Perry. With lower salaries.

Mr. Passman. What is your salary ?

Mr. Costanzo. $31,000 net of taxes.

Mr. Passmax. That is your net with no taxes?

Mr. Costanzo. That is right, sir.

Mr. Suriver. You mean you do not pay taxes?

Mr. Cosranzo. I pay taxes and file a tax return but the amount of
taxes on my salary is reimbursed to me by the Bank over and above
by base salary, which is expressed on a net of tax basis.

Mr. Suriver. Has this been true all along#

Mr, Cosranzo. This has been true all along since the beginning
of the Bank. and is patterned on the practice in other institutions,
such as the World Bank, International Monetary Fund, United Na-
tions, and other international organizations.

Mr. Sariver. This is revealing. Did you know that, Mr, McEwen ¢

Mr, McEwex. I certainly did not.

Mr. Perry. We have a statement which we submitted last year dur-
ing testimony on the legislation. Tt has the history of this tax status.
the origin of it, the operations of it, and the rationale which T will
be happy to submit for the record, if I may.

Mr, Suriver. You may as far as T am concerned.

(The information follows:)

U.8. TaxatioNn oF U.8, EMPLOYEES OF INTERNATIONAL FINANCIAL
INSTITUTIONS

Asian Development Bank.—1U.8. citizens who are staff employees of the Bank
pay U.S. taxes on the same basis as do all U.8. citizens residing abroad. They
do not receive reimbursements from the Bank for U.S. tax payments.

The U.S. BExecutive Director of the Bank and his alternate pay U.S. tax on
the same basis as U.S. residents. They do not receive any reimbursement from
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the Bank nor do they enjoy nonresident tax status even though they are resi-
dents abroad.

International Monetary Fund, World Bank, and Inter-American Development
Bank.—All of these institutions give the same tax treatment to U.8. employees.
This treatment is deseribed below.

PAYMENT oF U.S. INCOME TAXES BY AMERICAN EMPLOYEES OF
WorLd BANK Grour

American staff members of the World Bank and its affiliated organizations
are not now, and have never been, exempt from U.S, Federal, State, and local
income taxes on their salaries and other compensation from the World Bank
Group. They pay income taxes on these and other earnings just as other Ameri-
can citizens,

The World Bank Group organizations were established by and operate under
international treaties called articles of agreement signed by their respective
member countries (115 in the case of the World Bank). In accordance with
general international practice, the articles of each organization prohibit member
countries from taxing compensation paid by the organization to employees “who
are not local citizens, local subjects, or other local nationals.” But a member
country is not prohibited from taxing the World Bank Group compensation re-
ceived by its own citizens. In accordance with the Articles, World Bank Group
employees who are not American citizens are exempt from 1.8, taxes on their
Bank Group compensation. They are, of course, subject to U.S. tax laws as to
income from sources outside the Bank Group. American employees, on the other
hand, are fully subject to Federal, State, and local income taxes on their Bank
Group pay.

At the inaugural meeting of the Board of Governors of the World Bank in
March 1946, at Savannah, Ga., a resolution was passed calling on the member
countries of the Bank to take the necessary action to exempt, from national
taxation, the salaries and allowances paid by the Bank to their own citizens
and nationals. The bylaws of the Bank include a provision, also adopted at that
inaugural meeting, directing that “pending the necessary action being taken by
members to exempt from, national taxation, salaries and allowance paid out of
the budget of the Bank,” staff members shall be reimbursed by the Bank for taxes
they are required to pay on their Bank salaries and allowances to the coun-
tries of which they are citizens.

In accordance with that provision of the bylaws, the World Bank Group states
all staff salaries and other compensation on a net-of-tax basis, but pays its
American employees additional amounts calculated to vield after taking ac-
count of Federal, State, and local income taxes on the total of their compensa-
tion (including these additional amounts) the same net-of-tax compensation as
their non-American colleagues of equal pay status receive. The result of this
system of tax reimbursement, which is necessary to insure equitable treatment
of Americans whose pay is subject to U.S. income tax and non-American whose
pay is not subject to tax, is that the world Bank Group pays its American staff
members substantially higher amounts than its non-American employees of
equal rank. For the fiscal year ending June 80, 1970, this meant an extra ex-
penditure for the Group of $3,029,000 on account of Federal income taxes, and
of $582,000 on account of State and local income taxes, representing 12 percent
of the Bank's total payroll (including Americans and non-Americans).

The tax exemptions of staff members of international organizations are
granted for the benefit of the organizations rather than the staff members. The
exemtpion enables the organization to pay lower salaries than it would have to
pay if the salaries were subject to tax.

Reference : Congressional Record—House, December 22, 1970.

Mr. Passmaxn. T hope you keep the record. Don’t say “We take a
lower salary.” That is not the purpose of this formula at all and Yyou
know I know it. It is just the custom of international organizations
where you have foreign nationals and you have local people working.
Foreign nationals are exempt from income tax and they extend the
same courtesy to U.S. personnel.
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Mr. Perry. To make the salary equal between the foreigners who
donot %ay tax and the U.S. citizens who do.

Mr. Passman. That is what I said. Don’t put so much icing on the
cake. You know we know what it is all about. We are not quarreling.

It is a formula, whereby U.S. employees will have what they say is
the same consideration as foreign nationals, they too are exempt from
income taxes. I know two sisters with similar jobs, one working for
an international organization and one working downtown. The one
working downtown pays $643 in income taxes and the one working
for the international organization does not pay any income tax. Since
it is the formula and it is legislation we cannot do anything about it.

If giou want the names oﬂs e individuals, T will put them in the
record.

(Discussion off the record.)

U.8. BHARE OF ORDINARY CAPITAL

Mr. Sariver. Although the United States puts up two-thirds of the
funds for the Fund for Special Operations, our percentage is going
down. Would you anticipate the same thing happening to our per-
centage for the ordinary capital ¢

Mr. Costanzo. On the Ordinary Capital as it stands, no, sir; that is
a fixed percentage. However, we are discussing now a plan to expand
the membership of the Bank and if that negotiation is successful that
would involve a reduction in the U.S. percentage and share of con-
tribution to the ordinary capital.

Mr. Sariver. What was the original rationale for our contribution
to the Fund for Special Operations to be so much larger than that for
ordinary capital #

Mr. Costanzo. The basic rationale was that this was a fund to be
used for concessional loans and which would involve a transfer of
resources from a donor country, in this case exclusively the United
States to Latin America. The main requirement was for foreign ex-
change in dollars, which was supplemented by Latin contributions
partially in dollars originally but primarily in their own local
currencies.

LOAN REPAYMENTS

Mr. Sariver. Has there been any income from repayments to the
Bank other than the old Social Progress Fund ?

Mr. Costanzo. Yes, sir; there has been already a substantial repay-
ment on both funds together of $277 million. It is recycled into new
loans,

Mr. Sarrver. When did the first repayments begin ¢

Mr. Cosranzo. On the typical project there is a grace period related
to the period of construction which might be 3 years or 4 years. At that
point the borrower begins to repay.

LOANE TO CHILE

Mr. Sariver. On page 5 of the statement you note that Cuba is not
and could not be a member of the Bank. Chile still is.

Mr. Perry. Yes, sir.

Mr. Sariver. How much was loaned to Chile last year ¢
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Mr. Cosranzo. In 1971, as I mentioned yesterday, we have made two
loans to Chile. Last year we did not make any loans from the Ordinary
Capital. From the Fund for Special Operations we made one loan for
$3 million last year.

Mr. Sariver. Are there projects pending there for bank financing ¢

Mr. Cosranzo. Not at the moment because the new Government is
involved in the process of looking at its programs and priorities and
has not yet developed any specific projects. So there are not at the
moment any applications.

LOANS TO ECUADOR

Mr. Suriver. How much was loaned to Ecuador last year?

Mr. Cosranzo. $32.3 million for a total of four loans.

Mr. Suriver. Are projects pending there for bank financing in the
future ?

Mr. Cosranzo. Yes, there are some applications on hand which are
being worked on by the staff.

ECUADOREAN BOAT BEIZURES

Mr. Suriver. When one of our vessels is seized by Ecuador, what
happens, if anything, relative to the Bank?

Mr. Costanzo. Nothing in the Bank directly in the first instance.
However, the position the U.S. Director will take on loan proposals
before the Board is something on which I would have to consult very
carefully with the various agencies of the U.S. Government involved,
principally the State Department, in the kind of case you cited.

Mr. Suriver. Has anything ever happened ¢

Mr. Costanzo. The question has not arisen this year because nothing
has been before the Board.

Mr. Suriver, Has it ever ?

Mr. Costanzo. Not in my tenure in the Bank the past year. T am not
sure about the earlier period.

Mr. Perry. This raises the question that I was referring to yester-
day. When we have a problem in our bilateral relations with another
country, in this case a member of the Inter-American Development
Bank, we pursue efforts to resolve the differences through our diplo-
matic channels, through bilateral approaches, through the bilateral
assistance program. We examine all the alternatives available.

Included among the alternatives is the multilateral institution. The
question that comes to us very frequently as a policy matter in address-
ing ourselves to the Ecuador boat seizure problem—it disturbs us
very much—is whether the first button we hit, our first response, is
to go to the Executive Director of the institution or whether we
pursue the issue initially on the bilateral route. In the long run we
support the Inter-American Bank because it is in the overall national
interest of our country in the long term. Obviously there does come
a point where there is a tendency to look on that as one of the later
buttons to push.

Mr. Suriver. You have not had occasion to with reference to
Ecuador?




Mr. Perry. No, sir.

Mr. Sariver. Or Chile?

Mr. Perry. We made it clear with the affirmative vote the U.S. Di-
rector gave to the two universities n J.nnmr\', we were not prept ared
to support new loans to Chile, pending clarification of outstanding
differences.

SOURCE OF FUNDS FOR LATIN AMERICA

Mr. Suriver. You said the IDB and the World Bank represent a
major proportion of external finance in Latin America. What is the
proportion? You can put it in the record.

Mr. Perry. Roughly 90 percent of the savings and capital expendi-
tures in Latin America come from the country itself. (l)\'m -all, about
10 percent comes from external sources, including the World Bank
and IDB.

It is clearly the margin of assistance that is so important.

Mr. Surrver. What you are saying is that the Inter-American De-
velopment Bank and the World Bank represent 10 percent.

Mr. Perry. And other official aid. I can give you the exact figure.

Mr. Suriver. Why don’t you put a statement in the record.

(The information follows:)

OFFICIAL AID

The attached table provides a breakdown of development assistance by major
institutions and the assistance reported to the Development Assistance Com-
mittee (DAC) by Western European countries, Canada, Japan and Australia.
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Mr. Costaxzo. The World Bank and IDB are making about the
same level of development loans to Latin America. AID is the other
major U.S. agency involved and it is doing at the present time sub-
stantially less than the World Bank and IDB individually are doing
in Latin America.

ELIGIBLE IDB BORROWERS FROM FSO

Mr. Suriver. On page 8 of the statement you mentioned the criteria
used to determine the countries eligible for loans from the Fund for
Special Operations. Would you list those countries which are eligible?
You can do that for the record.

Mr. Cosranzo. Mr. Shriver, all the member countries are eligible
for loans from the Fund for Special Operations. The criteria are
designed to distinguish between the countries in a stronger position,
which can take more of their total external loans on hard terms, and
those in weaker positions, which need more concessional terms. It is a
question of establishing the degree of concessional support.

Mr. Perry. An important feature of the replenishment of the Fund
for Special Operations that is before the committee today, is that it
responds to the views of Congress and our discussions and our atti-
tude. In the last negotiation a year ago through the Executive Board
and through the Board of Governors, we obtained an agreement on
the part of the Latin countries, the richer Latin countries, to under-
take an act of self-denial, if you will, of countries like Venezuela,
Mexico and Argentina to lessen their call on the fund as a way of
making more of that soft resource available to the poorer countries
i Latin America. As a matter of fact, we obtained through the Ex-
ecutive Board, through the Latin Americans, agreement to the view
of the U.S. Government conveyed as a result of the congressional
soundings, and the executive branch.

Mr. Consranzo. We obtained an agreement and the Board is work-
ing on a revision of the criteria to make them much clearer and more
stringent so that the poorer countries get the main benefit of the soft
terms.

STAFF LOAN PROGRAM

Mr. Suriver. Would you explain further the result of the inquiry
into the staff loan program you mention on page 12%

Mr. Costanzo. Yes, sir; as a result of the discussion in Congress
last year, this matter was reviewed by the Board of Executive Direc-
tors. That review has not been completed, in part because we had a
change in presidency at the Bank. As you may know, that program
has three components, one of which is installation loans—where a
person can get a salary advance up to 1 month’s salary, repayable in 6
months when he enters employment of the Bank. The Board of Execu-
tive Directors in its first review set a limit on the amount of those loans
outstanding in the amount of $60,000; but otherwise decided to con-
tinue the program as something essentially related to new employment
and available on a one-time-only basis.

The second and largest component of the loan program was for
housing loans where up to 6 months salary could be obtained, repay-
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able in 3 years. On that, the Board review is not yet complete. There
have been considerations of various alternatives, but we are currently
thinking of a system which would set limits on the amount and would
exclude the Directors and senior staff. But that discussion is continu-
Ing and is being discussed with the new president of the Bank. I hope
shortly we could have something by way of a concrete proposal for
change. The third component of the program is emergency advances
to the staff. That program has now been limited to staff with a salary
below a certain maximum level, and the funds available for this pro-
gram have been limited to $40,000, which was obtained by the Bank
as a rebate on group insurance policies and which is attributable to
some of the staff, past and present. Rather than to think of any other
disposition of this rebate, it was set aside as a fund which could be
used for these emergency advances on the basis of a clear and compel-
ling need, and limited to $40,000.

INDEPENDENT AUDIT MECHANISM

Mr. Suriver. Would you also comment on the establishment of an
independent program audit mechanism mentioned on the same page?

Mr. Costanzo. That was established through the Selden amend-
ment, an international group of auditors, one from the United States,
one from the larger Latin American countries, and one from the
smaller countries, independent of the president and management of
the Bank, reporting directly to the Executive Board, to conduct audits
and evaluations of any activity—primarily loan activity, but any other
activity within the Bank. That group began work. It was hampered
somewhat and delayed because the U.S. member became ill and had
to resign and it took some time to replace him.

They have done two studies: One of all the Bank’s operations in
Venezuela and one of Paraguay. They are currently engaged in a
study of all of the Bank’s activities in education. They operate inde-
pendently. They submit their reports directly to the Board, which then
reviews and on the basis of things pointed out in those reports, in-
structs management to take remedial measures as may be indicated or
reconsiders policy.

Mr. Sariver. Thank you.

Thank you, Mr. Chairman, that is all.

LEGAL BASIS FOR SBTAFF LOANS

Mr. Roypar. I would like to follow along the lines of the preceding
questions. T would like to know under what authority are loans made
to the staff. .

‘What specific authority do you have in the law that makes it pos-
sible for a bank that is supposed to dedicate its resources to the devel-
opment of Latin America to make it pdssible to make loans to the
staff under the conditions that you have outlined.

Mr. Costanzo. T would have to consult legal counsel on that for the
firm reply. T would say that the funds used for this program were not
the capital funds of the Bank. The funds used were funds generated
through net income of the Bank and therefore did not directly reduce
the amount of funds available for loans.
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Mr, Roysar. Isn’t it true that the net income of the Bank is the
lt'egsul;. of money made available by the United States and other coun-

ries?

Mr. CosTanzo. Yes.

Mr. Rovsar. That net income is the sole property of the Bank.

Mr. CosTaxzo. As 1 say. I would have to consult counsel on this.

The general way in which this was done was this was a program
related to staff remuneration and benefits. I might also add that in
adopting the program the Bank simply proceeded in the way which
was already started by other similar agencies. Tt was felt that this
Bank should do the same for its personnel.

_ Mr. Roysavr. If you have any authority to do this, there is no ob-
jection. If that authority was just something that was acquired simply
because of custom then I think we have to reexamine the situation.

Why can’t the Bank make available some kind of a guarantee pro-
gram so that the individual in question will go to the bank in his
neighborhood and get that loan with the amount being guaranteed by
the Bank itself, That way he will be dealing directly with the commu-
nity. He will be a part of the economic lifestream of that community.
In my opinion, it would be a more acceptable situation than the one
that has been described by vou.

Mr. Costanzo. Mr. Roybal, T think if the Bank issued guarantees
it would impinge even more on the capital funds of the Bank and the
Bank’s capacity to make loans. Under the Bank’s charter any guaran-
%\es lis‘;s-ml:'d by the Bank are chargeable to the callable capital of the

ank.

Mr. Rovsar. First of all, we have to find out what your anthority is.
Then if you do have legal authority, then let us try to determine
whether or not this is the best way of handling the situation.

Mr. Costanzo. T would say this was done under the general author-
ity of the Bank to make rules, to determine compensation for staff, et
cetera. And considered in that way, as a part of the treatment and
remuneration of the staff. I will supply additional information for
the record.

(The information follows:)

The General Counsel of the Bank has provided the following information : The
program of financial assistance to employees through loans was set up under
the authority granted by article VIII, section 5, of the agreement establishing
the Bank for the employment of officers and staff and for the determination of
the conditions of their service. Among other things, subsection 5(e) provides
“The paramount consideration in the employment of the staff and in the deter-
mination of the conditions of service shall be the necessity of securing the high-
est standards of efficiency, competence, and integrity. Due regard shall be paid
to the importance of recruiting the staff on as wide a geographical basis as pos-
sible.” Under article VIII, section 3 of the agreement, the Board of Executive
Directors has basic responsibility for the conduct of the Bank's operations (sub-
section (a)) and specifically shall determine the basic organization of the Bank.
including the number and general responsibilities of the chief administrative and
professional positions of the staff, and shall approve the budget of the Bank
“(subsection (i)). In conjunction with the management of the Bank, the Board
has considered that a program of limited financial assistance to staff members,
especially in conmection with their relocation to Washington, was essential to
obtaining the necessary caliber of employees and particularly to securing em-
ployees from the Latin American countries. In effect, the financial assistance
granted has been in the form of advances of salaries repayable by monthly de-
duetions over restricted specific periods of time, with interest on all except purely
temporary advances.
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Mr. RovBar. Are the 1,058 members of the staff eligible for loans?

Mzr. Costanzo. On the basis presented. When they enter employment
for the first time, they would be eligible for 1 month’s salary advance
for installation expenses. For housing, if they are purchasing a house,
under the present rules they are eligible to submit an application to a
committee which would determine whether or not there was a need
and decide whether or not to grant a loan.

APPROVAL OF BTAFF LOANS

Mr. RoyBar. My understanding is that in the past it was strictly up
to the President of the Bank to make that determination.

Mr. Costaxzo. No. sir. There is a Financial Assistance Committee
headed by an Executive Director to which applications were made.

Mr. Rovsar. To your knowledge how many applications were re-
jected insofar as housing was concerned ?

Mr. CosTaxzo. I do not know. But I can tell you how many loans
are outstanding,

Mr. Roysar. Can you also tell us at what percent the loans are made?

Mr. Cosranzo. Yes, sir. The housing loans are made at 6 percent
currently.

Mr. Royear. Very good.

Mr. Cosranzo. The total number of loans outstanding, T am sorry
I will have to add up.

In 1970 the total number of loans of all kinds made under this pro-
gram were 95 in the total amount of $240,000. The total of loans out-
standing of all kinds at the end of the vear were $353.000. That had
come down somewhat from 1969 when the total was $375,000.

Mr. Rovear. Will you supply for the record information that will
tﬁell 111(5; how many of the 1,058 employees have received loans from the

an

Mr. Costanzo. I can do that.

Mr. Roysar. And then the full amount that was loaned to them.

Mr. Costanzo. Yes.

(The information follows:)

STAFF LOAN PROGRAM

Of the 1,058 Bank employees as of December 31, 1970, 401 had received loans
under the staff loan program, since its inception, in an aggregate gross amount
of $1,784,552. Of this latter gross amount, the net amount of loans outstanding as
of December 381, 1970, was $353,197.

CORPORATE PRACTICE ON STAFF LOANS

Mr. Perry. I might point out that the practice in corporations in
this country and banks of providing short-term temporary assistance
to the employees has ample precedent. I think the question we are
concerned with is whether in this international organization even
stricter standards should not apply. In addition, we have the prob-
lem of being a part of a 23-member nation organization where each
country has its own particular standards. We are clearly moving in
the direction of reducing the employee staff loan program.
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We have made some progress. We are in the process of pushing for
more. I think the attitude of Congress on this has clemgv been ex-
pressed. The executive branch has initiated a program to reduce it and
still provide adequate benefits to people and the suggestion by Mr.
Roybal of borrowing from commercial banks is one other approach.
think it would be particularly helpful to us to get your views to
contribute to our own thinking how we can work through the executive
board, to arrive at what is still yet to be fond as the final solution.

LOCATION AND NATIONALITY OF STAFF

Mr. Royear. Of the staff you have, you stated there were 196 in
Washington and 62 of those are in the field.

Mr. Costanzo. No, sir. In Washington, 996. In addition, 62 in the
field. So the total regular staff is 1,058.

Mr. RoysaL. I am sorry, I put down 196.

Mr, Suriver. If the chairman will yield, how are they broken down
by nationality ?

Mr. Costanzo. The U.S. nationals comprise 18 percent of total em-
ployment. Twenty-five percent of the professionals are U.S. nationals,
10 percent of the administrative staff are U.S. nationals. As for the
other countries, there is a wide distribution which I would be very
happy to supply.

Mr. Suriver. Why don’t you put it into the record at this point?

Mr. Cosranzo. Yes, sir.

('The information follows:)

INTER-AMERICAN DEVELOPMENT BANK, INTERNATIONAL STAFF DISTRIBUTION BY NATIONALITIES (AS OF
DECE 1BER 31, 1970)

Professional and Professional and
adminisirative administrative
personnel personnel
Number Percentage Number Percentage
Country: Couutry—Continued
Argenting.................. 9% 9.07 . il o A k) 3.69
1 TR R e e 57 5.9 Nicaragua 9 .85
Brazil. . 15 7.09 Panama. 21 1.98
Chile.. . 61 5,76 Paraguay. 17 1.61
Colombia. _ 76 7.18 Peru.... 100 9.45
Costa . 28 2,65 Trinidad-Tobago. .. ........... 1 .09
e e e 47 4,44 United States.. 190 17.96
Dominican Republic. . . 2 2,08 Uruguay...... 68 6.43
Ecusdor. .- .uvnn-s 42 9 Venezuela. . . . 33 3.12
El Salvador_._...... 30 2.84 R L N 1 .09
Guatemala 28 2.65
Haiti__..: 8 .16 R R ST e 1,058 100. 00
Honduras. ... ......... . | B

U.8. BHARE OF STAFF POSITIONS

Mr. Suriver. Once again, you are giving the percentage of U.S.
citizens.

Mr. CosTaNzo. Yes.

Mr. Suriver. It certainly is not in proportion to the amount of money
we contribute.

Mr. Costanzo. No, sir; it is not; it is less. This has been a concern
that we have constantly expressed to the Bank—an appropriate num-
ber of Americans in positions where their particular capabilities can
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be used effectively, which is very important. The number and per-
centage have gone up recently in the past year or so.

Mr. Suriver. The reason T am bringing this out is that we have a
tremendous unemployment situation in this country. In my own city
it is 11 percent ; something like 18,000 people out of jobs. You see what
I am thinking about?

Mr. Costanzo. Yes,sir.

Mr. RoysaL. Will you also supply for the record any agreement
that we might have entered into at the time the Bank was established
in regard to percentages, if there was any agreement. What T am get-
ting at, were we supposed to have 33 percent of the personnel and the
other countries get the rest, or was there any agreement of any kind
at the beginning ? :

Mr. CosTanzo. There is no such agreement. There is a provision in
the charter, “The paramount consideration in the employment of the
staff and in the determination of the conditions of service shall be the
necessity of securing the highest standards of efficiency, competence
and integrity. Due regard shall be paid to the importance of recruiting
the staff on as wide a geographical basis as possible.”

Mr. Roveav. As wide a geographical basis as possible would not only
mean you will get employees based on their capabilities from all over
this hemisphere. it would also mean that people in the United States
should also get due consideration. ;

NUMBER OF FIELD PERSONNEL FLUENT IN SPEECH

So my next question is, of the 62 field men working in the field, are
they all fluent in the Spanish language? T mean really fluent in the
Spanish language.

Mr. CosTaNzo. I am not sure I can answer that.

Eight percent. five people out of the 62, of the field staff are U.S.
nationals. T would assume that generally they are fluent in Spanish
but T will have to check.

Mr. Rovsar. T would assume by the nature of the Bank that thev
would have to be fluent in Spanish. T guess if we look into it we will
find some that are not fluent in the Spanish language. Of the em-
ployees that you have in Washington, how many Americans are there
with Spanish surnames?

Mr. Costanzo. I would have to check that, sir. T really do not know.

Mr. Rovear. That would be most important. The Latin American
Bank T think should have the majority of its employees made up of
Americans with Spanish surnames who speak the language fluently,
who are accountants and economists and there are those who are hired.
If vou do not have any hired, a great mistake has been made.

Mr. CosTanzo. There are many, but T do not have the number.

Mr. Roysar. Will you tell us whom and what the positions are?

Mr. Costanzo. Yes, sir.

(The information follows:)

U.S. NATIONALS WITH SPANISH SUBRNAMES—AS oF DecEMBER 31, 1970

Professional:

Alvarez, Charles M., information specialist
Alvarez, Ronald A. F., information specialist




Professional—Continued
Angelo, Richard A., business management officer
Apodaca, Francisco A., personnel officer
Arias, Ronald F., information specialist
Baquis, Corrado, loan administration analyst
Borge, Carlos, engineer.
Echevarria, Oscar A., systems analyst
Garcia-Melendez, Mrs. Jo Anne, administrative officer
Gareia, Caroll 1., financial officer
Gomez, Michael A., economist
Illan G., José M., financial specialist
Iraola, Manuel J., auditor
Leroux, Raiil R., contract analyst
Liacuris, Jorge M., auditor
Lluy, Jorge J., Telecommunications specialist
Manzanera T., Manolo, loan officer
Martino, Orlando D., loan administration officer
Mathieu, Eugenio J., financial officer
Maza, Eneas, housing specialist
Menéndez, José A., financial analyst
Moliné, René, P., systems analyst
Morales, Mrs. Ruth 0., translator-reviewer
Mufioz Carrasco, Mrs. Patricia, administrative officer
Narganes, Aurelio R., simultaneous interpreter
Orlando, Frank 8., economic statistician
Ortiz de Leon, Eduardo, tourism specialist
Pérez Colén, Mrs. Irma, administrative officer
Rios, Manuel J., technical assistance analyst
Rodriguez, Louis A., economist
Santaballa, José R., personnel officer
Soler, Gustavo, auditor
Suro, Alfonso J., financial officer
Toro, Ademar, auditor
Troncoso, Mrs. Ann W., training officer
Troncoso, Luis, loan administration officer
Vega, Jr., Antonio, accountant

Administrative:

Alonso, Mrs. Judy

Azevedo, Mrs. Athene C.
Berrio, Mrs. Valerie K.
Campina, Antonio 8.
Carballal, Mrs. Rebecca
Cherny, Mrs. Inés

Conde, Miss Ana I.

De Britto, Mrs. Rafaelina
Furcron, Mrs, Katherine de
Galliani, Mrs. Dora

Garefa, Mrs. Elia ¥.

Lara, Miss Hazel

Lépez, Miss Ana O.
Miérquez, Miss Graciela
Ménéndez, Mrs. Carmen
Migliazzo, Mrs. Edna C.
Oviedo, Mrs. Mommina P.
Owens, Mrs. Maria del Carmen
Ramirez, Miss Guillermina
Riva, Mrs. Elvira

Rivera, Mrs. Orpha 8.
Vergara, Mrs. Mary Virginia
Zucchet, José L.

FIELD BTAFF

Permanent Employees:

Browne, Luis F. V., country representative
Elac, John, economist
Garayta, Jorge A., engineer

60-208 O - 71 - pt. 1 ---22




Contract Employment:

Albarrdn, Eugenio Jorge, architect-urban planning
Mena, Carlos F., hydraulic engineer

Paz, José A., civil engineer

Sdnchez, José J., civil engineer

Souza, Richard V., telecommunications specialist
Uceda, Antenor, civil engineer

Vallejos, Nicolas 0., civil engineer

BALARY OF DIRECTORS AND PRESIDENT

Mr. RoysaL. You indicated awhile ago that your salary was $31,000
a year.

Mr. CosTanzo. Yes.

Mr. Roysar. What is the salary of the President ?

Mr. CosTanzo. $44,000 a year as a base salary.

Mr. Roysavr. He does not pay an income tax to the U.S.¢

Mr. CosTanzo. No, sir; he does not.

Mr. Rovear. But he does have other fringe benefits.

Mr. Costanzo. He has an expense account allowance up to $16,000
@ year.

r. Ro¥sav. He has an automobile or a limousine

Mr. CosTanzo. Yes, sir; there is a car provided.

Mr. RoysaL. Are you provided with a car, too?

Mr. CosTanzo. No, sir.

Mr. Royear. Why not ?

Mr. Costanzo. It has never been the practice at the Bank. A car
is provided to the President and Vice President and there is one car
which the Director and Senior Staff may call upon for use to go to
a meeting, but I have not used it.

Mr. Roysavr. You can go to the pool and get one assigned to it?

Mr. Costanzo. That is right. There is one car, no pool.

EXECUTIVE VICE PRESIDENT

Mr. RoypaL. I have heard from many individuals that the President,
in the past has run the Bank with an iron hand, and that his American
counterpart has not had any influence in the administration of the
Bank. This is again hearsay. What is the situation ¢

First of all, what is the situation at the present time?

Mr. Costanzo. At the present time there 1s a new president. The ex-
ecutive vice president is a U.S. National. He is the second man in the
Bank. He acts as president and chairman of the board in the absence of
the president. His key function internally is as chairman of the loan
committee where he chairs a senior staff committee at which all loan
proposals are reviewed in detail, and amended before they are passed
on to the board. Of course, there are any number of day-to-day things
which are approved by the vice preaigent: Day-to-day decisions on
staffing and so on which need not engage the attention of the president.

Mr. Roxear. The Lincoln Sandelm%eport and the Powelson Loan

Study indicated that the vice president exercised very little authority
in determining or making determination with regard to loans. By
reading this report one gets the impression that the president made
the determination and the vice president just followed along.
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Mr. Costanzo. Insofar as T am concerned, everything that comes
to the board by way of loan proposals has been approved and cleared
by the loan commtitee which is cﬁaired by the executive vice president.

Mr. Royear. Who dictates to the executive vice president and the
loan committee ¢

Mr. Costanzo. I cannot say. There is a question of the relationship
between the executive vice president and the president and how they
work together.

. Mr. Perry. Dr. Herrera, the recent president of the Bank and with
it before it was created, played a very strong leadership role. He
was the dominant R{rincipal in the management of the Bank. The
relationship of the No. 1 man and No. 2 man in any organization is

a function of the personalities of the individuals, T am impressed
with the leadership that Mr. Ortiz Mena is bringing to the Bank.
His long experience of drawing heavily on the staff is important for
the staff, and T gredict. it will be the pattern of the future.
Shall we recess for a little while and be right back?

Mr. RoyearL.
(Recess.

DUTIES OF EXECUTIVE DIRECTOR

Mr. Passman. The committee will come to order. What are your
duties as director? How do you fit in the hierarchy of the Bank?

Mr. Costaxzo. T am not part of the management of the Bank. The
char'ter distinguishes between the management, which is headed by the
president, and the Executive Board which consists essentially of repre-
sentatives of governments. So in effect, T am the representative of the
U.S. Government in the Bank as a member of the Board. The charter
makes the board responsible for the conduct of the Bank’s operations.
We investigate and must approve all loan proposals and technical as-
sistance proposals. We approve the administrative budgets. We ap-
prove the number and general duties of staff positions in the Bank,
et cetera. In acting as U.S. Director and U.S. representative, I look
to the U.S. Governor, who is the Secretary of the Treasury and from
whom by statute T get my instructions. He in turn is required by the
statute to consult with the National Advisory Council on which the
Department of State, the Export-Tmport Bank, the Department of
Commerce and the Federal Reserve are represented.

Mr. Perry. May T add a point, Mr, Chairman? The U.S. Executive
Director is appointed or nominated by the President and confirmed by
the Senate, which is the same arrangement we have with the other
institutions, such as the World Bank, Asian Bank. et cetera.

Mr. Passmax. Ts there anyone else from the U.S. appointed by the
President ?

Mr. Perry. No. Recent legislation has provided that the alternate
Executive Director is appointed by the President. Heretofore, the
present incumbent, Mr. Ray Sternfield, was appointed by the Execu-
tive Director. Mr. Costanzo is also Special Assistant to the Secretary
of the Treasury. He spends 100 percent of his time, as does Mr. Stern-
feld. on the Bank.

Mr. Sternfeld isa full-time full day alternate. -

Mr. Passmaxn. I was not sure how you fitted in the organization. I
am glad that was clarified for the record. 3

Mr. Perry. In the corporate sense it is comparable to the resident
stockholder representative with 42 percent of the votes in his pocket.
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Mr. Passman. He is able to exercise that authority.

Mr. Perry. Yes, sir.

Mr. Passyan. Forty-two percent of the autority on the Board.

Mr. Perry. Yes, sir. -

The cardinal feature of these development institutions is that we
operate on the weighted voting system; not one country, one vote.

Mr. Passman. Can it be said we are 42 percent responsible for some
of the bad loans that were made ?

Mr. Perry. And 100 percent of the good loans.

BAD LOANS

Mr. Passman. No, my understanding is that you claim to have only
two bad loans. What is your definition of a bad loan ?

Mr. Costanzo. In the sense that we discussed yesterday, loans which
have gone into default, they number two. There is what you might call
a broader definition of bad loans, loans which have had problems or
difficulties. We have had some of those. There have been some instances
of loans where the guarantor had to make good, where the borrower
himself was not able to meet loan service payments.

Mr. Passman. How many of the bad loans have been rescheduled ?

Mr. Cosranzo. There have been no reschedulings as such. There have
been what you might call deferrals, similar to reschedulings. In cases
where repayment was scheduled to begin after completion of construe-
tion in 4 years and it took 5 years, for example, the initial amortiza-
tion payment may have been deferred a year or two. There have been
few cases where the final amortization payment was correspondingly
delavyed in relation to actual project implementation.

Mr. Passman. Some accommodation was made to put it in the cate-
gory of a good loan.

Mr. Cosranzo. I would not put it that way. This is related to the
construction period and the actual completion of the project—so it
could produce the revenue for repayment of the loan—if the priginal
estimate was 3 or 4 years and it took longer. There have been rela-
tively few accommodations of that type.

Mr. Passman. But there have been some.

Mr. Costanzo. Mr. Sternfeld says about 17 of that type. But not re-
scheduling in the sense of the whole thing pushed forward.

Mr. Passman. Mr. McEwen.

Mr. McEwen. Thank vou, Mr. Chairman, Mr, Costanzo, along the
line that the gentleman from Kansas first opened up here with regard
to the administration of your agency, I notice in your 1969 report, en-
titled “A Decade of Service to Latin America, 1960 to 1970”. it lists
the (?}overnors and alternate Governors, and there are 23, is that cor-
rect

Mr. CosTanzo. That is right. Each member has a Governor and an
alternate Governor.

ANNUAL MEETING EXPENSES

Mr. McEwgns. I notice vou list under Administrative expenses—I
am referring to the Price-Waterhouse report of audit dated February
10, 1971, on page 4—you list under Administrative expenses, Board
of Governors annual meeting, $172,322.




Mr. CosTanzo. Yes, sir.

Mr. McEwen. Mr. Costanzo, is that the cost of conducting your one
annual meeting

Mr. Costanzo. Yes, sir. It is the partial cost because you are look-
ing at only the ordinary capital accounts. On a combined basis, all
accounts, the total cost of the annual meeting in 1970 was $366,000.

Mr. McEwe~. Could you break down that total of $366,000 and
where that money is allocated ?

Mr. Costanzo. Yes, sir. $198,000, the major part, was travel expense ;
$34,000 was for representation; $38,000 for iocal personnel; publica-
tions and print, $6,000; supplies and equipment, $23,000; space
expense, $19,000: transportation of goods, documents, and so on,
$34,000, and there is a miscellaneous item of $14.000.

Mr. McEweN. That totals $366,000. That was the cost of your annual
meeting in 19707

Mr. Costanzo. That was in Punta del Este, Uruguay, in 1970. Mr.
Sternfeld reminds me that there was also in 1970 a special meeting
of the Governors in Mexico City in the fall, on the negotiations of the
question of broadening the membership of the Bank. The expenses
of that meeting would be included in this.

Mr. McEwex. It would be included in this figure of $366,000.

Mr. Costanzo. That is right.

Mr. McEwe~. May T say my interest is aroused because I am a new
member of this committee. My experience with banks has been on the
board of a little country bank, so T am not familiar with annual
meetings costing $366,000. T cannot help but be curious, about it. You
say it cost $198,000 for travel expense ?

Mr. Costanzo. Yes, sir.

Mr. McEwe~. There are 23 members of the Board, is that right?

Mr. Cosranzo. Of the 23 Governors:; yes.

Mr. McEwen~. This is the annual meeting of the Board.

Mr. Cosraxzo. Yes.

Mr. McEwen. I am assuming that it did not cost $198,000 for
travel expenses of just those 23 Governors.

Mr. Costanzo. No, sir. In addition to Governors there are alternate
Governors.

Mr. McEwex. Do they attend the meeting if the Governor is there?

Mr. Cosranzo. Yes: they normally do.

Mr. McEwex. They both attend normally?

Mr. Costanzo. They both attend. The bulk of this expense was for
travel expenses of Bank officers and staff.

Mr. McEwex. How many people would be involved in this $198,000
of travel expense?

Mr. Costanzo. T can get the precise information and supply it for
the record as to how many people were covered by this. I do not
have that.

(The information follows:)

TrRAVEL EXPENSES FOR ANNUAL MEETING

Travel expenses in connection with the Board of Governors' annual meeting
in Punta del Este, Uruguay, in April 1970, totaled $197,942.

Of the total amount, $175,085 represented air fare and per diem expenses
of 175 persons. Included in the latter were 83 persons forming the Secretariat
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of the meeting, responsible for arranging and providing administrative and other
support services for the conference, These services required trips to the meeting
site in advance of the meeting for necessary preparations, as well as stays at
the site longer than the i-week duration of the meeting.

The remaining amount of these expenses—$22 857—financed per diem expenses
of locally hired personnel recruited to assist in providing administrative serv-
ices. As the meeting did not take place in a large city, it was necessary to
recruit this personnel from Montevideo, and to provide a per diem allowance
for their time spent in Punta del Este.

It should be noted that the location at Punta del Este required substantially
higher air fare costs than did the 1969 meeting in Guatemala. An individual
round trip ticket to Punta del Este cost almost 2.5 times a round trip ticket to
Guatemala City. X

Mr. McEwen. Pending that, could you give us any sort of estimate ?
Would it be 50, 100, 200, 5001

Mr. Cosranzo. Mr. Sternfeld perhaps could help me. He has been
around a little longer. I do not know.

Mr. SternFELD. T don’t know.

Mr. Cosranzo. We would have to check that.

REPRESENTATION EXPENSES

Mr. McEwex. Could you give us a breakdown of $34,000 T believe
you said for representation

Mr. Costanzo. Yes, sir.

Mr. McEwe~. What does “representation” mean ?

Mr. Costanzo. These were official functions. Let me give you ex-
amples. The President of the Bank gives a dinner for the Board of
Governors on the first night. There is a reception given by the Presi-
dent and the Executive Board. There are various lunches given for
country delegations, and also for special guests. The meetings are
really in the nature of a major international conference and they have
attracted attendance by representatives of business and financial com-
munities all over the hemisphere. The total attendance of all kinds,
not only the officials, but the guests who come on their own, has been
a thousand or more.

Mr. Passman. If the gentleman would yield, you know what we
call this down in Louisiana ? Eating high on the hog. Thank you.

LATIN AMERICAN HIGHWAY DEVELOPMENT

Mr. McEwe~. Mr. Chairman, if T might, there is one other matter
that interests me. For 6 years I served on the Public Works Committee
where I heard something of the members’ requests for rivers and
harbors and highways, and, more recently, of course, the needs of so
many of our communities for water treatment facilities and sewa
treatment plans. Again referring to your publication, “A Decade of
Service to Latin America, 1960-1970,” I noted on page 8 of that docu-
ment a highway map of South America. Having up until now been
somewhat more familiar with the Interstate and Defense Highway
System that we are still trying to find the means to finance the com-
pletion of in this country, I was particularly attracted to this map.
I see on here a highway network and proposed highways. Is this an

integrated plan developed in cooperation by all of the countries of
South America ?
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Mr. Costanzo. There has been general consultation among the coun-
tries, particularly with respect to the Inter-American Highway which
is a part of the system shown here, going down the west coast and over
to the east. connecting with Buenos Aires.

Mr. McEwex. Tt does not show a connection into the Darien Gap
that we recently authorized.

Mr. Costanzo. Yes, sir; that is something new that happened since
this report was issued.

Mr. McEwex. Many of the pieces that are indicated under construc-
tion are not portions of the Inter-American Highway ; is that correct ?

Mr. CosTanzo. That is correct.

Mr. McEwex. Could you furnish to us figures exactly how much has
been allocated to the portions of highway that will be part of the
Inter-American Highway and how much has been allocated to other
highways?

Mr. Costanzo. I will be very happy to do that.

(The information follows:)

The Bank has loaned $130,400,000 to finance 3,262 kms, (1,057 miles) of
the Pan American Highway in the period 1961 through 1970 in eight countries.
The total cost of these projects including the local contribution is $260,-
200,000. The Bank has made 38 loans in the field of road construction including
the above in the amount of $516,856,000.

Mr. Passman. Would the gentleman like to put in the record as
part of his request, the appropriations made to this out of another
spigot?

Mr. McEweN. Yes, I would.

Mr. Passaran. Here is $20 million that we list under one spigot. That

does not work out of your appropriation. This is in addition to your
operation : $20 million last year, $20 million this year and $20 million &
year ago. Will you put in the record the total amount contributed to
the highway out of the United States from the other spigots?

Mr, CosTaNzo. Yes, sir.

(The information follows:) .

DAriex GAr HIGHWAY

The total cost of the Darien Gap Highway is projected at $150 million. Under
the provision of the Federal Highway Act, the United States is authorized to
contribute $100 million on a grant basis. Colombia and Panama are to make
contributions amounting to one-third of the total project costs in their respective
countries, i.e., $50 million.

A supplemental fiscal year 1971 appropriations bill for the Department of Trans-
portation is currently before Congress requesting an initial appropriation of 5
million for the Darien Gap Highway project. The Department of Transporta-
tion plans to request an additional $20 million in its fiscal year 1972 budget re-
quest. Additional requests for appropriations would be made until the road is
completed.

Colombia and Panama are expected to make their own arrangements with
respect to financing their portion of the project. Colombia is expected to finance
its share from domestic resources. Panama is expected to provide a portion of
the funding from its own resources and to seek other external financing for
the balance.

LOAN FOR WATER AND SEWERAGE

Mr. McEwex. That is not noted on this particular map, but Mr.
Costanzo said that will connect. I also notice on page 9 of this report
that you take credit for building or expanding 3,629 city and rural
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water systems and 362 sewage systems. As of December 31, 1969,
some 2,499 water and 268 sewage systems have been completed. Can
you furnish us additional information as to the total cost of all of
these water or sewage systems, those that are building or expanding,
as well as those that are listed as being completed ?

Mr. Cosranzo. Yes, sir; I can. I might say that much of this partic-
ular program was conducted with the Social Progress Trust Fund. One
of the main fields of that fund was precisely in this area of water and
sewage sanitation facilities.

(The information follows:)
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ENVIRONMENTAL PROBLEMS

Mr. McEwex. I am sure you gentlemen want to know why I am in-
terested in this. I talked to Mr. Petty about some parochial problems
I have in my district where two corporations are considering ceasing
operations because they cannot meet standards on environmental con-
ditions. T would not say the environment in other countries is not as
important as that in the United States. I am interested, and that is
why I am asking for these figures, in just what we are doing for envi-
ronmental problems in Latin America at a time, sir, when we are not
able and have not been able so far to adequately fund our own needs
in this country.

Those figures, if you will furnish them for the record, would be
possibly helpful, indeed.

Mr. Passman. The gentleman is making a most interesting case for
us. If you will yield at this point, of course, you have more pollution in
all probability per square mile in America rather than in Latin Amer-
ica because of the huge complex of refineries.

Mr. McEweN. Some say it is the effluent of affluence.

Mr. Passmax. In all probability it would be impossible to judge,
maybe we have a hundred times more pollution in this country on ac-
count of the tremendous industrial complex and the 120 million auto-
mobiles and trucks. So the pollution problem in America could con-
ceivably be a hundred times greater than that in Latin America. It
would not sound unreasonable, would it ?

Mr. McEwex. Not at all.

Mr. Passman. If we cannot find an answer for our own pollution,

because of lack of money, it looks like we ought to postpone tem-
porarily some of the pollution problems in the other countries where
they are not serious at this time.
ank you for yielding.
Mr. McEwex. I yield back my time.
That is all I ask.
Mr. Passman. Mr, Hathaway.

BTAFF LOANS

Mr. HatAwAY. Thank you, Mr. Chairman. Pursuing the staff loan
program a little further, are loans made to staff members who are also
corporate executives of some company ? In other words, are loans made
to businesses where there are people with ranking positions asking for
the money and also working for the Bank in any capacity ?

Mr, Costanzo. No, sir.

This program is exclusively for staff hired by the Bank, and there
is a prohibition that no member of the staff may have any other em-
ployment related in any other than the Bank. These are full-time Bank
stafl.

Mr. Haraaway. How about people on the Board of Directors?

Mr. Costanzo. The Board of Directors are full-time.

Mr. Harraway. So nobody is excluded or is not in that position.

Mr. Costanzo. No.
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COURRENCY QUESTIONS

Mr. HaraawAy. Let me ask this: The hard window has all the con-
tributions from all the countries in dollars and all the repayments are
in dollars.

Mr. Costanzo. No, sir. The Latin American contribution in paid in
capital is half in dollars and half in their own national currencies.

Mr. Perry. The United States has paid in $150 million. The Latin
American countries have paid in $119 in dollars and $119 in local
currencies.

Mr. Hataaway. But all of the loans are made in dollars and repaid
in dollars.

Mr. Cosranzo. No, sir. Loans are made partly in local Latin Ameri-
can currencies and repaid in the same currency loaned.

Mr. HarHAwWAY. What determines the ratio?

Mzr. Cosranzo. It is usually a combination. It depends upon the na-
ture of the project and its cost. If there are foreign exchange costs,
then normally dollars would be provided. If there are costs that can
be met locally, then local currencies are provided.

Mr. Hataaway. In the soft window everybody uses his own cur-
rency and the loans are made in the currency of the applicant country
and repaid in the same currency.

Mr. Coxsranzo. In the soft window we also operate in a combina-
tion, usually dollars and local currency. The loans up to now have
been repayable in the country’s own currency. This is to be changed
in connection with the new replenishment proposals; in the future
loans made in dollars will be repayable in dollars.

Mr. Haraaway. When will that be?

Mr. Costanzo. As soon as we get these funds and start lending them
out.

RATIO OF CONTRIBUTIONS

Mr. Hataaway. Is the contribution to this in the same ratio as it
was in the hard window as far as dollars versus local currency is
concerned ¢ :

Mr. Costanzo. No. At the present time the Latin American con-
tribution is entirely in their own local currency.

Mr. HatHAwAY. The repayment period in the soft window is over a
long period of time, such as 30 or 40 years.

r. Cosranzo. It has not gone that long. Normally it is 20 or 25
years.

Mr. Hataaway. Is any difference in the exchange rate taken into
consideration in the repayment ? -

Mr. Costanzo. Yes, sir. There is a fixed maintenance of value repay-
ment in terms of dollars. So if the local currency depreciates they
have to repay more.

Mr. HatHaway. If it appreciates, they pay less.

Mr. CostAnzo. Yes.

Mr. Harnaway. Presumably if your investment is wise, it will be
appreciating rather than depreciating.

Mr. Costanzo. That has not happened in Latin America.

Mr. Perry. The currency of the country may not reflect the success
of the individual country.
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Mr. Haraaway. I understand that. ;
Mr. Perry. History will show it depreciates at a very rapid rate.

AMOUNTS SBPENT IN UNITED STATES

Mr. Haraaway. How much money is spent in the United States?

Mr. Costanzo. In the ordinary capital the record is about 40 per-
cent of the foreign exchange, or dollars have been spent in the United
States, In the fund for special operations, in excess of 50 percent from
the beginning. But there is something important to note here, At the
beginning of the Bank our contribution to the fund for special opera-
tions was not tied. At a later stage we began tying our contribution
to expenditures in the United States.

Currently and in the future the amount of those funds spent in the
United States will increase. In the Social Progress Trust Fund, which
is pretty much closed now, the expenditures in the United States were
about 80 percent of the total. Those funds were tied to procurement
in the United States and Latin American countries.

PRIVATE AND PUBLIC LOANS

Mr. Hataaway. Could you supply for the record the ratio of the
public and private loans?
(The information follows:)

PRIVATE VERSUB PuBLICc SECTOR LOANS

Of the $4,156.8 billion of loans made by the Bank from its inception to March
31, 1971, $1,095.7 billion (26.4 percent) have been made to the private sector and
$3,061.1 (73.6 percent) have been made to the public sector, primarily in the
fields of transportation and communication, electric power, and agriculture.

INTEREST SUBSIDY

Mr. Hataaway. Part of the hard window is really a guaranteed
loan figure.

‘What are the chances of extending that to make it more of a guaran-
teed loan program so we won’t have to appropriate money as‘we have
had to in the past? If you have the guarantee of the individual coun-
tries and you got the guarantee of the Bank in addition, that ought to
free up a lot of private money for this type of loan, especially if you
added to that an interest subsidy, which I do not know whether you
are authorized to do or not.

Mr. Costanzo. The Bank does not make guarantees, Tt does raise
the bulk of its funds in the private capital markets against the callable
capital which is the guarantee of the Government.

Mr. Perry. It is in the form of an interest subsidy, because it has
the credit standing of the U.S. Treasury. It gets a more preferential
rate than what it would be if you operated in the two-step procedure.

Mr. Hataaway. Your prognosis is that the ratio of guaranteed
loans would increase over the others.

Mr. Costanzo. It has in the past in that the callable capital repre-
sents the bulk of the resources which the Bank has available for lend-
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ing. Therefore, the bulk of the Bank’s loans in the hard window repre-
sents the funds raised in the private capital market. Only the paid in
capital, which is a relatively small share of the total, represents a di-
rect Input of Government funds. For example, on the basis of the re-
g;emshment which we are proposing, the structure of the Bank would

that the {)aid in capital would total $775 million, and the callable
capital would total $3.9 billion. Of that latter amount the U.S. call-

able capital, which is what is actually used here, would be $1.7 billion.
So it is better than a 2-to-1 ratio.

COVENANT REGARDING U.S. CALLABLE CAPITAL

Mr. Perry. On the basis of the history so far the funded debt;
which represents resources obtained in the world’s capital markets,
1s equal to about 62 percent of the ordinary capital loans made. In
our neﬁ;}tiations now to increase the membership of the Bank to in-
clude Western European donor countries, Japan and Canada, under
one formula the U.S. share might drop from 42 down to 37 pereent.
Under a different variation perhaps even further. This would prob-
ably also result over time in increased leverage of relationship of
funded debt to ordinary capital.

At the present time { think we should point out that the indentures

covering the public borrowings limit the total amount of funded debt
to the amount of the callable capital of the United States. This is
done to obtain the triple A credit rating on the public bond market.

That convenant with the public bond buyers in no way limits the

fact that the callable capital contributions of the other member coun-
tries is a joint and several guarantee pro rata with the United States.
In terms of credit standing of the public market it is limited in the
overall ceiling. Our policy over time, and it cannot be immediate be-
cause there are long-term bonds outstanding, is to recognize the credit
standing of, say Mexico for what it is, worthy of private borrowing
of its own.

Another feature of bringing in other donor countries as members
is that such a move would make it possible to move away from the
covenant. In the World Bank there has been that type of limit by
tradition. As a matter of policy, we would like to see the U.S. limit
the same to share the burden there, too.

Mr. Haraaway. In the soft window there is no such thing as a
guaranteed loan program.

Mr. Perry, No, sir,

Mr. Harraway. Isit possible?

Mr. Perry. The loans there have ranged from 3 to 4 percent interest.
They have, in the past, been loaned in local currency and it would not
support going out to the public bond market borrowing at 7 or 8
percent for 15 years to loan at 3 or 4 percent in foreign currency.

The design of this program really would not be consistent with
having it done in the private sector.

Mr. Haraaway. Couldn’t you do it along the lines of the student
loan guarantee program, having enough money to guarantee the risk
of losses of the loans and subsidize the interest ?

Mr. Perry. I have not thought that approach through. There is a
leverage factor on the soft window and that is the contribution of the
local country beyond the money that comes from the Bank. T would
have to reflect on that suggestion, sir.
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PROPORTION OF PROJECTS FINANCED BY 1DB

Mr. Haraaway. What average percentage of a project do you
finance ? Is it limited by law ¢

Mr. Cosranzo. It is not limited. As a matter of general policy, 50
percent is normally financed by the Bank. This will vary with the
nature and requirements of individual projects—in some cases the
Bank finances more than 50 percent and in some cases less.

In general that is the range we look for.

Mr. Haraaway. The Bank always has the first lien.

Mr. Costanzo. Yes, sir.

Mr. HatHAWAY. Is the entire economic situation of the area consid-
ered in making loans? If someone wants to put up an airplane factory
and it is a country that does not have enough food to eat and somebody
wants money for agricultural purposes, I suppose you would give
priority to agricultural purposes.

Mr. Cosranzo. Yes, sir; we put heavy emphasis on that not only
within the Bank but in connection with the Inter-American Commit-
tee of the Alliance for Progress (CIAP) which was set up to study
overall country situations, programs, and priorities.

Each year they do a thorough country study and country review.
We look to that exercise in setting the overall priorities within a coun-
try and region.

Mr. Haraaway. Thank you, Mr. Chairman. Thank you, gentlemen.

Mr. Passman. Mrs. Reid.

AID USE OF IDB

Mrs. Rem. Thank you Mr. Chairman. To what extent does AID use
tl%.el Banl;: facilities for technical study, administration, and channeling
of loans?

Mr. Cosranzo. AID has financed some projects in which the feasibil-
ity studies were financed by the Inter-American Development Bank.
There are also a small num{;er of projects which are joint projects be-
tween the Bank and AID, but the number of these projects are rela--
tively small.

LOANS FOR EDUCATION

Mrs. Rem. Are any loans being made by the Bank for educational
purposes? If so, what countries have benefitted the most from such
loans?

Mr. Costanzo. I would like to supply that for the record if I may.

(The information follows:)

Loans made to countries from 1961 to December 31, 1970, for education :

Argentina

Colombia
Costa Rica Trinidad and Tobago ...
Dominican Republie Uruguay

Ecuador
El Salvador. Central America
Guatemala Regional

Haiti
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FSO0 CONTRIBUTIONS AND EFFECT ON U.S. BALANCE OF PAYMENTS

Mrs. Rem. Since the U.S. contributions to the Fund for Special
Operations is tied to purchase of goods and services in the United
States, is there less effect on our balance-of-payments position?

Mr. Cosranzo. U.S. contributions to the Fund for Special Opera-
tions are tied to the purchase of goods and services in the United
States, the borrowing country, or, if advantageous, to any other mem-
ber country. This system lessens the effect on our balance of payments.

U.8. PERSONNEL EMPLOYED

Mrs. Rem. What is total number of U.S. personnel employed in the
Bank in Washington ¢

Mr. Cosranzo. As of December 31, 1970, there are 185 U.S. nationals
of the total 996 employees in the Bank in WashinFton. Of the Bank’s
62 employees in its field offices, five are U.S. nationals.

HIGHWAY MAINTENANCE PROVISIONS

Mrs. Rem. In your lending programs on highways, for instance, in
providing funds for construction, do you also make sure there are
provisions for maintenance ? x

Mr. Costanzo. All road contracts contain standard clauses obligat-
ing the borrower to submit to the Bank an annual maintenance plan
for 10 years subsequent to the completion of the project in accordance
with the following:

MAINTENANCE CLAUSE

a. Maintenance shall be defined as keeping the road with all its
component parts in substantially the same conditions as it was when
originally constructed.

b. An annual maintenance plan shall be submitted for the approval
of the Bank not later than 3 months before the heginning of eacE bud-
get year; it shall include as a minimum the details of the organization
to be responsible for the maintenance, the personnel to be provided, the
number, type, and condition of the equipment to be provided for main-
tenance; the location, size and condition of the shops, warehoused
maintenance camps, etc.; and the type of control to be used to limit
the size and weight of vehicles operating on each road ; the number
of kilometers of each type of road to be maintained and the location
of these roads, ete.

¢. The plan will show the funds available in the maintenance budg-
et (exclusive of betterment operations) for the current year and in-
clude the amount of the proposed budget for the year for which the
plan is submitted. ¥

d. The plan will also include a report of the status of maintenance
based on a maintenance sufficieney rating system previously submitted
to and approved by the Bank. This sufficiency rating will be devised
to provide a composite rating of road maintenance condition based on
numerical rating of the different components of the road, such as sur-
face, shoulders, ditches, drainage structures, bridges, ete.
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e. The Bank will have the right to periodically inspect the roads in
the field. If it is determined by the inspection or the reports that the
maintenance effected is below the agreed standards, the borrower
agrees to take corrective action.

Mr. Rem. That is all I have, Mr. Chairman.

Thank you,

IDB STATISTICAL MATERIALS

Mr. Passmaxn. You are familiar with these very voluminous statisti-
cal statements the Bank gets out. How often do they come out
monthly ?.

Mr. Costanzo. We have a statement of individual loans.

Mr. Passman. These weigh maybe two or three pounds. They are
about as long as a triple entry bookkeeping journal.

Mr. Costanzo. Monthly.

Mr. Passman, How many pages is that? I am not being critical.

Mr. Costanzo. There is one for each window of the Bank.

Mr. Passman. What you send out is this package ?

Mr. Costaxzo. Yes.

Mr. Passmax. Wouldn't you assume if I did not have anything to
do but read that statement that it would take just about all of my time
to analyze it ?

Mr. Cosranzo. It would take a good deal of time, yes, sir.

Mr. Passyan. I have 65,000 to 70,000 letters a year, I have to legis-
late, go home, eat, sleep, and politic. How many copies of that do you
put out per month ?

Mr. CosTanzo. I do not know.

Mr. Passman. Several thousand ¢

Mr. Cosranzo. No.

Mr. Passman. Do you send each Member of Congress——

Mr. Cosranzo. No.

Mr. Passyman. Just the committees?

Mr. CosTanzo. Yes.

Mr. Passmax. Couldn’t you have a condensed form for members of
the committees? It may be necessary to get this up. I am not critical
because I kept books too long and T believe in good records, If you
could show new loans approved, disbursements, and so on. Maybe a
single page with some analysis where the members actually could
digest it.

(Discussion off the record.)

Mr. Costanzo. Mr. Chairman, these are very important for internal
purposes.

Mr. Perry. This is a good statement, Mr. Chairman.

Mr. Passman. I am not asking that you discontinue it, but if you
will, send it to the committee by room number so all members of the
committee can examine it. Do you send it just to the chairman ?

Mr. Costanzo. Yes.

Mr. Passman. Please send it to the room of each member and if they
have any spare moments, they can have a look at the statement.

Mr. CosTanzo. Surely.
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PRESIDENTIAL STATEMENT ON UNTYING AID

Mr. Passman. You are familiar with the President’s message to the
Congress dated September 15, 1970, if I may refer to page 3 of that
message :

I propose we move promptly toward initiation of a system of tariff preferences
for the exports of manufactured products of lower income countries in the mar-
kets of all the industrialized countries.

I am ordering the elimination of those tying restrictions on procurement which

hinder our investment guarantee program in its support of U.S. private invest-
ment in the lower income countries.

I propose that all donor countries take steps to end the requirement that for-
eign aid be used to purchase goods and services produced in the nation provid-
ing the aid. Complete untying of aid is a step that must be taken in concert with
other nations; we have already begun discussions with them toward that end.
As an initial step, I have directed that our own aid be immediately untied for
procurement in the lower income countries themselves.

Are you people operating under this? Have you completely untied
your procurement ? Are you familiar with this message !

Mr. Costaxzo. In a general way.

(Discussion off the record.)

Mr, Passaax. Back on the record.

To what extent are you untying, if any, these loans on American
commodities?

Mr. Cosraxzo. We are maintaining in the Fund for Special Opera-
tions the restriction that our contribution may be used for purchases
in the United States and other member countries. This has always
been the case.

Mr. Passmax. That I understand perfectly. I would suggest, gentle-
men, that you read this message to the Congress where he says spe-
cifically that he is ordering it.

Would you do that and put something in the record, to save a lot
of time? '

Mr. Perry. I would like to comment that particular quotation re-
ferred to the bilateral aid program. There were issued instructions in
Qctober of last year with respect to the procurement with lesser de-
veloped countries. On the application of it to other donor countries
the negotiations are still underway. One of the features of it is to
make sure that the other donor countries do the same thing the same
way, so that our suppliers would have access to their own program.
If that is not negotiated, that part will not be implemented.

Mr. Passamax. I shall not quote out of context, but I will insert this
one sentence:

As an initial step, T have directed that our own aid be immediately untied
for procurement in the lower income countries themselves.

Certainly there would be more justification—I am not saying you
have any—to untie any restrictions on this multilateral approach be-
tween the nations and between the United States, simply because we
know that we have priced ourselves out of the world market. Many
of these people are buying their purchases abroad, and I believe this
procedure is on the increase. You made the statement this applied only
to bilateral aid. L {

Again it would appear to me it would be more appropriate, if
appropriate at all, to untie it on the multilateral side than it would

80-208 O - 71 - pt.1 ---23
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on the bilateral side because of the com
have with these developing countries.

Mr. Perry. Also, the rule we are following on multilateral aid
is that member countries share in the procurement of the funds of
the institution. Nonmember countries do not get the preferred access
to our taxpayers’ appropriated resources.

Mr. Passman. It was not my purpose to get into a hassle. I only
know what the President said in his message, and I quoted it directly.

I wish that you would put something in the record as to why you
are not part of this statement, or you would not come under the
provisions of the Presidential order, because he said he had initiated
the request already. I would assume it is in effect,

You admit you have not had any familiarity with it.

Mr. Perry. I am quite familiar with it.

Mr. Passman. It is nice you are familiar with it.

You are cooking in every kitchen. Chances are you will be here
tomorrow for the World Bank.

Mr. Perry. It will be my pleasure.

Mr. Passyan. We have to talk to these people who make decisions.

You are a nice fellow with a nice job backing them up with experience,
but we have to talk to the people who make the decisions. Inasmuch
a8 you said you are not familiar with it, familiarize yourself Mr.
Director and put something in the record, will you ? !

Mr. Costanzo. This applies to general policy going far beyond this
Bank.

I should say I have read that. T am generally familiar with it.

Mr. Passyan. Didn't you tell me you had a general knowledge but
you did not know it ?

Mr. CosTanzo. Generally, but it affects matters going far beyond me.

Mr. Passyan. T am not quarreling or debating. T am only asking if
you would read it and look at the direct quotes and my question would
be, does this apply to the Inter-American Development Bank?

Mr. Perry. No, sir; it does not. ;

Mr. Passman. Then put something in the record, my dear friend.
Will you do that ?

(The information follows:)

plex dealings you have to

UNTYING AID

The quoted sentence from the President’s Foreign Aid Message of September
15, 1970, appears in the summary section early in that message. A more detailed
treatment of the subject appears near the end of the message in section 3, en-
titled “Promoting Effective Development Through Improved Economic Policies.”
In that section, the subject is treated as follows :

“In the expectation that negotiations will soon be completed successfully, T
have decided to permit procurement now in the lower income countries under the
U.8. bilateral lending program—an expansion of the initizl step I took with our
Latin American neighbors.” (italics supplied)

It is thus clear that the policy stated by the President was by its terms directed
to the U.8. bilateral program, and not to multilateral programs.

Mr. Passman. Now before we drop the curtain, I am much more
pro-Latin America than some of you gentlemen realize. T think it is a
must that we help them, in order for these Latin Amm-lc_an countries to
develop. But I can tell you the best children that you find in America
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are those who had parents who were very firm. They were disciplinar-
ians. They used good discipline. I would like to see us say specifically,
categorically and to the point, that here is what we will do, but before
we do it you have to do this. We are going to have to make the record
and start doing these things.

(Discussion off the record.)

Mr. Passman. I have these final two questions. Of the U.S. paid-in
capital to the Inter-American Bank, I think we referred to it as $150
million, is that correct ?

Mr. Costanzo. Yes.

Mr. Passman. All of the other countries, and I guess there are 22 of
them, is that correct ¢

Mr. Costanzo. Twenty-two, yes.

Mr. Passman. The 22 have paid in $119 million ?

Mr. Costanzo. Indollars.

Mr. Passman. But the 22 countries are recipients of their contribu-
tions and also ours, is that correct ?

Mr. Costanzo. That is right.

Mr. Passman. So the ones that paid in they get it back plus our
$150 million. All we do is make the contribution and hope in the long
run it is a good investment; not investment in dollar return but in-
vestment in good neighbor policy and helping the underprivileged to
acquire higher status, is that true ?

Mr. Costanzo. Yes, that istrue.

Mr. Passmaxn. Thank you, gentlemen. The committee will recess
until tomorrow.
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RYUKYU ISLANDS, ARMY ADMINISTRATION
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DIRECTORATE, OFFICE DEPUTY CHIEF OF STAFF FOR OPERA-
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J. C. PAMPLIN, MILITARY FUNDS DIVISION, OFFICE, COMPTROLLER
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PROGRAM AND FINANCING (IN THOUSANDS OF DOLLARS)

1970 actual 1971 esti 1972 est

Program by activities:
Administration ozt St - 3,400 3,301 3,200
Aid to the Ryukyuan economy._ Ee 17,491 3,369 1,250

Total obligations. . L 20,891 6,670 4,450
Financing: Unobligated halancelapsms ) S

Bud{la!nulhonl\r__.. o T N i b e 2 re o 20,902 6, 670 4,450
Budget authority:

Appropriation...... S R 18,991 6,476
Pa;r mcreasa{?ubhn Lavr 91- 305) e 50 g

d increases_ s oy
Pmpased supp1emental Ior civilian pay act increases %
Renpprognatlon & 1, 861

Relation of obligations to outlays:

Obligations incurred, net.

Obligated balance, start of year_ =

Obligated balance, end of year. ...._.. e e
Adjustments in expired accounts. ...

Qutlays, excluding pay increase supplemental
Outlays Irom wage-board supplemental
Outlays from civilian pay act supplemental




PROGRAM AND FINANCING (IN THOUSANDS OF DOLLARS)

1970 actual 1971 est. 1972 est.

DEPARTMENT OF THE ARMY

Personnel compensation:
Permanent ﬁnsitmns
Positions other than permanent_....
Other personnel compensation.. .. ....c..covaann.
Special personal service payments

Total personnel compensation
Personal benefits: Civilian employees..
Travel and transportation of persons. ..
Transportation of things
Rent, ications, and
Printing and reproduction
Other services
Supplies and materials
Equipment
Grants, subsidies, and

Total, Department of the Army. _ . .o ooeiacaaann.

ALLOCATION TO UNITED STATES INFORMATION AGENCY

T T R S A s

ol ohligationac e, i L L R Wl

Total number of permanent positions.. ... ... . ......... 248 174
Full-time equivalent of other posi 4 1 1
Average number of all employees : 257 181
Average GS grade ;oY 9.6 9.6
Average GS sala Sl $13,809 $13, 849
Average salary of ungraded positions. ... e arenEieE e A 990 $3,351 $3,396

Note:—After the budget was submitted, H. Doc. 92-83 was transmitted to Congress which contained an amendment
of $114,000 for increased pay costs for FY 1972,

Mr. Passman. The committee will be in order.

We shall consider this afternoon the budget request for the Ryukyu
Islands. We have as witnesses Lt. Gen. James B. Lampert, High Com-
missioner of the Ryukyu Islands, Department of the Army, and many
fine supporting witnesses whose names appear above.

I would assume, General Lampert, that you have a statement you
would like to make to the committee.

General Lampeert. Yes; I do.

Mr. Passman. Fine. You may proceed.

GENERAL STATEMENT OF THE Hicu COMMISSIONER OF THE
Ryukyu ISLANDS

General Laseerr. Mr. Chairman and members of the committee:

I am happy to appear before the committee for the third time to
report on our administration of U.S. responsibilities in the Ryukyu
Islands.

When 1 appeared before the committee last year, I described the
situation in Okinawa and the outlook as we then saw it. Events have
largely borne out what I said at that time. In my travels throughout
the Ryukyu Islands, I continue to observe a gratifying fund of good-
will toward the United States and acceptance of the presence of our
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military bases. U.S. authorities have maintained a workmanlike rela-
tionship with the local government of the Ryukyu Islands and its
elected chief executive, Mr. Chobyo Yara, who retains wide support
among the Okinawan people. A vocal and militant minority has con-
tinued to exploit irritations and anxieties arising from the presence
of our bases. Political demonstrations and strikes have taken place
from time to time. Various problems, especially in our labor relations
with our Okinawan base employees, have required careful attention.
Our military bases, however, have at all times been able to carry out
their assigned missions and their key role in the U.S. defense posture
in the Pacific. We have also been able effectively to discharge U.S.
responsibilities for the administration of the Ryukyus which we will
continue to bear until reversion takes place. The Government of Japan
has played a helpful role. The official Japanese delegation in Okinawa
has worked closely with U.S. authorities in the Preparatory Commis-
sion to develop arrangements that will insure a smooth and orderly
transfer of civil authority to Japan upon reversion.

We continue to expect that reversion will take place in 1972, al-
though we do not yet know the effective date. This will depend on the
outcome of the reversion negotiations being handled at the diplomatic
level in Tokyo.

We expect that after reversion our military bases on Okinawa will
be governed, as is the case with our bases in Japan proper, by the exist-
ing Treaty of Mutual Cooperation and Security with Japan and by
its related arrangements including the Status of Forces Agreement.

For fiscal year 1972, we are requesting $4,450,000, of which $3,200,-
000 is for our Civil Administration operating costs and $1,250,000 is

for aid for the local Ryukyuan Government’s public safety activities,
1n particular the police.

PRESENT SITUATION IN OKINAWA

As the time of reversion approaches, but with negotiations not as
yet completed, the political atmosphere is marked by uncertainties and
anxieties in the minds of the Okinawan people as to what the future
holds in store. I believe it is correct to say that the Okinawan people
are gratified that reversion is coming, but worried about its effect on
them personally. Our Okinawan base workers have again reacted
strongly to new and substantial reductions in personnel resulting from
the reduction in the U.S. defense budget. Two strikes, each of 48 hours
duration, took place on February 10 and 11 and March 2 and 8 of this
year. Political problems have also arisen from incidents involving U.S.
personnel and Okinawans. These stimulate feelings of resentment to-
ward continued U.S. court jurisdiction over U.S. military personnel.
These resentments contributed to the Koza riot of December 20, 1970.
In addition, in January 1971, we had difficulties in arranging for the
initial shipment in the removal of chemical weapons from Okinawa,
largely because of fears on the part of Okinawans living along the re-
moval route that their safety might be endangered. Militant elements
opposed to our bases seek to exploit these and other problems that arise.
The activities of these groups place greater requirements on U.S. and
local police authorities who are responsible for the maintenance of
order and the security of our bases and personnel.
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While the Okinawan economy and standard of living has continued
to grow, they remain heavily dependent on our mihtary bases and
other outside support. The Government of Japan, looking toward
reversion, has substantially increased its aid to Okinawa to a pro-
jected level of $166.7 million for the coming year compared with
$106 million in the current year.

Recent U.S. military force realinements in the Pacific have brought
about some changes, including some reduction in the military units
stationed in Okinawa. Okinawa remains, however, the location of an
extensive complex of valuable bases including Kadena Air Base, the
Army’s 2d Logistical Command, the 3d Marine Division, and major
communications facilities.

BUDGET REQUEST

This year, we are requesting $1,250,000 for economic aid in fiscal
year 1972. This consists of but one item—reimbursement to the Gov-
ernment of the Ryukyu Islands for public safety operations per-
formed on behalf of U.S. military forces and their dependents in the
Ryukyus. All other items of economic aid have been deleted from our
budget request.

Public safety services provided by the local government include:
control of rallies, demonstrations, and other civil disturbances; en-
forcement, of traffic and safety regulations; operation of penal and
correctional institutions; immigration services; and other related ac-
tivities. We rely heavily on the Ryukyuan police during civil dis-
turbances. They are increasingly effective in controlling these dis-
turbances, and they are thus of great assistance to us.

We are also requesting $3,200,000 for administrative activities.
The bulk of this is for pay of personnel. At the end of fiscal year
1970, our USCAR organization included 28 military, 107 U.S. civilians
and 193 Ryukyuan employees. By the end of fiscal year 1971, these
figures are expected to be 23 military, 107 U.S. civilians, and 133
Ryukyuans, respectively. At the end of fiscal year 1972, based on as-
sumption with respect to the reversion date, we expect these figures
to reach zero.

The funds requested do not fall off as rapidly as the number of
employees. This is caused by unavoidable terminal payments, includ-
ing severance pay for both Ryukyuan and U.S. employees, and trans-
portation costs back to the United States for separated U.S. eitizen
employees. The cost of these terminal payments is estimated at $900,-
000 during fiscal year 1972.

GENERAL FUND

The USCAR General Fund, as the committee knows, derives an
income of approximately $13 million per year, mostly from sale of
petroleum products in the Ryukyus. This fund is used for projects to
assist the Ryukyuan people.

As explained in the President’s budget statement (p. 372), we ex-
pect to utilize $31,450,000 of anticipated general fund available moneys
for such purposes in the remainder of fiscal year 1971 and through
fiscal year 1972. It is planned that this fund will be closed as of
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June 30, 1972, although the final date also depends on the reversion
date which has not yet been established.

SUMMARY

We expect that our military bases will remain on Okinawa and play
a key role in our defense posture and in the defense of our allies in
the Pacific for an undetermined number of years to come. The funds
which we are requesting are, in my judgment, required to enable us
to fulfill our res‘yponsihili[ios for the administration of the Ryukyus
until reversion. They will enable us to make an orderly transfer of
civil authority to Japan, and they will help insure a continued stable
and favorable environment for the continued operation of our military
bases in the years ahead.

FIVE-MINUTE RULE

Mr. Passman. Thank you, General. We will operate this afternoon
under the 5-minute rule. After each member has had an opportunity
to interrogate the principal witness for 5 minutes, then we shall revert
back to the system we previously agreed upon, and each member will
use all the time necessary for him to interrogate the witness.

The High Commissioner of the Ryukyu Islands wears a dual hat.
This committee is interested in all of his problems, but as far as financ-
ing is concerned, our responsibility is limited only to the economic
aid part of the Ryukyu Islands and that is the request before the
committee.

At this time I yield to the distinguished gentleman from Maryland,
Congressman Long.

RYUKYUAN ATTITUDE TOWARD UNITED STATES

Mr. Lone. General Lampert, I spent some time on Okinawa about
6 or 7 years ago. We were told that United States-Okinawan relations
were pretty good. I see you still maintain this is true. Yet we have
been reading very different things in the newspapers. Do you feel a
vocal and militant minority is demonstrating and caunsing disorder and
that there is no fundamental problem with the people on Okinawa
that will jeopardize our long-run tenure ¢

General Lamperr. Mr. Long, as noted in my prepared statement,
I do continue to believe the population of the Ryukyus entertain a
considerable amount of good will toward us as individuals and harbor
little or no hostility toward the United States and toward our admin-
istration there.

There is a minority made up of diverse activist groups which takes
every opportunity to capitalize on issues that come along for various
reasons which appear to motivate these various groups. This results
in demonstrations, disorders from time to time, which we do take very
seriously and which we try to handle as calmly and as carefully as
we can. I am aware sir, that from time to time these developments——

Mr. Loxe. Isn’t it always true that minorities end up by making
situations untenable ? '
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I remember that President Johnson was forced to give up running
for the Presidency because of a very small minority—it made life
so miserable that he finally changed his plans. Couldn’t that happen
to us in Okinawa ?

General Lampert. I am certain that history would demonstrate that
has happened in many places.

Mr. Loxag. When I was at Princeton before World War 1T, I listened
to a speech by Albert Einstein. He said if 2 percent of the population
set out to close anything down, no society can funetion. I am beginning
to believe the minority is smaller than that if it is really determined.
Can we afford to be as optimistic as you are about Okinawa ?

(General Lasrerr. Maybe I can put it this way : I believe we can con-
tinue to live in Okinawa and operate our military bases satisfactorily
and effectively for the foreseeable future as long as our Government
wants us to remain there. I would not attempt to predict the number
of years in which that situation would continue.

U.8. INVESTMENT IN RYUKYUS

Mr. Lona, What is our investment there ¢

General Lamrerr. We have invested in physical facilities nearly
$700 million over the years since we have been there.

Mr. Lo~a. Is that our total investment ?

General Lampert, If you count all of our aid expenditures on top
of the physical facility mn%tmction, approximately $1 billion. Let
me correct that figur onstructed facilities which the
military forces occupy, .mt.l about $300 million more in economie aid.

Mr. Lo~a. So it is about a billion dollars.

General LamperT. Yes.

Mr. Loxe. Are we pursuing a policy of being cautious about puttlng
more money into Okinawa until the picture is maqmmb]\ clear?

General Layeerr. Yes, sir; of course, we expect to close out our
administration of the civil government in 1972. There is no contem-
plation of any economic assistance after that date. There has been no
significant amount of new military construction in the 2 years that I
have been there.

ALTERNATIVE WESTERN PACIFIC BASE LOCATIONS

Mr. Long. If we are forced out of Okinawa, do we have a good
fallback position, or are we going to be in a bad jam?

General Lampert. These questions are really out of my bailiwick.
I am informed generally but they are not within my area of
responsibility.

Mr. Lona. I probably have used up my time, Mr. Chairman.

Mr. Passman. I want to thank the distinguished gentleman from
Maryland. He always makes a good case. He was just getting to the
pomt where he could make a good record but we are operating under
the 5-minute rule which limits members to about one question and
one long answer.

Since we cannot do anything about it and they are the rules we will
abide by them and return later so the distinguished gentleman can
finish his questions.
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Mr. Lona. Mr. Chairman, you are the first to object to my quitting
after 5-minutes of quest oning.

ANTICIPATED REVERSION DATE

Mr. Surtver. On page 5 of the statement you say you expect the
administrative personnel figure to reach zero by the end of fiscal
1972.

General Lameerr. Yes, sir.

Mr. Sariver. Aside from terminal payments, do you expect to be
back here next year requesting funds for administration costs ¢

General Layperr. So far as I now know I do not expect to be back
next year requesting additional appropriations. T should say that the
agreement between the President and the Prime Minister of Japan
for the reversion to civil government states that it is expected that
the transfer of the civil government will take place in the calendar
year 1972,

(Discussion off the record.)

General Lameerr. Tf the actual reversion date should be in the
latter part of 1972, this would be into fiscal 1973. T just have no
information which would permit me to be specific on that.

FUNDS FOR PUBLIC SAFETY ACTIVITIES

Mr. Suriver. Would funds for public safety be needed in view of the
continuing presence of 1.S. forces?

General Lamperr. We do not believe so, sir, because the police
forces and public safety will become the responsibility of the Govern-
ment of Japan.

Under our Mutual Security Treaty the Government of Japan is
obligated to take care of the public security outside of our bases.

U.8. FORCE REDUCTION ON OKINAWA

Mr. Suriver. On page 4 of your statement you mention the redue-
tion of our forces in Okinawa as part of the overall realignments
in the Pacific. Can you tell us more about that reduction ? What is
anticipated in the future?

General Lamprrr. Sir, the reductions scheduled for the future T
am not informed about. The reductions which have taken place in
the past year in Okinawa have been measurable but not extremely
large.

Our anti-aireraft defense organization, which is an army unit
has been reduced in strength by about 60 percent. The MACE missiles
which were maintained in Okinawa by the Air Force were removed
slightly more than a year ago. There have been certain reductions in
the last couple of months in Air Force flying units in Okinawa. offset
to some extent by the introduction of additional aireraft moved down
from Japan. Beyond that, in my statement T was referring to certain
additional reductions which I am sure the committee knows more
about than T, which have been announced to take place in Japan and
in Korea, and of course the progressive reduction in the strength in
Vietnam.
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OTHER ASSISTANCE TO THE RYUKYUS

Mr. Sariver. Do we have any other assistance programs in the
Ryukyus for fiscal 1972, such as food programs?

General Laspert. The Food for Peace Program will continue until
the end of our tenure estimated to be in 1972. We do, as explained in
the printed Budget, plan to continue until the end of our tenure an
economic assistance program funded from our General Fund, which
is the fund generated primarily by our sale of petroleum products to
the local economy. Those are the only American programs underway or
visualized. I am sure you know that the Government of Japan is
carrying on a very large economic assistance program and has for
several years.

Mr. Sariver. So you do not expect that an economic assistance pro-
gram will continue after reversion?

General Lamreerr. I do not expect that it will, and I have no knowl-
edge that one is planned.

ADMINISTRATIVE ACTIVITIES BUDGET REQUEST

Mr. Suriver. I notice on page 3 of the justification book that while
your program level has been reduced by 80 percent over the past 2
years, the administrative costs have gone down only 6 percent. Would
you comment on that?

General LayperT. Yes, sir.

The administrative costs are almost entirely the personnel costs asso-
ciated with our civil administration organization, which is the civil
government advisory organization,

The costs of that organization are not directly proportionate to the
size of our economic assistance program because many of the people
in the organization are concerned with advising going activities and
departments in the Ryukyu Government. For example, the element in
our organization which advises and works with the police. Beyond that
we are increasingly occupied in working on the planning for the trans-
fer of the Government, not only with the Ryukyuan Government but
with the representatives of the Government of Japan. This consumes
a great deal of our people’s time. The final thing T would say, sir, is
that about $800,000 of the administrative costs contained in our request
are for termination costs associated with our employees who will in fact
be separated from the rolls. This is the transportation back to the
United States for American employees who are entitled to it, separa-
tion pay for American and Ryukyuan employees who are separated and
certain associated costs.

RYUKYU TRAVEL UNIT

Mr. Suriver. You are requesting $15,000 for severance payments to
to Japanese nationals employed by the Ryukyu travel unit.

General Layrert. Yes, sir.

Mr. Suriver. What is the purpose of this unit ?

General Layrerr. That is a small office belonging to us which is
located in Tokyo. As part of the administration of our responsibility,
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we validate all requests by people other than American citizens for
entrance into the Ryukyus.

People who wish to come to the Ryukyus from Japan, and these are
mostly Japanese citizens, do this by applying to this small office which
we maintain in Tokyo. That office is in part staffed by Japanese
citizens.

SEVERANCE PAY

Mr. Suriver. So that severance goes to the Japanese.

General Lamreert. Yes,

Mr. Suriver. Do we pay severance to U.S. nationals who are leav-
ing due to reversion #

General Laseerr. Yes, sir; under the civil service laws and regil-
lations we do to all of those who have the appropriate rights.

Mr. Suriver. I think I have used my time.

Mr. Passmax. Thank you, Mr. Shriver. Mr. Roybal ?

Mr. RoveaL. General, along the same lines, the severance pay would
be included in the estimate you have made which is $900.000 during the
fiscal year 1972, is that correct ?

General Lameerr. That is correct and I thank you for correcting
me

I believe I said $800,000 a minute ago. I should have said $900,000.
USCAR GENERAL FUND PROGRAM

Mr. Royear. I am also interested in the statement made on page 6
where you say that the USCAR general fund derives an income of
approximately $13 million per year and this fund is used for projects
to assist the Ryukyuan people.

General LayperT. Yes, sir.

Mr. Roysar. What kind of assistance do they get?

General Lampert. This is economic assistance. This fund has over
the years supplemented the directly appropriated economic assistance
projects paid for by the appropriations which we have sought. For
example, in the period between now and reversion the largest expendi-
tures will be to complete a very large water supply dam in northern
Okinawa in which we expect to spend $7,790,000 in the remainder of
this fiscal year and fiscal year 1972. We expect to obligate $3,300,000
to complete our share of a modern sewage disposal system which we
have been constructing for the past several years in southern Okinawa,
the heavily populated part. We expect to obligate approximately
$15,500,000 to continue construction of one major highway badly
needed in Okinawa which has been underway for several years and
to extensively repair one of the important secondary highways. Those
are the principal items included in this program, sir. There are a
number of others which T wonld be glad to mention. 1

Mr. Roysar. This is in addition to the $1,250,000 that is appropri-
ated for economic aid.

General LameerT. Yes, sir.

Mr. Rovear. So the figure for economic aid is in excess of $14
million.

General Lampert. Yes, sir. In the last 2 years, fiscal 1971 and 1972
we expect to obligate about $31 million from this General Fund on
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economic assistance program. To that will be added the $1,250,000
contained in our request now before the committee.

Mr. Royear. The $13 million you get from petroleum products is
not included in the request you are making.

General Lamperr. That is correct, it is not part of the $4.450 million.
However, it is reported in the President’s budget document.

Mr. Roysar. This is in addition to the request.

General Laseert. That is correct.

FUTURE OF POL INCOME

Mr. Royear. What will happen to this income once the reversion
takes place? Who will handle it?

General Laseert. The income comes primarily from the importa-
tion of petroleum products which we, the civil administration, sell
through local distributors. At the end of our tenure this activity will
cease entirely. It will be replaced, I presume, by the normal pefroleum
marketing distribution system prevailing in Japan, since Okinawa will
become part of Japan. This will be the responsibility of the Japanese
Government and no longer our responsibility.

Mr. Royear. It is quite possible that the people of the island will
not be recipients of the type of help they are getting at the present
time.

General Lampert. That is possible, although the pattern of Japanese
economic assistance to Okinawa so far has been very generous and I
would expect that it would continue,

RYUKYUAN ATTITUDE TOWARD THE JAPANESE

Mr. Roysar. T have one last question.

Do the natives of the islands get along well with the Japanese?

General Laxeert. Sir, T hesitate because the short answer is not: yes.
The answer I believe is they get along quite well with the Japanese but
there are tensions between them which relate to their history. Mr.
Ericson is Foreign Service officer, and he is here and he may wish to
add to that. He has lived and served in Japan and is intimately famil-
iar with it.

Mr. Ericson. I think the short answer is that the Okinawans are
Japanese.

Mr. Royear. They don’t think so.

Mr. Ericson. Before the war, as you are aware, Okinawa was a pre-
fecture of Japan and the Okinawans were citizens of Japan. I would
agree with General Lampert, they have some reservations about the
strength of this commitment. But it is the only one that is open to them
and I think most of them do regard themselves as Japanese.

Mr. Roysar. Mr. Chairman, my understanding is that there is quite
a bit of conflict between the two groups. While I was in Okinawa 1
was told that a conflict existed, that the natives of the islands would
rather not be under the domination of the Japanese. I think we can
go into this as we go along in the hearings because my time has expired.

Mr, Ericson. I would be happy to.

Mr. Passman. Mr. McEwen.

Mr. McEwex. Thank you, Mr. Chairman.
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JAPANESE ECONOMIC ASSISTANCE TO THE RYUKYUS

Mr. McEwex. General, on page 4 of our statement, you refer to
to the level of assistance from Japan which is projected at $166.7 mil-
lion for the coming year compared to $106 million in the current year.
When did Japan start giving aid to Okinawa ?

General Lasperr. T believe about 1962, sir.

Mr. McEwex. It was prior to the time of the talks returning the
Ryukyus back to Japan?

General Lampert. Yes, sir, that is correct. May T correct that date
when T have had an opportunity to verify it, please, sir?

Mr. McEwex. Yes, indeed.

General Lameerr. T am informed that the first year in which there
was a Japanese contribution was 1959, when there was a small Japa-
nese economic assistance contribution. It has grown steadily through
the years.

Mr. McEwex. What is the form of that assistance?

General Lampert. In the current year, when the total is $106 mil-
lion, about $25 million is in the form of loans and the remainder in
the form of grants. It is used for a wide variety of purposes.

Mr. McEwe~. For public works?

General Laseert. Yes. sir.

I have some examples here. Various types of public works related
to industrial development and land development. A wide variety of
social welfare programs of various types. For tuberculosis control,
mental health activities, the provision of Japanese doctors, contribu-
tions to hospitals, and contributions to welfare.

T