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FOREIGN ASSISTANCE AND RELATED AGENCIES 
APPROPRIATIONS FOR 1979

Thursday, June 3,1978.
PRO POSED  BUDGET AMENDMEN TS FOR GREEC E AND 

* TURK EY
t

WITNESSES

« GEORGE S. VEST, ASSISTANT SECRETARY OF STATE FOR EUROPEAN
AFFAIR S

RAYMOND C. EWING, DIRECTOR, OFFICE OF SOUTHERN EUROPEAN
AFFAIRS, DEPARTMENT OF STATE

Mr. Long. The hearing will come to order.
Today we are conducting hearings  on the proposed budget amend­

ments for Greece, $1,800,000 in milit ary credit sales and Turkey, $50 
million for  security assistance.

By having the  hearings on the Greece, Turkey budget amendments, 
we will have the necessary background to evaluate the  need for these 
funds should they be included by the Senate in our approp riation bill 
at a la ter date. Of course, we need to hold supplemental hearings  be­
cause the supplemental bill will be star ting  its legislative process soon.

Let us first consider the budget amendments fo r Greece and Turkey.
I welcome the principal witnesses, George S. Vest, Assistant Secre­

tary o f State for European Affairs ; Morris Draper, Director of Office 
of Lebanon, Jorda n, Syrian Arab Republic, and Iraq  Affairs.

Mr. Vest, would you proceed and put vour remarks in the record 
and then summarize them in 5 minutes.

(Mr. Vest’s prepared statement  follows:)
I welcome the opportunity to be here today to review the Adminis tration’s se­

curity assistance proposals for Greece, Turkey and Cyprus for Fiscal Year 1979. 
These proposals embody an approach which we consider essential to serving U.S. 
security interests in the Eastern Mediterranean, to improving relations with 
Greece and Turkey, and to facilita ting progress on Cyprus. The key points of the 

t  Administration’s proposals to the Congress relating to the Easte rn Mediter­
ranean are (a)  the repeal of existing arms restrict ions against Turkey; (b) to 
provide mili tary sales credits in Fiscal Year 1979 for Greece and Turkey at  $140 
million and $175 million respectively—the same levels as in Fiscal Year 1978: (c) 
to provide $50 million in security supporting assistance to Turkey; and (d) a

I  contribution of a fur ther $5 million of assis tance to Cyprus for the relief and re­
habilitation of displaced persons.

These proposals are  intended to break the impasse which exists in the Eastern 
Mediterranean and to strengthen our bilate ral relationships with two close and 
important allies—Greece and Turkey. They are aimed as well at strengthening 
NATO’s southern flank, thus enhancing allied security interests in the Eastern 
Mediterranean. It is important at the same time to stress tha t this Administra­
tion remains fully committed to the search for a Cyprus solution, one of the 
fundamental goals of this Administration.

(1)
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This  being said, let  me indicate  in gre ate r detail why the  Adm inist ration is 
making these  proposals and why we feel th at  the levels of assistance we are  re­
questing are justified. For  Turkey, we are asking the Congress to provide foreign 
milita ry sales loan gua ran tees of $175 million so t ha t we can help meet the most 
urge nt needs of the Turkish  military. It  is  a fac t th at  the  m aterial  read iness or 
Turk ish forces has  d ete rior ated  seriously in recent years. The $175 million figure 
is the same amount as  was provided  to Turkey la st year. We have also reques ted a 
secur ity supp orting ass istance  loan of $50 million to Turk ey to assi st th at  coun­
try  in resolving it s presen t economic difficulties.

The request to l if t t he embargo conta ined in Section 620(x) of the Foreign As­
sistance Act is made so th at  we can fully cooperate with  Turkey in a manner 
consonant w ith the requ irements  of an alliance imp ortant  to  our mutual security .
This  would fac ilit ate  joint and allied  defense planning, enhance allied  support 
for Turkey’s NATO needs via thi rd count ry tra nsfer s and improve standa rdiza­
tion, and permit  the  delivery of items impounded since the  embargo was put 
into  force.

The A dminist ration has  decided not to go forward with  a multi -year  $1 billion *
Defense Cooperation Agreement with Turkey and will inste ad negotiate  new 
arrangemen ts which will be tte r serve our bil ate ral  and  NATO security inte rest s 
and perm it the prom pt reopening of vita l intelligence and  o ther  U.S. instal lations  
in Turkey. Fu tur e security assistance levels to Turkey will be determined on a *
year- to-year basis.

For  Greece, an old and imp ortant  ally, we propose to continue FMS financing 
for Fisca l Year 1979 a t las t year’s level, i.e., $140 million. This proposal  reflects 
our desire to  maintain both Greece and Turkey a t la st y ea r’s FMS credi t levels.

I want to s tres s t ha t the Adm inist ration believes th at  it s proposals will provide 
a core of stabili ty to our bila tera l rela tions with  Turkey and enable us to 
establish a renewed sense of tru st so that  we can work together to resolve im­
por tan t problems. It  should be clear, however, th at  these  proposals do not signal 
any shi ft in U.S. policy concern ing Greek-Turkish differences. We inten d that  
both shall  rema in our friends  and valued allies.  We strongly believe th at  our 
national  inte res ts requ ire the  re storation of sound, normalized bilate ral rela tion ­
ships  both with Tu rkey  and with  Greece.

As I stat ed earl ier, the  Administ ration is also requestin g $5 million in Fiscal 
Year 1979 secur ity supporting assis tance  for Cyprus  as a contribution toward the 
relie f and rehabi lita tion  of displaced persons there . As in the past, these  funds 
will be proportionate ly dis tributed to the two ethn ic communities on Cyprus and 
will be earm arked for projects  such as house const ruction, heal th care, and 
vocational education. We believe tha t these new fund s will be effectively utilized 
by Cypriot author ities for  worthw hile refugee programs  and will underscore our 
contin uing concern f or the people  of Cyprus and o ur strong inte rests in promoting 
negotiation  of a ju st  and las ting sett lement on the island.

A New U.S. Approach to the Eastern Mediterranean—Administration 
Proposals for Greece/T urkey/C yprvs

The Adm inis trat ion’s proposals concerning the  Easte rn Mediterranean are  
designed to break the impasse which is fru str at ing progress on the Cyprus prob­
lem ; stra ining rela tions with  two valued allies,  Greece and Tu rkey ; and con­
trib uting to the serious  dete rioration of U nited Sta tes and NATO secur ity int er­
ests  in the Eas tern  M edite rranean.

A cri tica l element  of the  Adm inis trat ion’s program is the  request to the 
Congress to  repeal the Turkish arms  embargo, which was enacted by the  Congress 
in late  1974 in response to Turk ish use of American weapons on Cyprus. The 
Adm inis trat ion’s program consis ts of the following elem ents:

(a) Provision of $175 million in foreign mil itar y sales loan gua ran ties for 
FY 1979 to Turkey to meet the most urgent  needs of the Turkish  mili tary .
This is the same amount of mili tary  credits  provided to Turkey in 1978. *

(&) Provision  of $140 million in foreign mil itary sales loan gua ran ties for 
FY 1979 to Greece, the  same amount as last year.

(c) Provis ion of a $50 million security supp orting assistance loan to 
Turkey  as  a means of dem onst rating our wil lingness to  con tribu te to  a resolu­
tion of  Turkey’s economic difficulties.
(d) Cont ribution of a furth er $5 million of assi stance to Cyprus for  the 

relief  and rehabi lita tion  of displaced persons. Since 1974. the United States
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has contributed $87.5 million for Cyprus relief and over $9 million annually 
to supp ort U.N. peacekeeping forces on the  island.  The Adminis trat ion’s 
proposal of $5 million has been increased  to $15 million by both the  House 
of Representat ives  and the Senate Foreign Relat ions Committee.

(e) Repeal  of all remaining port ions  of the 1975 arms embargo on Turkey 
stil l in force. T his would (1) permit  the  del ivery of gra nt-milita ry ass istance  
items impounded when the arms embargo went into effect in 1975; (2) allow 
tra nsfers by thi rd countries  to Turk ey of U.S. licensed and produced mili­
tary equipment;  and (3) make possible Turkish  purchases  of  m ilita ry goods 
and services  th rough U.S. Government channels.

The proposals were favorably repo rted by the  House Int ern ational Rela tions 
committee on May 3. The Commit tee added to the  proposal an amendment to 
the Foreign Assis tance  Act s tat ing  U.S. policy object ives on Cyprus, requirements  
for requesting secu rity  assi stance to Greece and Turkey, and a requ irem ent to 
provide  the  Congress with periodic reports  on progress toward a Cyprus  set tle ­
ment. The Committee also voted to provide $35 million in gra nt aid und er the 
Mili tary Assis tance  Program  fo r Greece.

On May 11, the  Senate Foreign Rela tions  Committee  defeated  the  p roposal to 
repeal the embargo but acted favorably on the remainder of the  program. The 
Adm inist ration intends  to pursue the  question of the  embargo on the  Senate 
floor.

The Adm inis trat ion has decided not to go forward with a multi-year, $1 billion 
defense cooperation agreem ent with Turkey, and will ins tead negotia te new’ 
arrangeme nts which will bet ter serve  our bil ate ral  and NATO secu rity  intere sts  
and perm it the prom pt re-opening of v ita l intelligence and other U.S. ins tall atio ns 
in Turkey.  Fu tur e secu rity ass istance  levels to Turkey will be determined on a 
year- to-year basis.

For  many  the  most controvers ial element in the Adm inis trat ion’s package is 
repea l of the  Turkish arms embargo. The embargo was enacted by the  Congress 
in late  1974 in response to Turkish  use of American weapons in Cyprus.  As 
Secre tary Vance told the House Intern ational Rela tions  Committee on April 6, 
the enactment of the  embargo was appro priate  as confirmation of the imp ortant  
principle th at  the United States will not condone any unintended use of m ilita ry 
equipment supplied by thi s country.

Now’ the  time has  come to look forward ra ther  than backward . The Adminis­
tra tion believes th at  continued main tenance of the embargo is  an obstacle to the 
search for an equitab le, las ting  solut ion to the Cyprus problem an d that  meaning­
ful nego tiatio ns will prove impossible  if it  continues in force. On the  island, a 
stal emate  has developed, and a very rea l danger exis ts that  positions  will become 
even more rigid  as time passes. This  s tale ma te is a lso an impediment to good re­
lations between Greece and  Turkey.

Fur thermo re, the  embargo so poisons our  rela tions with  Turk ey as to pu t this 
rela tionship  a t se rious  risk. This, of course, endangers th e securi ty of the Atlan tic 
Alliance and the e nti re Eas tern  Medit erra nean region.

"VVe believe the  Adminis trat ion’s program is balanced and fa ir  and  over the  long 
run will lead to an amelioration and strengthen ing of U.S. rela tion s througho ut 
the area . We are not choosing sides between Greece and Turkey. They ar e both 
frien ds and  valued allies. Our program will encourage a stab le Turkey firmly 
aligned  with  the West and  having close rela tions with the  United States. We 
believe this is clearly in the intere sts  of all  of us, including Greece and Cyprus. 
We are also convinced that  fo r these  reasons our program ofFers the  best hope for  
creating a new’ and improved atmosph ere for solving the difficult problems 
plaguing the  area.

Fina lly, the  program should not  be read  a s any lessening of the American com­
mitm ent to a Cyprus  solution. From its  fi rst days, the  Administra tion  has worked 
intensively  toward a negot iated set tlement;  thi s dete rmination has  not flagged. 
The Turkish side has  recently outlined to Secreta ry General Waldheim con stitu­
tional and ter rit or ia l proposals  i t believes could serve as an app rop ria te basi s fo r 
resuming serious Cyprus negotiations. The  Turks  have sta ted  that  these are 
opening positions and  that  they inten d to dem ons trate flexibili ty once the  inter- 
communal  negotiations begin again . The Secretary  Genera l has discussed these 
proposals with the  par ties on Cyprus  and is carefully  studying  how best to pro­
mote nego tiatio ns leading  to a ju st  solution . We stand ready,  if requested, to 
ass ist the Secretary  General move these negotia tions  forw ard.
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Greece and Turkey : I mportant P artners in  NATO
NATO collective securi ty int ere sts  are being undermined  by the  continuing 

instabil ity and dete rioration of defense capabili ties  on the  sou thea stern flank. 
The unse ttled Cyprus problem, disputes  over the Aegean between Greece and 
Turkey, and Congressional limitat ions on ass istance  to Turkey have  dis trac ted  
the atte ntio n of these  two NATO Allies from the common th reat  and have im­
paired the ir capabi lity to carry ou t NATO defense  responsibilities.

Close bila teral security rela tions w ith the U.S. have been the  hi stor ical  founda ­
tion of Greek and Turkish  par ticipat ion  in the  Alliance. These  rela tion s have 
been severely strained by events stemming from Cyprus and are  in need of  urgent 
repai r.

Greece and Turkey each plays an essential  role in the southern region, and  they 
complement each oth er in the overall NATO defense posture. Ju st  as  they benefit 
from membership in the Alliance, both coun tries  contribute to i ts overa ll strength  
through their  Western politica l orientat ion,  strategic  geographical locations, and 
the forces they field.

Greece and Turkey, aligned with  th e West, are geographically situ ated in a way 
to discourage W arsa w Pact and Soviet asp irat ions toward the Medite rran ean and 
Middle Ea st. The Warsaw  Pa ct cann ot gain access to the Aegean w ithout crossing 
Thrace.  All ma jor  land, sea and ai r routes from the Black Sea to the Mediter- 
renean  and from the B alkans to the Persian  Gulf lead across  Turkey.

The Greek and  Turkish  Armed Forces tie  down approximately  twenty-six 
Warsaw Pact divisions plus associated  ai r and nava l uni ts in the  Caucasus, 
Balkans and  Black Sea areas . Withou t having to contend with credible Greek 
and T urkish defenses, a significant portion of these  W arsaw  Pac t forces could be 
reoriented toward other areas of NATO. The  cost in money and manpower  to 
balance  them would be significant.

Greece and Turkey need each other aga ins t the common threat. One without 
the  other would stand exposed and isola ted from the res t of the  Alliance. The 
Warsaw Pact would face the simplified task of concentrating  on only one fron t 
without fea r of a flank a ttac k in its  th ru st  toward the  Aegean and Mediterra nean. 
With out close Greek and Turk ish cooperation Allied ai r and naval operations to 
counter Soviet combatants and shipping in the  Aegean and Medite rran ean and to 
contro l sea lines of communications from the Middle Ea st through the Mediter­
rane an to the  Atlant ic would be complicated.

Both Greece and Turkey provide imp ortant  fa cili ties  to satisfy U.S. and  NATO 
requi rements for forward basing, supp ort of the  U.S. Sixth Fleet and  oth er U.S. 
mil itary act ivitie s, and  intelligence collection.

Under  presen t circumstances it  would be difficult for Greece and Turkey  to 
car ry out NATO wa rtim e assignments effectively.

Greece wi thdrew its  forces from the NATO integrated  mili tary  command struc­
ture in 1974. T his sta tus  is still  the same, although the  fu tur e Greek m ilit ary  role 
in the Alliance is now being discussed between Greece and NATO. In the  mean­
time, vital command and control arrang ements and other necessary coordination  
requi rements are  in disarray.

While Turkey remains  fully inte gra ted  within NATO, a combination of severe 
economic problems a nd the U.S. a rms  embargo h as  resulted  in a s ignificant reduc ­
tion in the capabil ity of the Turkish  Armed Forces. Most equipment  in the 
Turk ish armed forces is of U.S. or igin and most is quite  old. The effect of the U.S. 
arms  embargo in 1975 and contin uing res tric tions since then has  been to stop 
almost completely a modest moderniza tion program within the Turkish armed 
forces and  to prevent the Turks from mainta ining aging equipm ent in 'working 
order. Cann ibalization to keep some major weapons systems in operation  has 
become widespread, par ticu larly in the  Turkish  Air Force. Maintenance diffi­
cultie s have become massive and crew tra ining has  suffered.

Repeal of Section 620(x) of the Foreign Assistance Act, thereby lif ting rema in­
ing rest rict ions on secur ity ass istance  for  Turkey, will not be a  panacea for all 
the problems of Tu rkish armed forces. However, it will be a first step  toward ha lt­
ing gal loping obsolescence and toward restorin g a coherent  long-range moderniza­tion problem.

Most important, elimination of the  las t vestiges of the  embargo will permit 
Turkey and the  U.S. to  work toward  the  re pai r of the ir b ila teral security rela tions 
and thus strengthen  Turkey’s commitment to  the  NATO Alliance.

A hea lthy  rela tionship  between Ihe U.S. and Turkey and the U.S. and Greece is 
(‘ssen tial to confidence in the security of the NATO southe rn flank and  the security
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of the eas tern  Mediterra nean. If  these rela tionship s can be restored  and rein­
forced, they will serve as a basis for increased coopera tion between Greece and 
Turkey a s well.

U.S. Military F acilities in  T urkey and Greece

TUR KEY

The U.S. maintain s seven major ins tal lat ion s and twenty-one secondary mili­
tary faci litie s in Turkey . About 5,000 U.S. milita ry personnel are accompanied by 
4,500 dependents.

Two of the  seven major ins tall atio ns (In cir lik  Air Base and Ankara Air  Sta ­
tion ) and all  secondary faci litie s are in direct  suppo rt of the  NATO mission  and 
are  in fu ll operation . They p rov ide :

For ward basing of USAF tactical fighter ai rc ra ft in supp ort of NATO 
defense  plans. Accommodations are  also  m aintained for wartim e augmenta- 
tion by reinforcemen t ai rc ra ft and NATO strate gic  reserve forces.

Peace time training . Konya Range is one of the  very few air-to-ground 
firing ranges eas t of Spain which is ava ilable and adeq uate  for  reg ula r use 
by theate r ta ctical  ai r forces.

Terminal supp ort for int er thea ter stag ing of stra teg ic ai rl if t air craf t, in- 
♦ eluding the only U.S. owned and  contro lled major ai rc ra ft refueling faci lity

in the eastern M edite rranean area .
Naval depot services and stocks for the  replenishment, refueling, and  a via ­

tion POL resupply for units of the U.S. Sixth Fleet . Twenty percent of Flee t 
fuel a ssets in the  Med iterranean a re  stored  in Turkey.

Major contingency storage  of wa r reserve materia ls, munitions , and petro­
leum supplies for use by the U.S. Forces.

Communications in supp ort of logistic s requirements, intelligence, and 
command and contro l of U.S. and oth er NATO forces in Southern Europe 
and the Mediterranean.

In reac tion to the  1975 a rms embargo, Turkey suspended U.S. operation s at  th e 
other five m ajo r installa tions. One of these is a long range navigation sta tion  
(Kargaburum) and  the other fou r are used for  intelligence collection (Sinop, 
Diyarba kir,  Belbasi, and Ka ram ursel) . Karamursel is scheduled for  closure in 
1978 as pa rt  of a consolidation prog ram not associated with  the  current 
suspension.

The suspension of U.S. operations in Turk ey has  degraded our  capa bility to 
collect info rma tion  on Soviet weapon systems technology, resea rch, training, and 
operations.

Valuable da ta has been lost on Soviet space, missile, and mil itary systems 
development and  stra tegic nuc lear  activities, thereby reducing our level of 
confidence in ou r knowledge of  these subjects.

Con tinued loss of info rmation which can be collected from sites now in 
Turkey  will hamper our abil ity to develop counte rmeasures t o Soviet weapon 
systems under development  and  could allow these  system s to reach  an 
advance  stage w ithout our  having a complete understanding of the ir poten tial  
th re a t

'Certain needed information can be collected only from Turkey. There fore, 
all present losses could not be recovered simply by reloc ating  the  fac iliti es 
elsewhere. In any event, reloca tion to recover  p art ial ly the  capa bility repre­
sented by US intelligence instal lat ion s in Turkey would cost  a significant 

» amount of time and money.
GREECE

There  are four major US milita ry ins tall atio ns (Hel lenikon Air Base, Nea 
Makri Nava l Communications Stat ion,  Iraklion Air Sta tion  and  Naval Detach- 

i  ment Souda) and  twelve secondary fac ilit ies  in Greece. About 4,000 US mil itary
personnel are  accompanied by about the  same number of dependents. ,

Although they do not duplicate  those  in Turkey, US instal lat ion s in Greece 
serve sim ilar mis sions: preparatio n for wartim e beddown of forces, training, 
stra teg ic air lif t, nava l suppor t, storage of POL and war reserve mater iel and 
munitions, communications, and intelligence. Also, rotatio nal  USAF and Navy 
ai rc ra ft use bases in Greece to car ry out airborne reconnaissance and mar itime 
pat rol operations in the  ea stern Mediter ranean.

A number of US Navy dest roye rs were formerly homepor ted in Greece. How­
ever, in response to Greek desires , the  US term inated this  program in 1975.



Turkey : An I mportant P artner in  NATO
Turkey contributes  to NATO’s streng th through  its  stra teg ic geographical  location, i ts forces, and its  Western orientation.
Turke y’s geographica l location is a key element in discouraging Warsaw Pact and Soviet aspirat ions toward the Med iterrane an and  Middle East.  Majo r land, sea, and ai r routes from the Soviet and  Bulgar ian  Black Sea are as to the  Mediterranean l ead across Turkey.
Turkey  has the larg est stand ing army in NATO—approx imately 480,000. Along with the Greek Armed Forces, Turkey ties down approximately  26 W arsaw Pact divisions plus assoc iated  a ir and naval uni ts in the Caucasus,  B alkans, and Black Sea area s. Without  hav ing to contend with  cred ible Greek and Turkish defenses, a significant portion of these  W arsaw  P act  forces could be reo riented toward othe r areas of NATO where significant money and manpower would be requ ired to balance them.
Turkey provides important  fac ilitie s for  US and NATO requ irements for  peace­time train ing, forward basing  of tac tical fighter air cra ft,  support of the  Sixth Fleet, and intelligence collection.
Unlike Greece which withdrew  its  forces from the  NATO integrated mil itary command struc tur e in 1974, Turkey remains  fully inte grated within NATO.A combination of severe economic problems and  the US arm s embargo has resul ted in a  significant reduct ion in the capability  o f the Turkish Armed Forces. Most equipment in the Turkish  armed forces is of US origin and most is quite  old. The effect of the US arms embargo in 1975 an d continuing rest rict ions has been to stop almos t completely a modest modernizat ion program with in the Turkish  armed forces and  to prevent the  Turks from maintaining  aging equip­ment in working order . Cannibalization  to keep some major weapon systems in operat ion has become widespread, par ticula rly  in the Turkish  Air Force. Maintenance difficulties have become massive and crew training has suffered. 

U.S. Military Facilities in Turkey
In react ion to the 1975 arms embargo, Turkey suspended U.S. operations at  five of seven major ins tallatio ns in July  1975. Fo ur  were used for intelligence collection (Sinop, Karamursel , Belbasi, Diyarb ikir ) and the fifth is a long-range  navigation  stat ion (Kargabu rum ).
The  three-year suspens ion of U.S. operations in Turkey has degraded our capability to collect info rmation on Soviet weapon systems technology, research, tra ining a nd operations. Specifically :

'Valuable da ta has  been lost on Soviet space, missile, and mil itary systems development  and stra tegic nuclear activ ities , thereby reducing our  level of confidence in our knowledge of these subjects.
Continued loss of information which can be collected from sites  now in Turkey  hampers  our abili ty to develop countermeasures to Soviet weapon systems under development and could allow these  systems to reach an advanced stage withou t our having a complete  unde rstan ding  of the ir potentia l threat .
Certain needed  information can be col lected only from Turkey . There fore, all present losses could not be recovered simply by reloca ting the faci lities  elsewhere. In any event, relocation to recover par tia lly  the capa bility repre­sen ted by U.S. intelligence ins tall atio ns in Turkey involves a significant amount  of time  and money.

The Government of Turkey  has informed us th at  the lifti ng of the embargo would lead to the reopening of these installa tions. We intend to work out shor tly an inte rim arra nge ment followed by nego tiatio ns for  a permanent basis for operation of these faci litie s. If necessary, we will also  explore with  the  Govern­ment of Turkey immediate  reopening upon repea l of the embargo on a n interim basis even if new arra ngemen ts have not yet fully been worked out.Two major instal lat ion s (Inc irlik  Air Base and Ankara Air Stat ion)  are  in full opera tion in direct supp ort of the NATO mission. They provide:'Forw ard basing of USAF tactica l fighte r ai rc ra ft in support of NATO defense plans. Accommodations are  also mainta ined  for war time augmen ta­tion by reinforcem ent ai rcraft and NATO s tra teg ic reserve forces.Peacetime training . Konya Range is one of the very few air-to-ground firing ranges eas t of Spain which is available and adeq uate  for regular  use toy the ate r tac tica l a ir  forces.



Terminal suppo rt for  int er thea ter staging of stra teg ic ai rl if t air cra ft,  in­
cluding the  only U.S. owned and  controlled major ai rc ra ft  refueling faci lity 
in th e eas tern Mediterranean  area.

'Naval depot services  and stocks  for the replen ishment, refueling, and 
aviat ion  POL resupply for uni ts of the U.S. Sixth Fleet. Twenty perc ent of 
(Fleet fuel asse ts in the Med iterrane an are stored in Turkey.

Major contingency storage  of war reserve materia ls, munit ions, and 
petroleum supplies for use by the  U.S. Forces.

'Communications in suppor t of logistic s requi rements, intelligence, and 
command and contro l of U.S. and oth er NATO forces in Southern Europe  
and  the Mediterranean.

T h e  Cyprus P roblem : New  H ope for a Solution

INTRODUCTION

When Cyprus gained independence from Br ita in in 1960, a cen tral ized  govern­
ment was establish ed with  checks and balances to protect the  Greek-Cyprio t 
majority and the Turk ish-Cypriot  minor ity. Cypriot Archbishop Makarios was 
elected Pres iden t, and the leade r of the Turkish-Cyprio t community was chosen 
as Vice Pre sident. Greece, Turkey and the  United Kingdom gua ranteed  the main­
tenance of this  arrangem ent.

Strains between the Greek and  Turkish  communities developed immediately 
af te r independence. Violence erup ted in 1963-64, 1967 and aga in in 1974. A UN 
peacekeeping force was introduced on Cyprus in 1967, and under UN auspices 
talks between Greek-Cyprio t and  Turk ish-Cyprio t community lead ers were 
undertaken.

In 1977 the  two communi ties agreed , for the first time, on principle s under 
which a new government migh t be organized. Both the  Greek-Cypriots and the 
Turk ish-C ypriots accepted the  idea of two ethn ic zones on the  island with  some 
kind of cen tral  government uni ting  them. Specific deta ils as to which activities 
were to be handled in the zones and which at  the fede ral level w ere not resolved.

The United Sta tes  played an imp ortant  role in encouraging  the  two sides to 
reach thi s agreement in principle. It  remains  an  imp ortant  objec tive of U.S. 
policy to insu re that  follow-on nego tiatio ns successfu lly resolve these funda­
mental constitutional issues as well as the ter rit or ia l quest ion of where the 
dividing line between the two zones shall  be established.

1 0 7 4  CR ISIS AN D ARMS  EMBARGO

The present U.S. arms embargo on Turk ey stems from the  1974 crisis. In 
July , 1974, elements of the  Greek Cypr iot nat ional guard, supported  by the 
Greek milita ry junta in Athens, deposed President  Makarios . In his  place, they 
installed a Greek Cyprio t ext rem ist known to be fiercely ant i-Turk ish and 
anxious to uni te Cyprus with Greece. Five days la ter the Turkis h Government, 
claiming it  was acting unde r the 1960 g uara ntee s, landed mil itary forces on the 
nor thern coast  of Cyprus to pro tect  the  Turkish Cypriot population and pre ­
vent union with Greece.

Short ly the rea fter, the coup on Cyprus collapsed, a cease-fire was achieved, 
and the  legi tima te government was restored. The Turk ish troops did not  leave 
Cyprus, however, and in August the Turkish Government landed additional 
forces, taking about 36 percent of the island.  These events resu lted  in bloodshed 
and displaced a large number of persons. In 1975, a  separa te Turkish-Cyprio t ad­
minis trat ion  was estab lished  in the  nor thern pa rt  of Cyprus. In succeeding 
months, Turkish Cyprio ts moved north  and  Greek Cypr iots moved south to join 
the ir ethn ic communities . It  was in reac tion to the  second Turkish  invasion tha t 
the U.S. arms embargo was imposed.

NEGO TIA TIO NS BEGIN

As a result  of diplom atic pressure by the  U.S. and  other natio ns, intercom- 
munal nego tiatio ns were resumed in 1975 un der  the  aegis of UN Secreta ry Gen­
era l Waldheim. Some progress was made towards  reso lring huma nitarian  prob­
lems resulting from the 1974 fighting, bu t through 1976 the  two sides remained 
deadlocked on the  fundamental problems of the  struc ture and functions  of a fu­
tur e government and the fu tur e geographic  division of the island.



Early  in 1977, however, Pres iden t Makarios  and Turkish  Cypr iot leader 
Denktash met personally  under the ageis of Sec reta ry Waldhe im and agreed  on 
a set o f principles th at  would constitute a  framework for  a comprehensive Cyprus 
settlement. Cyprus was to be a sovereign, independent, bizonal, bicommunal  
federal republ ic; the Turkish Cypriots would withdraw from an unspecified 
portion  of the ter ritory they occupy; and  the  basic  rights  of freedom of move­
ment, settlement and prop erty  ownership would be respected with  cer tain  
conditions.

TU RK ISH -CYP RIOT  PROPOSALS

When Turkis h Prim e Minister Ecevit  assumed office in Jan uary 1978, chances 
for a settl ement improved. Ecevit ’s predecesso rs had all ruled  with coalit ions 
which made concessions politically difficult, whereas Ecevit commands an actual  
major ity. Ecev it has  declared  that  a Cyprus sett lement is in Turkey’s own best 
interest, and a ma tte r of high priori ty for  his government. Turkish  Cypriots, 
with Ecev it’s encouragement , submitted  fresh constitutional and  ter rit or ia l 
proposals.

The Turkis h Cypriots have amplified the  lat es t proposals to include offers— 
Th at the  Turk ish  Government  would make  fur ther  troop reductions  as the  

inbercommunal negotiations pro gre ss;
That some 30,000 to 35,000 Greek-Cypriots could commence return ing  to 

the ir homes and  businesses in the city  of Varosha as the  negotiations 
pro gre ss;

That the Turk ish-Cyprio ts a re prepared to discuss the  reopening of Nicosia 
airpor t for  civil ian traffic, and to explo re the  possibility  of joint economic 
ventures between Greek and Turkish  Cypriots.

The Greek Cypriots have sta ted  th at  these proposals are  unacceptable  as a 
basis for resuming negotia tions, and they have  maintained  thi s position despi te 
subsequent assu ranc es th at  the Turkis h Cypriot side is prepared  to be flexible 
and forthcoming as  soon as the two p art ies  a re back a t th e table.

The Turkish  Cyprio t proposals appear  to represent  a real  advance over the  
positions assumed by Turkish Cyprio t negotia tors  in previous rounds of talks . 
The constitu tional proposal is sub stantially  more developed and the  Turkish  
Cypriots have for  the  firs t time clearly agreed to discuss  ter rit or ia l changes. 
These proposals plus the  more favorable poli tical  environment in Turkey make 
this an imp orta nt and  hopeful  movement in the search for a solution in Cyprus. 

T he  R etu rn  of Greek  Cypr iot  R efu gee s to Varosha

Recent declara tions by the  Turkish Cyprio ts have  moved the problem of re­
settl ing a sizable  number of Greek Cyprio ts in the imp ortant seaside town of 
Varosha closer to solution.

Prior to the  1974 hos tilit ies in Cyprus, Varosha (New Fam agu sta)  was a 
flourishing and prosperous Greek Cypriot  res ort  center of some 40,000 full-time 
inhabitants,  not unlike a small-scale  Miami Beach. In August 1974 the  popu la­
tion of Varosha  fled to the  south  to escape advancing Turkish  forces. Ra the r 
than  being opened to Turkis h or Turkish  Cyprio t settlement,  as were othe r 
abandoned Greek Cypriot communities, Varosha remained sealed off und er the 
direct control of th e Tu rkish army.

Varosha i s now a  ghost town. Yett it  is perhap s the  single  most sign ificant piece 
of ter ritory  in dispu te between the Greek and  Turkish Cypriots. For  the former , 
the regaining of a majo r Greek Cypriot town of substantial economic importance 
has become a sine qua non of a settlement.  Fo r the  lat ter , Varosha is of crucia l 
significance because of its  value to the Greek side and on account of its proximity  
to Fam agusta Harbor,  the  only deep-w ater port in the  Turk ish Cyprio t zone.

Varosha has  now become a  key element in effor ts to  resume the Cyprus inter-  
communal negotiations. The proposals subm itted  by the  Turkish  Cyprio ts to 
Secretary  G eneral  Waldheim on April 13 included a sep ara te section on Varosha. 
which provided for the  return  of some Greek Cypriot inh abitant sub ject  to the  
laws and regu lations of the Turk ish Cypr iot adm inis trat ion. This  la tte r condition 
was rejec ted by the Greek Cypriots. The Turkis h Cypriots have now clari fied and 
elaborated  on thei r proposal: They have  specified that  up to 35,000 Greek 
Cypriots will be able to ret urn to Va rosha; they have  conceded that  this return  
need not aw ait  conclusion of a settl ement but  can commence a s soon a s nego tia­
tions are resum ed; and the y have given assu rances  that  the fu ture  politica l 
framework of V arosha is  open to negotiat ion, thereby adm ittin g the possib ility of 
a revision to  Greek Cypr iot control.



These are welcome clarifications. Nevertheless, we understand why Greek 
Cypriots may well be reluctan t to retu rn to Varosha while negotiations are 
underway, should this mean they will be subject to Turkish Cypriot jurisd iction.

A practical solution would be for the United Nations to assume an  interim role 
in the adminis tration of Varosha, pending arrangements to be worked out in a 
final settlement. Secretary General Waldheim has tentatively endorsed this ap­
proach, noting in his May 31 repor t on the Cyprus question that, with reference 
to the statu s of Varosha, “it would seem natu ral to envisage United Nations 
assistance in this connection.” Furthermore , the Turkish side has  indicated tha t 
in the context of a resumption of intercommunal talks  it  would accept an interim 
United Nations role in Varosha to faci litate  the return of the Greek Cypriot 
inhabitants.

Progress on the Varosha issue now seems possible. Such progress will be im­
portant not only fo r inself, but also because it  could be instrumental in moving 
towards a resumption of full negotiations.

Mr. Vest. All r ight,  sir.
The statement is there for  the record.
It  is a pleasure to be here.
I would only like to 9ay th at you have stated what we are t alking 

about here. We have come to  the  conclusion to advance the proposals 
we have simply because we think they do best embody what we are 
trying to do to advance U.S. security interests in the  Eastern Mediter­
ranean, to improve relations with both Greece and Turkey, to facilitate 
progress on Cyprus, and to move us on in  this partic ular  area.

With  tha t, sir, I would be ready to go s traight  to questions, if  you 
would like, or answer anything  you wish, of course.

Mr. Long. Has Greece returned to full partic ipation in the NATO 
military st ructure?

Mr. Vest. No, sir, discussion is going on at  the present time between 
the Greek armed forces and the  military-technical leaders of the 
NATO side. Those discussions are still going on. We thin k progress 
has been made, and we are concerned to keep it  going.

Mr. Long. Will these funds be used totally  to help modernize the 
Greek armed forces ?

Mr. Vest. Yes.
Mr. Long. So Greece can play a more effective role in NATO.
Mr. Vest. No question they will.
As far as we can see, all funds will be used solely fo r the moderni­

zation of the forces in accordance with NATO force modernization 
goals.

Mr. Long. I s this  something new, to vote cred it sales to a country 
before it has come into NATO ?

Mr. Vest. Sir, I would describe that Greece is in an in-between 
situation. It  is in NATO. I t is a NATO member, and i ts faci lities con­
tinue to be used for  NATO purposes and by us, and therefore  we think 
it is a perfectly reasonable thin g to continue the relationship and to 
continue to develop it.

Mr. Long. You say Greece is in NATO ?
Mr. Vest. Yes, sir. Greece is a member of the alliance.
Mr. Long. Yes.
Mr. Vest. Greece is not par t of the integrated milita ry structure. As 

such, the discussions are underway to resume th at integrated military 
relationship, but the forces, the facilities  there have continued to be 
made available to the U.S. throughout this period.

Mr. Long. I am a little bit baffled. I  suppose the administration is 
equally baffled.
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Is tha t the story ?
Mr. Vest. The answer is this: It  is a trans itory  period.
Mr. Long. Yes?

Mr. Vest. And they did withdraw from the NATO integrated struc­
ture, but when they  did so, they le ft us the  continued use of the facili ­
ties and bases which are in Greece. We have been able to car ry ou t our 
particular activities in support of NATO from there.

Mr. Long. Right .
Mr. Vest. And there are discussions to move back toward a relation­

ship.
Mr. Long. So looking a t it very crudely we are paying rent  fo r the 

bases until  we can get them, hopefully into full participa tion.
Is th at about it?
Mr. Vest. We have never described it th at way.
Mr. Yates. Air. Chairman, will you yield for a question ?
Mr. Long. I w ill be glad to yield.
Mr. Yates. When did Greece withdraw from the integrated mili­

tary  structure, and will you define what you mean by “integra ted mili­
tary structure” ?

Mr. Vest. This was 1974, and in withdrawing from the NATO inte­
grated military structure, that means there a re a whole series of activi­
ties which are under the absolute commitment to the Supreme Allied 
Commander at  NATO military  headquarters in SHAPE, Belgium. 
The Greeks put their forces under national control, and thei r activities 
accountable only to national leaders. At the  same time they did not ask 
us to leave. T he NATO integrated struc ture is a system by which a 
whole series of activities of the NATO countries are carried out with 
common obligations in addit ion to  their normal national activities.

Mr. Long. Why should Greece have opted out at that  moment ? Af ter  
all it  was Turkey that  was the country we cut off weapons aid to.

Mr. Vest. The problem had a political origin at that time. It  was 
domestic political differences inside Greece, and in th at context, they 
took the action.

Mr. Yates. What does that mean ?
Mr. Vest. It  means that  they were upset at what had been done in 

Cyprus.
Mr. Yates. Can you tell us what that  wTas ? .
Mr. Vest. In Cyprus. They were upset at the interventions  in 

Cyprus by the Turks.
Mr. Long. Basically, what they wanted us to do wTas to intervene.
Mr. Vest. That is right .
Mr. Long. To prevent Turkey from takin g over.
Mr. Vest. From taking over. They felt tha t the NATO allies, and 

we, in particular, had not acted sufficiently to keep tha t from happen­
ing, and this led to deep criticism inside Greece.

Mr. Y ates. Was this the so-called jun ta government that did i t?
Mr. Vest. This happened just as Prime Minister Karamanlis re­

turned  to power in Greece. There was deep criticism of NATO and 
of the United States. Given the internal  political situation, they took 
tha t step, but they did not withdraw from the alliance. They have con­
tinued to go to all NATO meetings, and most of the obligations which 
they formerly had have continued to be carried out.



11

Mr. Long. As I  see it, they did the things tha t set it up for Turkey 
to try to take over Cyprus, but they couldn’t admit th at they were the 
ones who were at fault. So they t ried  to blame it on the United States 
basically by claiming tha t we could, with our 6th Flee t there, have 
intercepted, have prevented the Turks from doing this. Really, it is 
an in ternal political thing. They tried  to put the  blame on the U nited 
States instead of their own leaders, who were really the ones at fau lt.

Mr. Vest. It  is a bit more complicated than th at. I think i t is worth 
repor ting tha t the activities tha t led to the problems you are talkin g 
about were by the junta , when they were running Greece. Then came 
the episode involving Cyprus, and tha t led in par t to the retu rn of 
democratic government in Greece, and Prime Minister  Karamanlis, 
and he has had to deal with the consequences of this.

Mr. Long. Mrs. Smith ?
Mrs. Smith. What  are the specifics of the administrat ion’s position 

on resolving the Cyprus dispute a t the present time ?
Mr. Vest. Let me just say our position has been th at we have tried 

to encourage the Turkish-Cypriot leaders and the Turk ish Govern­
ment to come forward and be prepared to  engage in meaningful nego­
tiations. A t the same time we have proposed to lift the embargo as well, 
since thi s has been a political detriment from the point of view of the 
Turks.

We are not a negotiator in this matter, and we are not an arbitr ator , 
nor do we have a role, a legal role, to be the decider in this matter.

Mrs. S mith. I s i t your position tha t the  Turks ought to be pulling 
out of Cyprus?

Mr. Vest. Yes, our position is simply tha t Cyprus should ideally 
recover a peaceful relationsh ip, tha t there should be a negotiation 
which would allow a single government to cover Cyprus, that the 
armies should be out of there. In other words, we would like to have 
the Cyprus division settled, but we are not the arbiters. We do not con­
trol it.

Mr. Yates. Was your answer to Mrs. Smith ’s question yes then? 
I am not sure.

Mrs. S mith. Thank  you, my good fr iend. I wasn’t sure whether it 
was yes or no.

Mr. Vest. Would we like the Turkish forces out?
Mr. Yates. Yes.
Mr. Vest. Yes, of course, but it is not as simple as to say “Get out.” 

We have got to have a negotiation involving both parties to settle.
Mr. Long. I f the gentlelady will yield  on th at, if we maneuver the 

Turkish  forces out, how on earth is that  going to get Greece back into 
full partic ipation in NATO, since the principal lobbying tha t I get 
from all Greeks, which 1 assume comes from the Greek Government, 
is “Don’t stop the embargo on Turkey .”

Mr. Vest. I am well aware tha t they have taken tha t position, but 
the answer is there is a problem. You have a situation in Cyprus where 
there is no movement going forward.  There is no negotia tion getting 
underway, and you have deep political inhibitions domestically in 
Turkey where we are seen as imposing and th reatening the Turk s by 
virtue of this  embargo.

Mr. Long. I  don't see how th is will get us back in grood grace with 
the Turks.
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Mr. Vest. No.
Mr. Long. I  can’t, for the life of me, see how the termination of the embargo is going to get Greece back into full partic ipation in NATO.
Mr. Vest. We see i t in stages. We would like to  pu t the Turks  in a free position to negotiate, where they do not have the domestic political inhibition tha t we are seeming to  be pushing them and threatening  them. We want to  encourage them to  negotiate. We feel i f we can get those negotiations going on in Cyprus, tha t will provide a framework which will be much more healthy between Greece and Turkey. There is no question t ha t Greece has taken the position, as has the Greek Cypriot leaders that they would like to have the embargo continue.However, i t is our judgment if you continue the embargo, th is is nonly an impediment to getting underway with  the negotiations. I f you don’t get underway with the negotiations, you will never resolve the situation on the island, and so you are in a vicious circle there.Mrs. Smith. I have more questions. •Mr. Long. You haven’t completed your 5 minutes yet.
Mrs. Smith. Thank you very much.
What is the current status of the Soviet relations with Turkey?Mr. Vest. The Soviet rela tionship with Turkey is the same as with any other independent country. It  has given some economic aid  and project assistance.
Mrs. Smith. That is my next question.
How much economic or military aid ?
Mr. Vest. No mi litary aid of any kind. I can get the figure on p roj­ect assistance for you, but it is not an extrao rdinary activity, and Turkey’s whole policy position has put i t firmly in the NATO alliance, and in the western structure .
Soviet aid to Turkey, 1954—1977, is $1.18 billion, not all disbursed.Mrs. Smith. Two more quick questions.
What  is the current status of Turkey’s balance-of-payments prob­lems. and also I  want to ask, it Turkey currently involved in any of the IMF austerity programs, and what are the  soecifics of this?Mr. Vest. Yes. Turkey is having a very severe balance-of-payments problem, which has been considerably worsened during the past year.The causes have been oil prices which have gone up for everyone in the free world, economic slowdown in Western Europe, which has a f­fected all of us as well throughout the whole western free area. These have very much adversely affected Turkey’s export earnings and the remittances from Turkish workers, because as one of the major assets of Turkey had been the large number o f Turkish  workers which are *working in Western European countries.
There has been a very conscientious and careful negotiation with the IMF. and afte r the change in government in January  1978 when Prime Minister Ecevit, took over, the Turkish Government on March ►23 signed a lette r of intent to enter into a standby agreement. The work with the IMF  has  provided a situa tion for us to move ahead in relation to that.
Mrs. Smith. Would vou want to comment on your position regard ­ing the advisability of lif ting  the anus  embargo to Turkey ?
Mr. Vest. Yes, to say that it is the most thoughtful policy, one that was deeply argued out within the  administration. We want Cyprus as
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a friend. We want  a united Cyprus. We want Greece as a friend  and 
we want Turkey as a friend. The choice of trying to lift the embargo 
was the most carefully chosen thing. We feel tha t in the short, medium 
and long term, depending on which country you are dealing with, 
this is the way to make progress, to resolve the Cyprus dispute, to 
get rid of it as an irri tan t, to resume our relationship with Turkey, 
and ultimately, to get rid of an irr itant which is making a real  diffi­
culty between Greece and Turkey.

Mrs. Smith. Thank you very much, Mr. Chairman.
Mr. Yates. Mr. Chairman, may I  follow up on Mrs. Smi th’s question 

and ask why you come to that conclusion ?
Mr. Long. We are calling on you next, Mr. Yates. You will ge t your 

5 minutes next.
Let me just  interpose the point that  th is business of t rying to  get 

back into Greece’s full, good graces by resuming shipments to Turkey, 
cutting  off the embargo, sounds to  me like the same kind  of overted

, Orwellian reason tha t the adminis tration advanced for  the recent
weapons sales to the Middle East,  weapons for peace.

I iust don’t see how vou can do it. I  hear what you say, but I don’t 
get the logic.

Mr. Vest. For us it is obviously not short term. It  is long term
Mr. Long. What is that ?
Mr. Vest. I t is longer term. We feel if we can begin the  progress to 

straigh ten out the Cyprus situation , it will provide a health ier rela­
tionship between Greece and Turkey and make it an easier relationsh ip 
between us and Greece.

Mr. Long. T hear  what vou say, but T don’t get the logic.
Mr. Yates is recognized.
Mr. Yates. TIow do you establish the principal premise for tha t con­

clusion ? How do vou settle the peace in Cyprus ?
Mr. Vest. You have had an off and on situation for a number of 

years in which either one side or the other would not negotiate. We 
feel tha t we are reaching a situation  now where there is increasing 
desire on both sides to do something.

Now at the present time the Cypriot leaders are not prepared to go 
ahead with talks.

Mr. Yates. Why?
Mr. Vest. Because thev feel that if thev should go ahead with the 

talks, as I understand it. th is would make it look as if things are going 
well, and would encourage the lift ing  of the embargo, and they do not 
wish the embargo lifted. They wish to proceed under the situation

n  where they feel they  have pressure on the Turks.
Mr. Y ates. Why do thev not wish to see the  embargo lifted ? Is it 

purely psychological ?
Mr. Vest. I t is a deep emotional feeling. 

h Mr. Yates. Emotional ?
Mr. Vest. A deep emotional feeling.
Mr. Yates. And it is psychological. We lifted the embargo last year, 

didn’t we, in the amount of $175 million ?
Mr. Vest. That  is correct, but, remember, when we talk about l if t­

ing the embargo, there is another factor. Th at takes care of the amount 
that  we are talk ing about, but in addit ion, the effect of tha t embargo is 
twofold. In  addition to the psychological one on Turkey domestically,
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in domestic politics, you have a very large effect, and tha t is most of our NATO allies, well, that  any of our NATO allies who might be inclined to provide spares, follow up, subsidiary materia l, equipment, anything  which has U.S. components or TLS. parts , they cannot sell or pass on that  equipment to Turkey.
Mr. Yates. You mean the  embargo applies not only with  respect to the United States, but to all of our allies as well ?
Mr. Vest. I f they begin to get U.S. origin equipment, it is counted within that  $175 million.
Mr. Yates. W hat about the question of the effect of lifting the em­bargo? The premise upon which the embargo is founded is tha t Turkey’s use of mili tary  weapons to invade Cyprus was illegal.
Tf the embargo is lifted , will that  give validity to the so-called Turk- *•ish invasion ?
Mr. Vest. We don’t see it that way ?
Mr. Yates. Do the Greeks see it that  way ?
Mr. Vest. The Greeks make tha t complaint. I think in  all c larity,  *though, if you are talk ing about the U.S. equipment for purposes other than that, which was given, which is NATO purposes, or whatever else may be when we put a limitation on it, there is a wide range of com­ment on the fact tha t Israel used U.S. equipment for purposes not originally intended when they went into Lebanon.
Mr. Yates. Israel  had the basis of a clause of self-defense which is permitted under the purchase agreement.
Mr. Vest. Under the situation involving the situation in Cyprus, the Turks would have said the same th ing, tha t they were defending their own fellow Turkish Cypriots agains t a situation inside Cyprus.I am not saying what is righ t or wrong, sir. I am only saying tha t there is a large  discussion that runs both ways, and the point is we put on the embargo. We, I think, made an object lesson that  no country would ignore, th at when you take ILS. arms and use them for reasons which we did not authorize, you face a penalty.
We think  we have made the object lesson, and we feel it is now time to try  to follow our additional objective, which is to move on and make some progress on Cyprus.
Mr. Yates. You made reference to our policies in the Middle East.The so-called package had been justified in measure as being an even- handed approach.
Is this justified in the same measure, this Greek-Turkish doctrine tha t you propose today? Is t hat  justified on the same basis?
Mr. Vest. As fa r as we are concerned, we think what  we are propos­ing for Greece, Turkey and Cyprus is evenhanded.
Mr. Yates. I t is evenhanded? In the case of the Middle East you said the U.S. would not give arms to any one of the countries without giving it to all of them. Is the same thing true with respect to Greece „and Turkey ?
Mr. Vest. Without wishing to make any parallel to the Middle East, because I  have not  worked in that  area and I am not responsible for it. our objective here-----
Mr. Yates. But  you read the cables.
Mr. Vest. Those that come my way. sir.
Mr. Yates. All right.
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Mr. Vest. I  w ould  lik e to  make  it  cle ar t hat in  th is one we hav e tr ied 
to be sufficiently eve nha nde d to show to the Greeks and Tur ks  we a re  
tryi ng  to meet  the  int ere sts  an d concern s on all sides , an d fo r the 
Cy priot s as well,  and th at  is wha t we are do ing  w ith  th is  l egislation .

Mr. Yates. Th en  suppose Congress doesn’t go alo ng  with  the A d­
minist ra tio n reques t and does no t li ft  t he  em bargo fo r T ur ke y ? Will  
you nev erth eless pro vid e FM S an d the othe r ass istance  to  Greece?

Mr. Vest. I  am unde r t he  f irmest assum ption t hat if  th e section in ­
volving  li ft in g the e mba rgo does no t go throu gh , we will  re ta in  a ll t he  
othe r mat ters  th at  we have recommen ded  fo r Greece,  Tu rk ey  and 
Cypru s.

Mr. Yates. I t  i s n ot pre sen ted  as a p ack age  as  was the  M idd le Eas t
* arm s sale.

Mr. Vest. No, sir.
Mr. Yates. It  is not.
Mr. Vest. I t  doesn’t mea n th at we don’t con sider it  te rr ib ly

* im po rta nt .
Mr. Yates. Oh, we all conside r it  ter ribl y imp or tan t.
Mr. Vest. Th at  is righ t.
Mr. Yates. We have these very  difficult, complex dilemmas.
Mr. Vest. Yes.
Mr. Yates. In  v arious p ar ts  of  th e world  th ere a re  pro blems th at we 

would like  to  have resolved. Th e qu estion is how the y a re be st re solved.
Mr. Vest. Surely.
Mr. Yates. An d you hav e advan ced  the pro posit ion  th at you pre ­

sented th is  morning  of the  Adm in is tra tio n’s proposal. Ju st as I  d if ­
fered wi th  the Ad minist ra tio n on the Middle Eas t I am inc lined to 
dif fer  w ith  th e Ad minist ra tio n on thi s one. N ever theless,  I  wi ll be glad  
to c ons ider your  pro posal.

Mr. V est. I f  I could onlv  m ake the comment, there  is a bottom line  
in all  of  th is,  and th at  is how will  we m ake  pro gre ss in resolv ing  the  
diffe rences th at  now exist  on the is lan d o f Cypr us.

Our  posit ion  is th at  over  t he  las t th ree years  we hav e seen th at the 
effect of  the embar go is to  abs olu tely  set  in concrete any  chance  of  
moving.

Mr. Yates. Ru t you don’t know th at  i f the e mbarg o ha d not existed 
th at  you wo uld n’t ha ve been set in concrete, either, do you?

Mr. Vest. I can never  say wha t m ight  have been.
Mr. Yates. That  is  ri gh t. As a m at te r o f fac t, the  arg um ent is m ade 

th at  ha vin g had the  emb argo, the  pa rt ie s weren’t going  to  neg otia te. 
Tu rkey , ac cor din g to  your  con ten tion, w as no t go ing  to ne go tia te u nd er  
pres sure . Th erefo re,  you remove th e embargo,  Tu rkey  will  negotia te,  
but, th at  i sn 't t rue ne cessari ly, i s it ?

Mr. Vest. I th in k the re is a pe rfe ctl y good  reason, sir , to say yes. I 
th ink th at  the sta tem ents th at  Pr im e Minist er  Ec ev it has made, th at  
De nktash, who is the  lea der  o f the Tu rk ish  Cy pr io t gro up , the ex ten ­
sive sta tem ents he has pu t out , the kind  of  sta tem ent s th at  Pr es iden t 
Ec evit was w ill ing t o make be fore t he  N ational Press C lub  here  about 
the desire of  the  Tu rk ish  side to nego tia te does spe ak fo r itself .

I  think  it does mean t ha t t hey  are------
Mr. Yates. W ith  the  c ha irm an ’s perm ission,  I  w ould  l ike you  to  p ut  

those sta tem ents int o the reco rd as a sup plement to  y our s tatem ent.

31-157 0  - 78 - 2
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Mr. Vest. Yes, sir, I will be delighted.
Mr. Long. Without objection, it is so ordered.
[The informat ion follows:]

P rim e  Min is t e r  B ulen t  E cevit of  T u rkey  State m ent to t h e  P res s

It  is a g rea t hon or and a  pleasure  fo r me to  have th is opportunity of addressing 
you. We have had  a  very useful and lively meeting on the occasion of th e NATO 
Council Meeting in Washington. Every imp ortant  issue was discussed in a free 
way in the  t rue sp iri t of democracy, and  Pre sident  Cart er’s press  confe rence  fol­
lowing the NATO meeting has  been very encouraging for  me because he has 
stressed the  importance of  li fting the  embargo th at  has been im pair ing Turkis h/
American rela tions, a s well as T urkey’s defense  and possibili ties of contrib ution to 
collective defense. He st ressed  th is point in  a very explic it and  convincing  manner.

I would like  to tak e this  opportunity  to tha nk  him publicly for  his rema rks 
yeste rday.

We att ach gre at importance  to Turkish/Amer ican  relat ions, which have  re­
mained stagnant in  recent years and which we would very much l ike to revita lize 
not only in the  intere st of both our  count ries, but also in the interest of world 
peace as a whole, because I believe t ha t the continuat ion of a fru itf ul  cooperation 
between Turkey and  the United  Sta tes  is essentia l to mainta in the  delicate bal- *
ance on which de tente is based.

As a res ult  of the  armame nts embargo, which has been in effect for  ove r three 
years , the  cred ibil ity as well as the  dete rren ce of NATO has  been seriously im­
paired in a most im por tan t s trat egical  an d most importa nt part of the world, and 
a power vacuum h as to a large ex tent emerged, which is  very dangerous  even in a 
time of detente , because af te r all, we a re  s till a t a stage in human history  where 
detente and  peace is based on a balan ce of d eter rence ra ther  tha n on higher  or 
loft ier balances.

There may be no imminent dangers in the  world today. Turkey may not be 
facing urgen t dangers these days and in the  foreseeable fu ture , but when a se rious 
unbalance occurs, i t may by its elf be a cause of  dange r for  the world.

Rega rding  rela tions between Turkey and  t he  United States, the  embargo’s ad­
verse effects have  been two-fold, no t only in the  way of reducing o ur possibilities 
of cooperation with our ally and f riend , with the United States, no t only because it 
has ma teri ally  reduced th e defensive  capability  of Turkey , but  the  adverse  moral 
effects of the  embargo on our rela tionship  has been even greater , al though we have 
down every thing  to see to  it th at  th e public react ion in Turkey as  a result  of  the 
embargo should  not  be emotionalized, and  we have  been able to see to it  th at  it  has 
not been emotionalized, and on my par ty, even when in opposition unt il the  begin­
ning of thi s year, I have exer ted gre at pressures to insu re that  it  would not  be 
emotionalized, so th at  feelings do not get out o f control, because, fo rtun ate ly, in a 
way, feelings sti ll play an imp ortant  role in the world even in internatio nal  
relations.

The American embargo has also damaged our  economy. We have been passing 
dur ing the  last few years through the  wor st economic crisi s of our  republican 
history. It  would not  be f ai r to say th at  the  embargo has  been exclusively re­
sponsible for  it, bu t it  has been par tia lly  responsible for it. Turkey in any case 
had been carrying an unfai r degree of burden of responsibili ty for NATO over the 
years . We fa iled  to realize  fo r a long t ime  th at  defense and economy are indivisi­
ble. We have overdone, perhaps , our  defense  commitments at  the  risk of weak­
ening our economy, yet a defense struc tur e bui lt upon a weak economy is no 
relia ble de fense  st ruc ture . So, we have  been t ryi ng  to tak e lessons from past mis­
takes and we believe that  i f the  embargo is lifted , we shall be ab le and we may 
have a chance  of establ ishing our  b ila teral rela tions with  the United Sta tes on a 
sounder basis , driv ing lessons from pa st experiences.

We have h ad problems w ith th e European economic community as well, of which ►
we are  an assoc iate member. I was in Brussels  before coming to Washington.
I had contacts with  responsib le people there . We are  trying to improve our  r ela ­
tions  with the  European economic community on a  sounder basis as well. NATO, 
the  European economic community, are imp orta nt inst itut ional ties between Tu r­
key and the  domestic countries of the west, but  our  relation ship  with the west goes 
beyond tha t. It  ha s in effect deeper foundations , because a t t he root of ou r ability  
with the  west  is the  Turk ish people's atta chm ent  to democracy, to freedom, and 
to human righ ts. I thin k it would be right to say that  Turkey is the only develop-
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ing country in the world where democracy has survived cont inuously since the  
Second World War, in spite  of immense economic difficulties, and  in spit e of 
immense pol itical and social crises.

If  i t were not for the Turkish people’s atta chm ent  to democracy, our  problems 
and fru str ati ons with  our friends and partn ers  in the  west would have  taken 
Turkey much fu rth er  away in other direc tions, but  democracy in a sense is a 
culture, a cul ture based  on respec t for  human dign ity and human freedom, and 
it is this cu ltu ral  bond that  real ly attaches, that  really brings togethe r Turk ey 
and the west, the democratic countries  of the west. Our  fr iend s in the  west have 
usua lly eva luated Turkey according to the  contr ibut ion that  Turkey  might make 
to collective defense through the brav ery of her  people, but I think Turkey de­
serves to be evaluated  according to other cr ite ria  as well, p art icu lar ly according 
to the cri ter ia of her  success in democracy, because, af te r all, our  al liance is not 
a mere mi lita ry alliance. It  is a milita ry allia nce  with  ult erior objectives that  
much transcends pure  defense considerat ions.  It  is an organ ization. It  is an al- 

4 liance aiming at solidifying  and spreading democracy and freedom, and Turkey
is not satisfied to be considered as the  a rmored guard, fro ntier guard, of an all i­
ance, if I may say so, bu t she can perform  a be tte r function in this period  of 
detente and  in  t his  rapid ly changing and searching world as the  f ron tie r of dem­
ocracy, if democracy continues to survive successfully in Turkey as a developing 

•» country . I am sure it may be an encouraging example  for many other democratic
countries  as  well. Yet, our continuing economic problems may put  our democracy 
to severer test s than before. So, we would app reci ate economic support from our 
friends, a s well as mil itar y support, to be able be tte r to serve the  cause o f democ­
racy and freedom. It  need not be and should not be a  one way supp orting aide. 
We know th at  one way aides  is of t ran sitory  value. Turkey has enough economic 
and ind ust ria l basi s to cooperate  w ith her  p art ne rs in a way that  would be bene­
ficial not only to the economy of Turkey  itself , but  to her partners  and allies  
as well.

I would now like to dwell upon some of o ur inte rna tional  problems, which have 
become of concern for  the  United States as well, th at  is, the  Cyprus issue  and 
our problems with  Greece. Until we took over governmental responsibi lity a t the 
beginning of thi s year,  the  official at tit ud e in Turkey  was that  Turkey’s side 
could not and would not  ac t u nder the pressure o f embargo in the way of sea rch­
ing solutions for Cyprus on emerging problems. We changed th at  att itu de  when 
we took office. In  fact, we have never subscr ibed to it  even while in opposition. 
We said if we don’t consider  it  a right thin g to li nk the Cyprus issue and Turkish  
or Greek problems to Turkis h/A merica n rela tions, then we should unl ink them 
first in our own minds and  in our own action s. So, on the very first days of our 
taking over, we decla red that  we would not be wai ting  for  the lift ing  of the 
embargo, we would not even wait for  the  s igns of the lif ting of the  embargo, for 
taking the  ini tia tive in search for  solutions to vote the  Cyprus issue  and to the 
Turkish/G reek problems. As we reached complete agreement  with the  Turkish  
Cypriot  adm inistra tion and with  our  moral  backing, and with  our sha ring  of 
the polit ical responsibil ity, the Turkish  Cyprio t adm inis trat ion  came up with 
complete and constructive  proposals wtih  the  hope that  they might provide a 
basis for the  resumption of intercommura l talk s in Cyprus. However, the  Greek 
Cypriot  adm inistra tion rejec ted these  proposals offhand and ini tia ted  a wide 
spread campaign in the  world, par ticula rly  in the  democratic countries , to mini­
mize and to discred it the  proposals of the Turkish  Cyprio t community, and  I 
must say, they have  been ra ther  successfu l in spreadin g this false impression 
in many countries.  On the  other hand, again, soon af te r taking over, we ap­
proached  Greece, invi ting  them to establish a dialogue at the  Prime Minis ter’s 
level for  searching solu tions to our problems of  mutual  concern.

Afte r my second approach, Mr. Karam anl is kindly accepted and we made a 
good beginning for  the  dialogue in March of this  year. It  was a hopeful  begin- 

« ning and we decided to continue the  dialogue, supplementing  it with  high-level,
technica l talks, and the  first of such talks was scheduled to take place on the 
14th of April, this year, bu t in the  meantime, soon a fte r the  disclosure of Tu rk­
ish proposals, for  a solut ion to Cyprus, Pre sident  Ca rter approached the Con­
gress asking them to lif t the  embargo, and  as soon as President  C art er made an 
appeal, the Greek government in Athens  unfortuna tely postponed the  meeting 
that  was scheduled to be held in Anka ra. So, our  dialogue was interru pted. It  
has for tunate ly been resumed. We have decided to resume it when we met 
again  wtih my distin guished colleague, Mr. Karama nlis , three days ea rli er  in 
Washington. I hope th at  it may not be interrup ted  again,  but we have talked
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about these insta nces  to show the coun terproductive  effect  of the embargo. Unt il 
the beginning of this  year,  many people did accept the coun terproduc tivity  of 
the embargo from a nother  angle. They sa id th at  Turkey  and the Turkish Cyprio ts 
will not make a move unti l the  embargo is lifted. We changed this att itu de  this 
year. We made the  moves before wait ing fo r the  li fting  of  th e embargo, even be­
fore Pres iden t Ca rter aske d for the lift ing  of the embargo, but  now the Greeks 
do not hope, because they  are  obviously more inte rest ed in seeing to it that  the 
American pressures over Turkey continue and in seeing to i t t ha t they have the ir 
chance of w hat  they officially call the long struggle for  r eturn to the  sta tis tical 
atte mpt in Cyprus. They seem to be more inte rest ed in this  tha n in a federal 
solution.

If  the  intercommunal talks were to be resumed , if dialogue went  on in a 
fru itful way, obviously, people in the United States, and also in the  Congress, 
would be thin king tha t, well, the way has  been open for a reproachmen t, we 
should be helping it  by lift ing  the embargo, and I have the  impression th at  our, 
and I still  would like to call  them sincere ly friends, our  friends, the Greeks do 
not want that  to happen.  Therefo re, one way or the other , the American embargo 
has proved to be a  damaging agent, not only for  th e Turkish /Am erican rela tions 
and for  Turkey’s possibilities of contribu tion to wes tern  solidar ity of defense, 
but also to the solu tion of the Cyprus problem and the  problems between Turk ey 
and Greece.

We believe n ot only in the possibility,  but  also in the necessity for establishing  
good and close rela tions with Greece and cooperation with Greece, we believe 
that  our  joint inter ests , common inte rests, go fa r deeper  than the present troub les 
that  strain  the rela tions between the two neighboring countr ies, and that  if we 
att ain  the right atmosphere, and if we cou ld have  the  righ t approach, we could 
easily solve or tran scen d our ex isting problems.

Now, allow me to tak e this opportunity to tell you briefly about the natur e 
of the Turk ish Cyprio t proposals for  a solution to Cyprus, because, as I said 
earl ier, the Greeks have spread the impression th at  they are  up  to nothing. For 
instance, the Greek Cyprio t'admin istratio n claims th at  the Turkish  Cyprio t pro ­
posals only involve 1 perc ent of l and in the new geographical arra nge ments  con­
templated, whereas  the Turkish  proposals did not indicate  any percentage at  a ll 
in o rder  to be flexible. Instead, the Turkish  Cypriot adm inis trat ion indicated six 
areas in the Turkish  control zone in Cyprus, six are as  in all of which they are  
ready and willing to nego tiate  with the Greeks for geographical arrangem ents , 
with out  indica ting  any  percentages. This  was a wise r a tti tud e and a more rea lis­
tic and  flexible att itude,  because, af te r all, there is democracy in both pa rts  of 
the island . To sit around  the  table  with a clear cut  proposed line would make it 
much fore difficult for both sides to negotia te and  to change th at  line. Apart 
from those six regions, the  areas in which they are willing to negotia te freely 
with the  Greeks, the l and arrangem ents,  they also proposed th at  the  securi ty zone 
extending from th e e ast  to  the west on the  is land and comprising thre e percent of 
the ter ritory should also be turned over to the  Greeks completely, w’hereas  i t’s a 
no man’s land  now’, and,  thirdly, they proposed that  Varosha, which is economi­
cally the most imp orta nt dis tric t of Cyprus, could be resettled  by Greece, which 
meant that  over 30,000 Greeks could se ttle  there  in a profitable w’ay.

Now, I don’t think it  would be a  wise thing , a rea list ic approach, to make, if 
I may say so, a fictitious percentage. Percentage wise, the dis trict of Varosha 
may not mean anything, but  economically it  is perh aps worth  ha lf the  island,  
and regarding the  settl eme nt possib ilities th at  it provides, it  could settl e more 
than  10 percent  of the island . The T urk ish Cyprio t administration also indica ted 
in the  words of Mr. (Da nktash ) himself that  they  are  open to negotiate  the 
political framework  of Varosha  w’hen negot iations s ta rt.

Regard ing the  d ra ft cons titution which they propose, the Greek Cypriots have 
claimed that  this is not  a cons titution for a federal  state . I t wouldn’t be con­
sidered a consti tution even for a confederal state . They said it envisages the pa r­
tition of the island . Whereas, the  dr af t constitu tion  proposed by the  Turkish 
riots  envisaged join t cons titu tional legis lative and execut ive bodies composed 
of the  two communities . They also envisage several joint fede ral functions, such 
as foreign aflfiars, external defense, banking, foreign exchange and monetary 
affair s, fede ral budget, customs dut ies and tarif fs, external communications, 
fede ral heal th services, tourism, et cetera. Apart from tha t, we have encouraged 
the Turk ish Cypriot community adm inistra tion to include a project of bringing 
water,  much needed wa ter  to Cyprus by a pipeline from Turkey , which we could 
undertake to c ons truc t and which would solve the wa ter  problem of the  whole of
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Cypriots envisaged joint constitutional legslative and executive bodies composed 
indicated tha t it would not be a difficult problem to reopen the Necosia Airport, 
for instance, on an interim basis if the two communities could not agree on a 
final formula at the Dresent stage.

On the other hand, in spite of the fact tha t a new pattern  has not yet taken 
roots in Cyprus recently, and, therefore, complete security has not been assured, 
we have, contrary  to the impression tha t is widely spread in many countries, we 
have during the last  three years withdrawn about 16,000 troops in Cyprus and 
we continue withdrawing as we did earli er this year, and we shall continue to 
withdraw them, although, of course, it  woud he impossible to pull them all hack 
before the final Cyprus state  takes shape, and the security of the people a re in­
sured, but Turkish troops are not in Cyprus to stay there. They are not invad­
ing troops, contrary  to what many people think. They went there as a result of 
the obligation tha t Turkey had toward Cyprus as a guarantor. Together with 
Greece and Britain , Turkey is a guarantor under interna tional agreements. This 
is a very important point from an American legal aspect as well, because there 
has been so much dispute about whether Turkey had the right to use certain 
armaments in Cyprus, hut when these disputes are held, it is forgotten that  
Turkey in 1974 sent her troops to Cyprus under  a treaty  obligation. I t is actu­
ally an international agreement which is registered in the  United Nations.

I believe tha t sufficient proofs have emerged to see, to prove, tha t the Ameri­
can embargo is not good for anything. It doesn’t prove to be good for Turkish / 
American relations, for our collective security system. It doesn’t help at all 
Turkish/Greek relations. On the contrary, it  aggravated them, and it doesn’t 
ease the way for a solution to the Cyprus problem. Therefore, it has been very 
encouraging and hopeful that  the  Pres ident yesterday should take an open s tand 
in ending this deadlock. I t was wrong to link our relations with the United States 
to our problems with regional countries, and I think it is high time to unlink 
them here.

Thank you very much.
Sta tem en t  by  T u r k is h  Cypr io t L eader D e n k t a s h , M ay  22

I had a discussion on the question of Cyprus with the Secretary-General, H. E. 
Dr. K urt Waldheim.

This meeting gave me the opportunity to reconfirm in detail the position of 
the Turkish Cypriot Community regarding the intercommunal talks.

This position can be summarized as follows :
The Turkish Cypriot Community believes tha t sustained intensive good faith  

negotiations between the Greek and Turkish Cypriot Communities with a view 
to reaching a just, lasting and mutually satisfac tory settlement on Cyprus should 
not be delayed any longer. With this goal in mind, the Turkish Cypriot repre­
sentatives presented to the Secretary-General, Dr. Kurt Waldheim, on April 
13, 1978 a description of the proposals tha t the Turkish side is prepared to put 
on the table once the intercommunal talks  are  reconvened. These proposals, it 
has heen stressed, represent a negotiating position tha t can provide a start ing 
point for discussions. The Turkish side had made a commitment to the Secretary- 
General, Dr. Kurt  Waldheim, to engage in negotiations with an open mind and 
in a spirit of conciliation and flexibility.

The Turkish side is prepared, in short, for a genuine and productive dialogue. 
It is the belief of the Turkish Cypriot Community tha t intercommunal negotia­
tions under the auspices of the Secretary-General of the  United Nations should 
be immediately resumed.

The Greek side will not contribute to a settlement of the Cyprus issue by re­
fraining from negotiations when the Turkish Cypriot a ttitude is so conciliatory.

It is the  Turkish Cypriot belief that  the guidelines agreed upon by Archbishop 
Makarios and myself at our meeting in February 1977 constitu te the essential 
framework for a Cyprus settlement, according to which Cyprus must be a sov­
ereign, independent, non-aligned, bi-communal and bi-zonal federal state.

The fed era l'st ruc ture should incorj»orate, as indicated in the constitutional 
proposals of the Turkish side, a join t constitutional legislative and executive 
l>odies as well as such functions as foreign affairs, external defence, banking, for­
eign exchange and monetary affairs, federal budget, customs duties and tariffs, 
external communications, federal health services, tourism and information etc.

In addition to such federal governmental struc ture and functions, the consti­
tution must also provide satisfac tory safeguards  for the rights of individual
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Cypriots without infringing upon the bi-zonal and bi-communal chara cte r of the 
fede ral sta te envisaged.

The Turkish  side is prepared to consider significant geographical re-adjust ­
ments in the  ligh t of its economic viability  and security requirements  which 
would enable a considerable number of Greek Cypriots to  resettle .

It  has  been the  longstanding position of the  Turkish  Government th at  upon 
conclusion of the Cyprus  sett lement all Turkish mil itary forces will be wi th­
draw n from the  island, except those whose continued presence  will be autho r­
ized under the  term s of the settlement.  This  position is hereby reaffirmed. Since 
1975 the Turkish  Government has  alre ady  withdrawn  some 16,000 troops from 
Cyprus, and it  is my understanding th at  it is prepared  to make fu rthe r such 
reduct ions as the intercommunal nego tiatio ns progress.

As fu rth er  demonst ration of the forthcoming approach of the  Turkish  side I 
announce th at  it is the  Turkish  Cyprio t position tha t as negotiations progress, 
Greek Cypriot inhabi tan ts of the  city of Varosha may commence returnin g to 
the ir homes and businesses. We believe that  approxima tely 30,009-35,000 Greek 
Cypriots can even tually be accommodated in Varosha under arra nge ments  tha t 
would meet the  legi tima te security concerns of the Turkish  Cypriot and the 
Greek Cypriot  communities. As fa r as the  long term sta tus  of Varosha is con­
cerned the Turki sh Cypriot side is fully  p repa red to discuss altern ative  form ulae  
once the  intercommunal talk s are  resumed. It  has already been stres sed that  
the  fu ture  poli tical  framework of Varosha is open to negotia tions. All these  are 
envisaged in the  Turkis h Cypriot  proposals and explained to the  Secre tary- 
General, Dr. Ku rt Waldheim, on April 13, 1978.

These  proposals also indicate th at  the  freedom of movement shal l he fully 
implemented through  progress ive stages to he agreed upon by both sides in a 
way that  will ensure security, and the  freedom of settlement  will be enlarged 
in time in a way th at  would increase cooperation between the  two n atio nal  com­
munities while at  the  same time preserving the  basic bi-zonal and bi-communal 
cha rac ter  of the  federa l state.

The Turkish Cyprio t side is also eager to d iscuss with the  Greek Cypriot side 
other practic al steps  to heal the  wounds of the  past . Discuss ions could be ini ti­
ated  under U.N. auspices on reopening Nicosia Airport for  civilian traffic pro­
viding also for ini tia l United Nations use.

It  would also be productive to discuss immediate  cooperative efforts in the 
economic areas such as the cons truct ion of a pipeline to  bring w ate r from Turkey 
to Cyprus for  use  by both communities.

It  is the Turkish Cypriot  view th at  th e resumption of negotiations on a Cyprus 
settlement and  on related issues should not be dependent on extraneous fac tors  
but  should commence immediately. The Turkish Cylpriot Community stan ds 
ready to meet at  any time with the Greek Cypriot Community to work in good 
fa ith  to reach a settlement of the Cyprus problem.

I unders tand that  both Mr. K.vprianou and myself will he in the  U.S.A. for 
some time. It  will be much bet ter  i f instead  of working with  cross purposes, we 
would come toge ther  in  a search of a solution to the  benefit of both communities.

I wan t to re ite ra te what I said to the  press  on Friday, May 19, 1978. I am 
ready  to meet Mr. Kyprianou, anywhere, any time and to discuss the problem 
with  him even w ithout any agenda.

Mr. Yates. I should like to  continue this questioning. W hat hap ­
pens in the event that  the embargo is lifted to the political situation 
in Greece? Columnists and political commentators tha t I have seen 
and read have indicated tha t there is a good chance the Karamanlis 
government will fall, giving wav to a Pap-andreau government.

Mr. Vest. I  would say given the present majori ty of the Karamanlis  
government we do not think  it will fall .

Mr. Yates. Isn ’t the tru th of the matter, the real tru th  of the 
matter, tha t Turkey  is regarded as more important to the NATO 
alliance than  Greece is, and the whole purpose of thi s is to get Turkey 
back into  the NATO alliance on a full cooperative basis, and if you 
could get Greece somehow eventually to come around tha t would be 
nice, but you want to do this notwithstanding?



21

Mr. Vest. Si r, I don’t want to give an evasive answer on that. No, 
sir, I don’t 'agree with you at all, for a very simple reason. It  is all 
very well to say—and others have pointed this out to me and said 
you are really trying to favor one or the other ; in th is case, Turkey.

It  would be all very well to see the security situa tion in the Easte rn 
Mediterranean as done with Turkey. You cannot divorce the  impor­
tance of  both countries. I t is not enough to  look at one and say policy 
is motivated by dealing with one.

We couldn’t in conscience do th at because you would be sett ing up 
something with a big hole right  in the middle, and tha t is not some­
thing  that we are aiming to do at all.

We are very serious, believe me, sir, in trying to find the hard 
choice in a most complex and mixed up situation, which provides us 
progress in relation to the whole area and both countries, and it is 
not a choice.

Mr. L ong. I  am just not smart  enough to see it, how when Greece
* isn’t anxious to cooperate when we do have an embargo against 

Turkey, how Greece is suddenly going to come around and be willing 
to participate fully when we eliminate the embargo against Turkey.

I would guess tha t there is going to be a great deal of fury  there 
now.

You said Ecevi t’s statements indicated tha t if the embargo was 
lifted  there  would be a more conciliatory attitude on the pa rt of 
Turkey ?

Mr. Vest. No.
Mr. Yates. I s that  the impression vou tried to give ?
Mr. Vest. I  am sorry if I stated it t ha t way that I may have given 

the wrong impression.
Mr. Y ates. W hat impression did you try to give as a result of Mr. 

Ecevit’s statements to the Press Club and the other statements?
Mr. Vest. What I wish to state is simply that  Ecevit has made it 

very clear he wishes to get rid of the Cyprus problem and wishes to 
make progress on negotiations because he considers it really creates 
a difference between him and Greece, and this is primary from the 
Turkish point of view.

Now, in terms of g reater freedom of action, he will have great free­
dom of action if he does not have the embargo hanging over him.

Mr. Yates. Why ?
Mr. Vest. Because domestically it creates a very strong resent­

ment on the part  of political leaders and spokesmen inside Turkey. 
It  is the same thing as if we were in a situation where he had a mat ter 

■*» which we considered to be our own business, and another country
took a punitive threatening action to  t ry to force us to do something.

It does not go well in domestic politics.
Mr. Yates. So far  vou have talked  in generalities of what Ecevit

* may or may not do. Do you have anyth ing concrete to suggest ?
Mr. Vest. As to what he would do?
Mr. Yates. Yes. If  the embargo is lifted , is Mr. Ecevit prepared 

to give greater  concessions to the Greeks than have been made clear 
so far ?

Mr. Vest. I think what he has said is already in the document which 
you have asked be put in the record.
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Mr. Yates. Yes.
Mr. Vest. Which is the National Press Club record and the Denk- 

tash statement. Both  of these proposals have been pu t out and we will 
have them here for you. They say what they would be prepared to do 
in a constitutional sense, in a te rritoria l sense, and in terms of move­
ment back into the ma jor pa rt of  Famagusta , now called Varosha. All 
of this is there for the record. In  the meantime, Ecevit has stated 
publicly th at he wants to get r id of the Cyprus problem. He gives it 
high pr iority on its own, but he will have a freer hand  domestically, if 
he doesn’t have this embargo hanging over him.

He has not said, “You lif t the embargo for tha t reason.” He has 
taken a very forthrig ht, separate and independent statement that  he 
wants to get rid of the Cyprus difference on its own merits.

Mr. Long. Mr. McHugh.
Mr. McHugh. Thank you, Mr. Chairman.
Mr. Secretary , there is a certain disadvantage in being at the end of 

the table.
This  is a very difficult policy question. It  is for me and I am sure it is 

for many othe r members. I  want to be sure where the Adminis tration 
places its priorit ies.

The Congress clear ly imposed the embargo for two reasons. They 
have both been mentioned. One was the concern about the principle 
tha t arms givens to an ally by the United S tates will not be used except 
for defensive purposes; and of course the second was to put  pressure 
on Turkey, in the hope of promoting negotiations.

My first concern is whether the Administration  places much impor­
tance upon the first reason I  mentioned. We are a large supplier of 
arms, and sometimes we supply arms to countries that  use them in ways 
which are not consistent with our own values.

The princip le in law is there  for a very important reason.
My question is whether the Administration agrees th at this pri n­

ciple is important and therefore should be enforced ?
Mr. Vest. Question one, sir, the  p rinciple. I think I addressed this 

in one way earlier.
Yes, we consider the principle very important. It  is in legislation, 

and we have the greatest respect for it, and we think it is a very 
important principle.

Now we have had the principle demonstrated. We have showed 
what we mean by tha t particular  matter. At the same time, we now 
have an equal thing, which the President and others have stressed as 
terrib ly important, and tha t is how to make progress to resolve the 
situation in Cyprus.

Mr. McHugh. I understand that.
Mr. Vest. And tha t is why we have come to this situation.
Mr. McHugh. I will get to that  in jus t a minute. I  want to be clear 

in my own mind t ha t the Administ ration concedes that this is an im­
porta nt principle and therefore should be enforced. The argument  is 
over how long.

Mr. Vest. That is correct .
Mr. McHugh. H ow long that enforcement should prevail.
Mr. Vert. That is exactly correct.
Mr. McHugh. I take it the Administration also agrees tha t in th is 

particular  circumstance Turkey did in fact use American arms ?
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Mr. Vest. Yes.
Mr. McHugh. Offensively, in violation of tha t princ iple, so there is 

no question of fact. It  is simply a question of what the policies should 
be in terms of enforcing the principle.

Mr. Vest. If  I might make one comment, sir, you have been using 
the words “offensive” and “defensive.” The use of the weapons was 
restricted for NATO purposes, and they used them for non-NATO 
purposes.

Mr. McHugh. I think there is disagreement in terms of emphasis. 
The Administration  clearly puts its emphasis on reaching a negotiated 
settlement, or  at least on get ting negotiations started.

Many Members of  Congress a re still concerned about the principle 
of law.

Let me go to point number two.
I believe i t was our intent when we pa rtia lly lifted  the  embargo to 

the extent of $175 million that this would release some of the pressure 
on Turkey, enabling the Turkish Government to do something to 
promote negotiations.

Has the Turkish Government done anything in response to the 
partial lift ing  of the embargo to bring the parties  closer to 
negotiations? If  so, what?

Mr. Vest. You must remember there are  two Turkish Governments 
we are talking  about.

Mr. McHugh. Yes, I understand.
Mr. Vest. This Turkish Government only took effect a t the begin­

ning of th is year. The ear lier Turkish Government, which was a coali­
tion government, made up of three parties, within the situation i t was 
situated political ly as I can recall, did very little  tha t you can put 
vour finger on. However, it did begin the withdrawal of troops from 
the Turkish portion o f Cyprus, as an evidence of a desire to move on to 
a negotiated situation.

However, it is with the arriva l of this  government that we have 
had the decisive action taken obviously against a domestic political 
situation where the Prime Minister  felt able to  do something.

Mr. McHugh. And you are refe rring to Mr. Ecevit.’s statement 
before the Press Club that he is willing to-----

Mr. Vest. Before the Press Club and elsewhere. In Europe he has 
made public statements to the Chancellor of Germany and over n a­
tional television there. He has here addressed [I believe] the Senate 
Foreign Relations Committee and the House International Relations 
Committee, where he was heavily questioned on all these matters, 
publicly appeared before the National Press Club, as well as attended 
the NATO summit. So he had very heavy exposure here, in which 
rather consistently I  think at every step he has taken a formal position 
that,  as a primary policy objective, he wishes to begin negotiations and 
get rid  of the problem that is created for him and fo r Greece with the 
difference over Cyprus.

Mr. McHugh. Are there any par ticu lar statements to which you 
can point that have been made by representatives of the Greek Govern­
ment which would lead us to the conclusion that, despite the  political 
problems in Greece, there would be participa tion by the Greek Gov­
ernment in negotiations if the embargo was lifted ?
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Mr. Vest. I  th in k we have to  c la rif y who is invo lved  in the  n egoti a­
tions. T he  Greek  Governme nt is no t involved  in the nego tia tions  a t all.

Mr. McH ugh. Gre ek C yprio ts ?
Mr. Vest. Gre ek Cy priots ? All rig ht . To date Pres iden t Kip ria no u 

has  indicated no w illin gness to  en ter  in to neg otiatio ns.  At each step he 
has  said the  pro posal s pu t fo rw ard so fa r by  Mr. Denktash and re in ­
forced by P rim e M ini ste r Ecev it were not  an adequa te basis fo r b egin­
nin g negotia tion s.

The  Se cre tar y Gen era l of the  Un ite d Na tions  has  re ferre d to them 
as sub stantive and  concrete, and Mr. Ecevit has rep eated ly made the  
point t hat  the y are  on ly an opening positi on, and  t hat  th ey are  wi llin g 
to be flexible and  rea dy  to have very serio us negotia tions on thes e 
ma tters,  bu t Mr . Ki pr ian ou , fo r his  own reasons,  has chosen not to 
bearin discussions  so far .

Mr. McH ug h. I  would like to be clear in my own min d, the n. W hy  
will the  Gre ek Cy pr io t pos ition  be more  open to discussion with the  
Tu rks o r T ur k Cy pr iots if  the emb argo is l ift ed ?

Mr. Vest. T am p ut  in the pos ition where T have to  make jud gm ents 
as to wh at the mo tivations of  the Gre ek Cy priot s, bu t I  would say 
it is reason ablv ev ide nt from sta tem ents the y have made in one form 
or a no the r tha t they  simp ly do not believe th at  the  em bargo should  be 
lift ed.

They con tinu e to wish  to have pre ssu re of  th at  embargo,  and the y 
the refore  do n’t wish to t ake  any action which might  a dd  to  a fav ora ble  
atmosphere  fo r li ft in g  th at  emb argo . They oppose  the  li ft in g of the  
embargo.

Mr. M cH ugh . I  see mv tim e is up.
Mr. L ong. Tha nk  you. Mr . McHuarh .
I  see some sense to  t his, if  th e fol low ing  s teps take pl ac e: One,  em­

bargo te rm inated ; two , Tu rke y un ila tera lly  wi thd raw s from Cv pr us ; 
then thr ee , Greece can  now end its  resentment again st the  U.S . and  
NA TO.

Hav in g done th at , the n agre eme nt in Cyp ru s becomes possible, bu t 
the  kev to a ll t hi s t hen, it seems to me, is wh eth er Tu rkey  wi ll un ila te r­
ally with draw  from  Cyprus.

Do we have any  unde rst an ding  th at  thev w ill do that?
Mr. Vest. Si r, you have  jum ped  each step . Let  me po in t to the  

fac t——
Mr. L ong. Or migh t?
Mr. Vest. No, sir , I  can ’t say th at  autom ati ca lly  in a sit ua tio n like  

that  the Turks  are  go ing  to wi thd raw .
Mr. L ong. I  don’t see how Cyprus wi ll be any more d isposed t o agree  

to anv  solution  if  we resume arm s shipm ent s to Tu rkey  t ha n they  are 
now. I t seems to  me you have got to  hav e some agree men t, some ki nd  of 
an idea th at  wi th the  end of th is  embargo Tu rkey  says , “O kay , now 
our  face is not on the  line ,” if I  can mix  a me tap hor, “a nd we w ill get  
out .” Th en you have  the  problem solved.

Mr. Vest. You are  taking  the  factor  which is obviously  one of  the 
points of  the  set tlem ent . I f  the re is a set tlem ent  between Gre ek and  
Tu rkish  Cyprio ts,  the T ur ks  have s aid  the v will wi thd raw  those troops,  
bu t it is par t of  the  essence of  th ei r sit ua tio n th at  whi le thev  hav e 
reduced the  numb er of  their forces, the  wi thd raw al ques tion  is pa rt  
of  the  settl ement . You have s everal facto rs th at  have to be n ego tiat ed.
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One is the constitutional relationship. Two, the terri tory  which has 
to be realined. Th-ree, certainly the forces have to come out , and you then would have some form of bi-zonal government for the whole.

Mr. Long. If  you can’t tell me that you have some assurance tha t Turkey will uni laterally  withdraw from Cyprus on the ending of the embargo, then I  feel the whole thin g makes no sense at all.
Mr. Vest. If  I might comment, the point of withdrawing the embargo, in addition to which I have mentioned, is simply with each 

of the countries to the extent tha t we have influence on them, we are able to try to move them along.
Tha t is not going to be an instantaneous negotiation but a much slower one and we are trying  to mainta in tha t kind of a re lationsh ip 

with each of the parties. Negotiations at no time have moved instan­taneously like that.  We have always had to push them very, very slowly, at a very slow pace.
Mr. Long. I can tell you one thing, I am glad I never trie d to join the Foreign Service. My mind would have made sure that I  would have never gotten above the first rung.
Mr. Vest. Sir, there  are often days I feel the same way.
Mr. Y ates. Mr. Chairman, Mr. Vest sought to draw a simile be­tween Israel and Turkey in the use of American arms. He neglected to say, however, that  in Israe l’s case it withdrew from Lebanon.
I don’t find Turkey withdrawing from Cyprus.
Mr. Vest. That is perfectly correct, sir. They have.
Mr. Yates. Then the parallel  falls, doesn’t it, in tha t respect?
Mr. Vest. The parallel stops at tha t point, exactly sir.
Mr. Yates. Turkey isn’t withdrawing.
Mr. Vest. Certainly.
Mr. Yates. Unlike Turkey, Israel is withdrawing.
Mr. L ong. It  took a member of the committee to bring  t ha t out.
Mr. Vest. The point I make is tha t when that  happened no one even thought of the fact and mentioned the fact tha t there was such an illegal use of our weaponry, tha t is all.
Mr. Long. I have a number of questions I  would like to ask. What type of equipment will be provided with the funds to Greece? Would 

you please place a full equipment list in the record ?
Mr. Vest. All righ t, sir.
Mr. Long. $18 million is involved.
Mr. Vest. There will be no problem with that.
[The information fol lows:]

Greek Equipment List for Additional $18 Million in FMS Credits for 
F iscal Year 1979

It  is ant icip ated the  Greek government would utilize an additional $18 million in FMS credits  in FY 1979 to finance additional purchases of medium-lif t heli ­copters such as the C-47 and/o r missile gunboats of the Asheville class. Such purchases would, of course, be subjec t to congressional approva l.
Mr. Long. Wha t are the proposed te rms of the short-term balance 

of payments loan ?
Mr. Vest. It  is to be returned over a ten-year period, with interest 

rates at cost of borrowing to the Treasury as of the day the loan agree­
ment is signed.

Mr. Long. What is that, around 7.5 percent ?
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Mr. Ewing. I  think it is something like that currently. I don’t know 
exactly.

Mr. Vest. We will furnish that.  (8.4% if loan agreement had been 
signed on June 16,1978).

Mr. Long. H ow is the money going to be paid back, in U.S. dollars? 
How do we protect it  against a great rate  of inflation ?

Mr. Ewing. Yes, it will be repaid in dollars.
Mr. Long. In U.S. dollars ?
Mr. Ewing. Yes.
Mr. L ong. Why does Turkey have a curren t balance of payments 

problem ?
Mr. Vest. I will just just let Mr. Ewing answer tha t, if I may. He 

has worked more closely with this.
Mr. E wing. Mr. Vest touched on thi s before. I t is a combination of 

a number of factors over the last several years, including the  increase 
in oil prices tha t all of us have been affected by, the economic slow­
down which occurred in Western Europe,  and the effect th at had on 
Turkish exports and Turkish workers particular ly in Germany, and 
I must say the effort on the part of the Turkish Government to con­
tinue to industrial ize and engage in investment activity at a very 
rapid  rate.

Mr. Long. So again we blame it on oil.
Mr. Vest. Not entirely on oil.
Mr. Long. Now I see the real meaning of Dirksen’s famous state­

ment. The oil can is mightier than the sword.
Mr. Yates. He meant it for something else, Mr. Chairman.
Mr. Long. I know he did, but like lots of statements, words have a 

life of their own.
What  has Turkey done to correct these problems ?
Mr. Ewing. Part icula rly since the government of Prime Minister 

Ecevit came into office in Janua ry they have taken a number of steps 
to tr y to tighten up their budget for the current year. They devalued 
the Turkish  lira , most recently in March, by about 23 percent, and, as 
has been mentioned before, they did enter  into a stabilization program 
which has been accepted by the International Monetary Fund.

Mr. Long. We are being asked to provide about $1,700,000, I be­
lieve, to the International Monetary  Fu nd for dealing with balance of 
payments problems. Why on earth don’t they go to the International 
Monetary Fund for  help ?

Mr. Ewing. Turkey has done that.  It  will get over the next two 
years approximately $450 million, so tha t will be of substantial help 
to the Turkish economy and to the Turkish Government.

In  addition, though, we feel tha t additional assistance from others 
is needed, and the amount that we have recommended to the Con­
gress—$50 million—we feel is appropriate .

Mr. Long. The United States has a balance of payments deficit this 
year of how many billions. $28 billion or something like that?

Mrs. Smith . The biggest in history.
Mr. Long. A vast sum. We are being asked to give another  $1.8 b il­

lion to the IMF to  help countries th at are in difficulty because of their 
balance of payments as a result of the oil problem very largely, and 
now we are told tha t that is not enough. We have to give additional 
amounts through the side door for th is purpose.
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Don’t you think  Congress has a righ t to be a little bit impat ient 
with this sort of reasoning?

Mr. Ewing. I would just say-----
Mr. Long. How about that, Mr. Vest?
Mr. Vest. I understand your point of view, sir.
Mr. Long. Do you ?
Mr. Vest. But I think this is justified, what we are asking for.
Mr. Long. I am not sure then you really understand it.
Do you want to respond ?
Mr. Ewing. I would just add that I thin k that the assistance p ro­

vided by the internat ional institutions—and there has been assistance 
to Turkey also from the World Bank—the problems are such tha t 
additional assistance from other outside donors is needed by Turkey,  
and will be forthcoming from Germany, Belgium, Norway and some 
of the other Western European countries.

Mr. Long. When we pass on this request in the committee fo r the 
$1.8 billion for the IMF, I am entitled to bring up tha t this by no 
means ends the requests that are going to be made on us from countries 
to meet thei r balance of payments problems. We gave Portugal $300 
million last year.

Mr. Yates. Should the record show he is nodding his head?
Mr. Vest. Would I ever object to the chairman bringing up such a 

thing if he wanted to ?
Mr. Yates. I doubt it.
Mr. Long. What other donors are going to contribute funds as we 

are doing to help Turkey with their balance of payments problems 
and in what amount ?

Mr. E wing. I don’t know’ if we have a complete list, but primarily 
the Federal Republic of Germany, Belguim, Norway.

Mr. Long. In  addit ion to what they put into the International Mone­
tary  Fund, if they put  anyth ing in ?

Mr. Ewing. Yes, through bilatera l channels, their  own bilateral  
programs, and there are other  countries that  have programs in Turkey.

Mr. Long. You will put the full list in the record ?
Mr. Ewing. We will give you a full list.
[The inform ation follows:]

Aid to Turkey

Iii addit ion to the IMF standby  agreement ($450 million over two yea rs)  and 
the new IBRD project cred its (three  pro ject  loans valued at  almost $100 mil­
lion will be presented to the Board  of Directors this ye ar ). Turkey will receive 
the folowing a id : Federal Republic of Germany, $140 million in pro ject  cred its 
and direc t lo an s; Belgium, $4.5 million loan on concessional te rm s; Norway, 
in the form of cancellation  of $3.25 million in outs tand ing debts, as well as a  sev­
eral  million do lla r credit (term s not known) for feas ibility studies for  projects  
to be undertaken  in the context of an economic coopera tion agreemen t signed 
in 1978; and Aus tria  (amount not known) . Several other countrie s stil l are  
disbursing  funds  on old projec t loans, at  various  terms, ini tiat ed und er the 
OECD consortium. Canada, Italy , France, and the  UK, a s well as the  European 
Investment Bank have such disbursements in the  pipeline. Total economic aid 
extended from 1954-1977 to Turkey from the USSR and other Warsaw  Pact 
sta tes  tota lled $1,410 million of which $1,180 million was extended by the  
USSR. Not all of this has been draw n upon, however. In 1978. the  USSR 
agreed to expand its to tal  aid by $650 million for a steel mill and oth er indus­
tri al projects.

Turkey and Libya signed an agreement on economic cooperation on Jun e 2, 
1978, which included a $100 million program loan from Libya, rollover of cer­
tain  overdue debts  (oil paymen ts), cred it for  20% of Turkish  oil imports  from



Li b y a ( $ 3 50 milli o n esti m at e d v al u e ) a n d p ossi bl e pr oj e ct l o a ns. Ot h e r t h a n 
t hr e e tr a d e cr e d its fr o m t h e Isl a mi c D e v el o p m e nt B a n k, t ot alli n g $ 3 6 milli o n, 
w e k n o w of n o ot h e r ai d fr o m t h e O P E C ar e a.

Mr. L o n g . So  w h at w e ar e r e all y h a vi n g h er e is s ort of a n u n offi ci al 
I nt er n ati o n al M o n et ar y F u n d s u p pl e m e nt al ?

Mrs. S mi t h . Mr. C h air m a n, w o ul d y o u yi el d f or a q u esti o n ?
Mr. L o n g . I w o ul d b e d eli g ht e d t o yi el d.
Mrs. S mi t h . I w o ul d li k e t o h a v e f or t h e r e c or d a br e a k d o w n of 

T ur k e y’s ot h er d e bts t o t h e W orl d B a n k, t o t h es e v ari o us i nt er n ati o n al 
a g e nci es t h at o we m o n e y.

Mr. L o n g . T h at w as t h e n e xt q u esti o n I  w as pl a n n i n g t o as k, a n d 
c ert ai nl y w e w o ul d li k e t o h a v e t h at.

[ T h e i nf or m ati o n f oll o ws:]

T u r k e y  F o r ei g n  De b t  : T o t a l  b y  Co u n t r y

1. Att a c h e d is a c h art s h o wi n g p u bli c or p u bli cl y g u a r a nt e e d cr e d its t o T ur k e y 
fr o m O E C D m e m b ers. T hi s is n ot all d u e i n 1 97 8.

2. I n c o m m er ci al arr e ar a g es ( $ 1. 9 billi o n esti m at e ), c o m p a ni es fr o m O E C D 
m e m b er c o u ntri es ar e  o w e d $ 1. 3 billi o n, oil p r o d u c e rs, l ar g el y Ir a q. $ 3 5 0 milli o n 
a n d E as t er n E ur o p e a n st at es $ 1 4 5 milli o n. T h e l ar g est d e bts o w e d t o c o m p a ni es 
i n t h e O C E D gr o u p ar e t o G er m a n y ( $ 3 2 6 m illi o n), t h e U nit e d St a t es ( $ 2 0 9 mil­
li o n ), U K ( $ 1 4 4 milli o n), S wit z erl a n d ( $ 1 2 2 milli o n), J a p a n ( $ 1 0 7 mili o n), 
It a l y ( $ 8 8 m illi o n ), Fr a n c e ( $ 7 5 milli o n), N et h erl a n ds ( $ 6 3 milli o n), B el gi u m 
( $ 4 8 milli o n), C a n a d a ( $ 3 7 milli o n), A u stri a ( $ 2 9 milli o n), S w e d e n ( $ 2 2 mil­
li o n ), a n d o t h er s wit h s m all er a m o u nts.

3. T a bl e II a tt a c h e d, s h o ws t h e f o r ei g n d e bt of T ur k e y. Of t h e $ 6.1 billi o n s h o rt 
t er m d e bt, it is esti m at e d t h at $ 5. 4 billi o n will f all d u e b ef or e 1 2/ 3 1/ 7 8. T h e 
g o v er n m e nt of T ur k e y is n e g oti ati n g wit h c o m m er ci al b a n ks a r efi n a n ci n g pr o­
gr a m w hi c h w o ul d c o v er t h e $ 1. 9 billi o n c o n v e rti bl e lir a  d e p osits, t h e $ 3 86 
milli o n b a n k er’s cr e dits, a n d t h e $ 2 6 6 milli o n o v e r dr a fts. D e bt s er vi c e o n offi cial 
a n d offi ci all y g u a r a nt e e d d e bt alr e a d y i n ar r e ar s or f alli n g d u e b ef or e J u n e 3 0, 
1 9 79 t o O E C D c o u ntri e s (f or d e bt wit h ori gi n al m at uri ti es l o n g er t h a n o n e 
y e a r) w as r es c h e d ul e d o n M a y 2 0 (s u b j e ct t o bil at e r al a gr e e m e nts t o b e n e g o­
ti at e d al o n g t h e li n es of t h e M a y 2 0 a gr e e m e nt ). A p pr o xi m at el y $ 8 0 0 milli o n 
w hi c h w o ul d h a v e b e e n d u e pri o r t o J u n e 3 0, 1 9 79 w as c o v er e d. T ur k e y m ust 
p a y a n esti m at e d $ 4 0 milli o n of t his a m o u nt i n 1 97 8.

4. T a bl e II I i n di c at e s t h e d e bt s er vi c e e x cl usi v e of r e p a y m e nts of pri n c i p al 
of c urr e nt s h ort t er m d e bts.

T A B L E 1. — C U R R E N T S T A T U S O F T U R K E Y ’ S P U B L I C D E B T  

S T A T U S A T  E N D O F P E RI O D ( 1 S T  Q U A R T E R  1 9 7 8) A M O U N T S O U T S T A N D I N G  

(I n t h o u s a n d s of U. S. d oll ar s]

C o u ntr y

Offi ci all y g u ar a nt e e d  
pri v at e cr e dit s

O ff i c i a l--------------------------------------------------
d e v el o p m e nt  M a t uri ti e s   M a t ur iti e s  T ot al  a m o u nt

ai d  u n d e r 1 yr m or e t h a n  1 yr 1   o ut s t a n di n g

A u s tri a ................
B e l gi u m _ _ _ _ _ _ _
C a n a d a................
D e n m ar k..............
F r a n c e .. .............
G er m a n y..............
It a l y ......................
J a p a n....................
N e t h e rl a n d s .. ..
N o r w a y................
S w e d e n ...............
S w it z er l a n d _ _ _ _
U ni t e d Ki n g d o m  
U ni t e d S t a t e s .. .  

T o t a l....

7. 6 1 6  . . . 7. 6 1 6
3 4 . 4 0 0 2 5 . 2 3 0 6. 5 0 0 6 6 . 1 3 n
9. 2 6 2  . . . 2 6 3. 3 3 4 2 7 2. 5 9 6
3. 4 8 2 1 2. 4 4 9 1 6 . 4 0 4 3 2 . 3 3 5

2 1 . 9 5 7 1 7 9. 9 5 6 2 8 3. 4 8 7 4 8 5. 4 0 0
2 4 0. 6 2 4 4 2 8. 4 7 9 7 2 . 7 4 8 7 4 1. 8 5 1

9 5. 3 9 6 9 5 . 3 9 6
4 3 . 7 0 0 1 1 8. 9 0 0 4 1 7. 1 0 0 5 7 0. 7 0 0
2 7 . 7 0 6 3 9 . 5 2 2 5 8 . 2 6 5 1 2 5. 4 9 3

3. 2 6 9 3. 6 8 1 1. 7 7 4 8. 7 2 4
9. 0 0 6 2 0 . 7 0 2 7. 1 2 0 3 6. 8 2 8

2 0 . 6 0 2 4 1 . 6 0 5 4 5 8. 8 4 5 5 2 1. 0 5 2
8 2 . 0 2 1   . . . 3 0 2. 3 2 1 3 8 4. 3 4 2

8 9 8. 2 6 2 5. 8 9 8 6 5 1. 2 4 4 1. 5 5 5. 4 0 4

,. 4 0 1. 9 0 7 8 7 6. 4 2 2 2. 6 3 4. 5 3 8 4 . 9 1 2. 8 6 7

> I n cl u di n g ot h e r offi ci al fl o w s.



TABLE 2.— FOREIGN DEBT OF TURKEY

1975 1976 » 1977

1. Medium and long-term debt......... ...................................................................... 4,26 2
(1 ) Multilate ral  cre ditors.....................................................................................  1,451

World Bank group....................................................................................  .  1,05 5
EIB ....................................................................................................................... 360
Oth ers .................................................................................................................  36

(2 ) Bilatera l creditors...........................................................................................  2,6 61
( i)  Consortium countries..................................................................  2,53 8

O ff ic ia l. .........................    2,39 3
Pr ivate2 .............................................................................................  145

(i i)  Nonconsortium co un tries ............................................................. 123
Off icial.............................................................................................................................
Priv at e2 ..........................................................................................................................

(3 ) Euro-currency loans ..........................................    150
(4 ) Supplier credits to private secto r* .........................................................................................

I.  Sh ort-term  debt......................................................................................................  1,38 8
Convert ible lira deposits . ..............................     991
IM F.....................................................................................................................  243
Dresdner Ban k.............................................................................................................................
Bankers ' cred its .............................................................................................  7

5, 462 
1,8 72  
1,3 19  

467 
86 

3,24 3 
2,743  
2, 478 

265 
500 
350 
150 
347

bis.................. ZZZZZZZZZZZZZZZZZZZZZZZZZZ-Z.Z.Z-ZZZ.Z.Z.Z........................
Overd raf ts.......................................................................................................................................
Commercial ar rear s2 * . . ............................... ................... ........................................................
Noncommercial ar rear s.............. ................................................................................................
Acceptance cred its .............................................................. ........................................................ .
Others................................................................................................................ 147

3, 342  
1,7 81  

391 
53 

413 
150

170

6, 798 
1,8 98  
1, 375 

436 
87 

4, 200 
3, 379 
2,6 15  

764 
821 
359 
462 
350 
350 

6,146  
1,9 79  

409 
178 
386 
190 
266 

1,9 30  
289 
409 
110

Total (I  plus I I ) . 5,65 0 8, 804 12, 944

■ Secretariat 's est imate inclu ding undisbursed credits ($2 ,000,000,000  at the end of 1977). 
2 Inclu ding officially guaranteed credits.
> Credits  in cash and kind.
* Including $350,000,000 oil debt .

TAB LE 26.— TUR KEY : FOREIGN DEBT SERVICE, 197 5-79 

[Dollar amounts in millions]

1975 1976 1977 i 197 82 1979

In terest ................. ................. ..................................................... ................. $124 $217 $320 $700 $800

Mediu m- and long-term deb t’ ....................................................... 107 139 160 *2 50 400
Short-term d e b t* ............................................................................... 17 78 160 450 400

Princ ipa l________________________ ______ ______________ _____ 117 119 214 ‘ *4 30 450

Total debt service.......................................................................... 241 336 534 1,1 30 1,25 0

Total debt service in percent of exports of goods and workers'
remittances................................................................................................ 8 .8 11 .4 20. 0 30. 0 30. 0

1 Estimate.
2 Projection.
* Corresponds to me dium- and long-term external  debt of the  public sector in table 25.
* Includes private foreign debt.
* Corresponds to liab ilit ies  of the  Central Bank and acceptance cred its in tab le 24.
* Excluding rollover  of sho rt-term debt. ($5,0 00,000 ,000).

Sources: Data provided by the Turkish authorit ies; and staff estimates.

Mr. V est. Could I make one comment, sir?
Mr. L ong . Yes.
Mr. V est. I think it is worth making. You mentioned Portugal  

earlier. You mentioned Turkey now. With every country tha t is a 
close ally, tha t is a major support in the democratic free world, if 
such a country periodically runs into budgetary  or financial diffi­
culties, we have fe lt it  is worth doing something to help them through 
such emergencies.

Portugal, for example, coming st raig ht out of a revolution for the 
first time in over 45 years to democratic-----
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Mr. L ong. Wh at  is the purp ose  of  the In te rn at iona l M oneta ry Fu nd , 
to help  our enem ies ?

Mr.  V est. Th e In tern at iona l Moneta ry Fu nd  is not so po liti ca lly  
motiva ted . We sim ply  are po lit ica lly  mo tivated in th is  sense.

Tu rkey  and Po rtu ga l are  two  majo r cou ntr ies , ma jor  allie s, and 
dem ocratic  cou ntri es, and  Tu rkey , we feel, deserves th is  k ind of help 
at such a tim e when it  is tryi ng  t o pu ll up  its  ow n bootstr aps as well.

I  real ize you hav e thi s with—I  can  see th e express ion on yo ur  face, 
bu t nevertheless I ju st  want  to mak e th e reco rd. I th ink such countr ies  
require spec ial con sidera tion in ad dit ion  to  the  apo liti ca l IM F kind 
of  appro ach as a resort  to which thes e cou ntr ies  can go.

Mr. L ong. I  wa nt  this  b roug ht  up,  t hi s backdo or stun ------
Mr. V est. Si r, it  is not backdoor. I t is st ra ig ht  na tio na l polic ies 

which we th ink is w orth s up porting .
Mr. L ong. I thou gh t th at  was the purpo se of the  IM F.  You are 

giv ing  the  same arg um ents fo r th is  ex tra money to  Tu rkey  and  
Po rtu ga l th at are  given for ou r pa rti cipa tio n in the IM F.  Is n’t  t hat  
tru e?

Mr. V est. I  d on ’t want to get  in to th is at  al l, s ir. I ju st  conside r that  
Tu rkey  is an exceptional situ ation .

Mr. L ong. Well , you  have  got  a job to  do.
Mr. V est. N o, s ir, I believe it. Th ere  is a dis tinction  the re.
Mr. L ong. Will  the  U.S . att ach res tri cti ons to th is loan such as specific reform  measures------
Mr. Yates. Wh at  do we mean by  ref orm measures ?
Mr. L ong. Specif ic reform  measures th at  Tu rkey  mu st insti tu te?
Mr. Ewin g. No, the re are  no specific con dit ions th at  wou ld be a t­

tached  to the prop osed loan. I  m igh t ju st s ay, though------
Mr. L ong. W e do th at  when we give  money to New York.  We  are 

ins ist ing  on some fa ir ly  str inge nt  conditions . Maybe not so much as 
we would like  to  have, bu t fro m the  sta nd po int of  New Yo rk they 
reg ard all these con ditions  as som ewh at on the  hu miliat ing  side. We 
do th is fo r New Yo rk,  but  we won ’t do th is  fo r T urk ey.

Mr. McH ugh. I f  the  chair ma n will  yie ld,  we also cha rge  a high er  int ere st ra te  to  New York .
Mr. L ong. I  th in k the gen tlem an from New York is e nt itl ed  to five 

minutes  on th is  ques tion , if  he wishes.
Mr. Ewing. I certa inl y can’t spe ak abo ut the  New Yo rk case, bu t 

Tu rke y has made commitmen ts to  t he  In te rn at io na l Mo netary Fu nd , 
has  in effect accepted con ditions  worked  out with the  IM F, and th is 
proposed loan th at  we would make was recommended af te r the  IM F 
and Turkey w orked out th ei r agreement.

Mr. Yates. Mr. Ch airma n, is th at  because  Tu rkey  could not meet  
certa in com mitments  of IM F and the refore  you fel t it was necessary  
to g ive i t add ition al money th roug h thi s ch ann el ?

Mr. Ewin g. Condit ion s were agr eed  t o bv Tu rkey  and  the In te rn a­
tional Mo net ary  Fu nd . They accepted the  IM F co ndit ions . A fter  th at  
took  place, we a re recommen ding t hi s amount to supplem ent  th e IM F assis tance .

Mr. Yates. Are the  same con dit ion s th at  are pre sen t fo r the  IM F 
loan  p res ent w ith  respect to the  money  th at you propose to  make av ai l­able to  T urkey?

Mr. L ong. Cou ld you li st th e r efo rm s and  conditions ?
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Mr. Yates. Are there any?
Mr. Ewing. Yes, there are.
Mr. Vest. We will provide a list.
Mr. Yates. Not for IMF, but I mean through this handle.
Mr. Long . I thought they said they didn’t ask for any.
Mr. Yates. Tha t is r ight. Tha t was the basis for my question, the 

fact tha t Turkey  went to IMF for money and had to meet certain 
IMF conditions. Apparently Turkey wasn’t able to get as much money 
as i t wanted from IMF with those conditions, is that correct?

Mr. E wing. Turkey is getting from the IMF the maximum th at the 
IMF under its rules can make availab le in th is period of t ime and it 
has accepted all of the conditions.

Mr. Yates. Why would you not require the same conditions in your 
proposed loan to Turkey tha t IM F requires?

Mr. Ewing. We certainly can make available for the record the 
conditions tha t Turkey has accepted.

Mr. Long. I think the gentleman from Illinois  has asked a good 
question. Why didn ’t we just say we want the same conditions for 
this loan tha t the IMF  is exacting for IMF loans? Why haven’t we 
done that?  Politica l reasons?

Mr. Ewing. We fully expect the Turkish Government to comply 
with conditions tha t it has agreed to with the IMF. The IM F dis­
bursement of funds will occur over the next two years, and they will 
be constantly monitoring performance.

Mr. Long. Wil l those conditions meet the needs of our loan ? Tha t 
is the point we want to make.

Mr. Ewing . These conditions—yes, I think  they will meet.
Mr. Long. They will automatically do that.
Mr. Ewing. They will not be explicitly written into the loan 

agreement.
Mr. Long . We want to know what those reforms and conditions are, 

what the timetables are and how the conditions which IMF has enacted 
will meet the needs of our loans.

Mr. Vest. They will clearly create the conditions under which our 
loan operates, in fact, but we will provide you with th at detail.

Mr. Long . Since we are not explicitly  attaching those conditions 
to the loan, we need to know how the IMF conditions will nonetheless 
meet requirements.

[The information follows:]
The precise terms of a standby agreemen t between the IMF and  a member 

count ry are not normally made public. Turkey, in its  le tte r requ esting the 
standby, identified a number  of a rea s in which it  fe lt new policies were necessary, 
informed the  IMF of the policies adopted or to be adopted,  and in some area s, 
set quant ita tive targe ts or quotas. The IMF, for  i ts par t, when basica lly satisfied 
that  th e proposed economic program will address  the  causes  of th e balance of pa y­
ment problems, offers the standby with a schedule of disbursements,  each dis­
bursement  being condit ional upon continued adherence  to the  program and  usu ­
ally linked to the  achievement of specific targe ts or taking of specific ac tions.

While the  precise  “performance cr ite ria ” of the Turkey-IMF agreeme nt are  
not public, a number of the elements of the Turkish government’s economic pro­
gram have been announced over the past few months. In  addit ion to two devalu­
ations totalin g th irt y percent, there have  been sub stan tial  price  increases on 
products of Sta te enterprise s, designed to reduce  the budget-financed deficits of 
these  organiz ations; the  1978 budget  was rest rained, par ticu larly on publ ic sector  
expend itu res ; import procedures were revised  to reduce reliance on shor t-term 
financin g; and a tax  reform package amending 210 a rtic les of the  tax  laws was

31-157 0  -  78 - 3
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submitted to Parl iament; interest rate  measures designed to encourage do­mestic saving and investment, particu larly in agricu lture and small business, were adopted.
Mr. McHugh. Will the chairman yield for a minute.Mr. L ong. Yes, I yield.
Mr. McHugh. I think what you brought up before is interesting. It i9 true, isn’t it, tha t we didn' t attach the conditions because it would be politically sensitive to do so?
I wouldn’t  complain about tha t, but it is true , isn’t it? It  is a very sensitive climate of relations between Turkey and the United States, and to ask for conditions would simply be politically difficult, i sn’t that true ?
Mr. E wing. Tha t is correct, and I th ink it  is our view basically it is the responsibility of the Internationa l Monetary Fund on an inte r­national multila teral basis to work out these conditions with one of the member countries, and tha t has been done in th is case. It  would be much more difficult for some of the reasons you cite of us imposing or negotiating conditions.
Mr. McHugh. I think tha t is understandable. I am just curious, using the New York analogy, the policies are reversed. I t is impossible to extend a loan unless you impose conditions. This seems to  be the opposite in terms of our relations with Turkey.
Mr. V est. But you are dealing with something inside a country, as dealing with something which has to have an international  framework.Mr. Yates. Will you yield?
Mr. McHugh. Certainly.
Mr. Yates. I think Mr. McHugh makes a very good point. I would think th at would be the  answer which you gave to my question as to why you were not imposing the IMF conditions. I assume the condi­tions you give for this loan to Turkey are the same as you give to other  countries, not woree or better, is that, correct ?
Mr. Ewing. Th at is correct.
Mr. McHugh. Where you consider the relationship a politically sensitive one.
Mr. V est. Yes, sir.
Mr. L ong. W hat is the current situation regarding Turkey’s ability to uphold their  NATO commitments?
Mr. V est. Pe rhaps 1 should take tha t one, sir.
Mr. L ong. Wha t is the curren t situation and what will it be as a result of this loan, the resumption of or the elimination of the embargo ?
Mr. V est. The m ilitary  capabilities have continued to progressively decline since 1974 because of its lack of foreign exchange and its in­ability to finance arm9 acquisitions from Western Europe, the thi rd party transfers  which I mentioned earlier. The biggest problem simply is in the highly mechanized sendees, the Air Force, particularly .The a ircra ft inventory has gone down. Spare pa rts have gone down. Train ing is down. It  doesn’t mean tha t they  are not able to carry for­ward a minimum of their present missions,* but with the lack of tr ain ­ing, a lack of spare parts, a lack of modem material, each year they get further and further behind.
What we are  talk ing about now is a very large orde r of activity in­deed. A simple example. Many of the spare parts  for the Turkish
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armed forces are obtained through something called NAMSA, which 
is a NATO supply agency.

Anyth ing which is obtained throu gh tha t agency has to be charged 
against the FMS figure that we are considering here. It  means they 
get less and less.

Mr. L ong . Mr. Secretary, presumably if we el iminate the embargo 
and resume normal relations, sales of weaponry and so forth to Turkey, 
they are going to need the money to buy those weapons.

Mr. V est. Yes.
Mr. L ong . This $50 million doesn't give it to  them because $50 mil­

lion is only for balance of payments.
Mr. V est. Tha t is correct.
Mr. L ong . Are we going to then be presented with a big bill for 

FMS credit  sales to Turkey?
Mr. V est. No, sir. You have got your $175 million figure right here 

before you.
Mr. L ong . And tha t is going to be enough to take care of it ?
Mr. V est. And th at is the figure.
Mr. L ong . You  are not going to come back. You guarantee, we want 

to take careful notice, you guarantee t ha t you will not come back here 
for anymore money ?

Mr. V est. For a supplemental.
Mr. L ong . For FMS ?
Mr. V est. This year.
Mr. L ong . E ither in the supplemental or in the appropria tion for 

next year.
Mr. Yates. Y ou  don’t mean tha t, Mr. Chairman, do you, the supple­

mental or the appropriation for next year? I think he was directing 
himself only to a particu lar supplemental.

Mr. L ong . Or in the future, whenever this takes effect.
Mr. V est. We have no plans of any kind for anything, sir.
Mr. L ong . That is a copout. Come on, Mr. Secretary.
Mr. V est. No, sir, I am not the President o f the United States.
Mr. L ong . That  is one of the best arguments you ever give, one of 

the best answers anybody ever makes to a jury. I  have no plans.
Mr. V est. Tha t is right, sir.
Mr. L ong . I  have no present intention of robbing a bank.
Mr. V est. The point of all of this  is it makes it very much easier to 

go to other sources as well to finance and get access to materiel and 
equipment, but we have put  forward what i t is we are asking for, $175 
million, and that is that.

Mr. L ong . And tha t is all.
Mr. V est. And tha t is the same level of 1978.
Mr. L ong . And tha t is all it is going to be.
Mr. V est. I take your word for that, sir.
Mr. L ong . I want to find out whether you are going to ask for 

anymore.
Mr. V est. No, I am not going to ask for anymore, sir.
Mr. L ong . You are not or the State Department is not?
Mr. V est. At the moment the State D epartment is not going to.
Mr. L ong . At the moment.
Mr. V est. Sir, I  am not the Secretary of State.
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Mr. Long . On the othe r hand , the St at e De pa rtm en t might  very well come back------
Mr. Vest. No, sir.
Mr. Long  (c on tin ui ng ). For  a fai rly g re at  exp ans ion------
Mr. Vest. No, sir.
Mr. L ong (c on tin ui ng ). Of fut ur e c red its.
Mr. Vest. I  am b ein g unduly  di ffe ren tia l to m y su per iors . We do  not pla n to  come back for  an ything  more.
Mr. Long . T hat  is no t my ques tion . Do you pla n no t to come back for an ything  more ?
Mr. Vest. We p lan  no t to come back f or  an ythi ng  more.
Mr. L ong . Very  good.
Mr. Vest. Al l righ t, sir.  I  do n’t w an t an y m isu nd ersta nd ing  on th at .
Mr. Long . W ha t wou ld be y ou r est imate  o f the Tu rk ish  r eac tion if 

the  Tu rk ish  arm s em bargo is not repe aled ?
Mr. Vest. Tu rkey  ce rta inly  wou ld be in an exacerbated situa tion. 

There  would be many politi cal  figures ins ide  Tu rkey  who wou ld be 
ang ry.  In  a  worse case  scenar io, it cou ld begin to  tak e a cooler  re la tio n­
ship to  the  Un ite d State s and to  NA TO .

I don’t see any  sign  t hat  they are  p lann in g to  do  th at  a t t he  p resent 
time at  a ll. I  t hi nk  Ec ev it is d ete rmine d to tr y  to go on in the course  
th at  he is in as  a NA TO  lead er.

Mr. Long . Does t hi s $50 mi llion fo r sec ur ity  sup po rt and  a ssis tanc e 
require an end  o f the  embargo? We  can give  thi s any way, can’t w e2

Mr. Vest. I t is separ ate .
Mr. L ong . This i s a separat e deal .
Mr. V est. Yes, sir.
Mr. Long . S o in a sense th is is a h olding  p ayment,  in case we don’t end the emba rgo,  ri ght ?
Mr. Vest. No, sir.  Al l the  elem ents  in there we th ink are  wo rthy 

in th ei r own rig ht .
Mr. L ong . I  un de rst an d,  but th is is in a sense say ing  all ri ght we 

can ’t give you t ha t,  bu t here is $50 mill ion.
Mr. Vest. Th at  is n ot  a t a ll the  premi se on which  we pu t i t fo rw ard,  sir.
Mr. L ong . I h ea r wha t you say. V ery  well.  Those  are  all  th e ques tion s 

I have.
Mr. Yates. I have  some quest ions.
Mr. L ong . Oh , you h ave  more.
Mr. Yates. Oh, yes.
Le t’s go back to  ou r pa ral lel  wi th Isr ae l.
Mr. V est. Sir , I  am sorry  I  ever  bro ug ht  tha t paral lel  f orw ard .
Mr. Yates. Isr ae l ha s agreed  to wi thdraw  from Leb ano n, and I 

th ink now  is at the p oint  of w ith draw ing her  las t t roop s.
Mr. V est. Correc t, si r.
Mr. Yates. F ro m Leban ese te rr ito ry . Has  T urke y done any  of  th at  

wi th resp ect  to  Cy prus? How  many tro ops has Turke y wi thdraw n 
from C yprus ?

Mr. V est. Since  1974 it has w ith draw n abo ut 16,000.
Mr. Yates. 16,000 and  how man y re ma in ?
Mr. V est. A lit tle  less th an  30,000.
Mr. Yates. A  lit tle  less tha n 30,000 troo ps  stil l rem ain  on Cy prus?
Mr. V est. Yes, sir .
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Mr. Y ates. Has Turkey indicated tha t it intends to withdraw any 
of the remaining 30,000 troops from Cyprus ?

Mr. V est. No, except tha t it has made a commitment tha t it will 
withdraw all its forces in the context of a settlement.

Mr. Yates. In  the context of wyhat kind of a settlement ?
Mr. V est. Between the two parts, a negotiated settlement, and it 

has also stated a willingness to consider additional troop reductions 
beyond the more than 16,000 it removed in an earlie r time, as the 
negotiations progress.

This is an additional commitment tha t Mr. Ewing has called my 
attention to.

Mr. Yates. As negotiations progress. What is the state of the 
negotiations ?

Mr. V est. At the moment, the negotiations have not been resumed 
because the Greek Cypriots have been unwilling to resume the 
negotiations.

Mr. Yates. S o tha t in the absence of the Greek Cypriots  being will­
ing to renew the  negotiations as you state, no fur ther  troops will be 
withdrawn from Cyprus by Turkey  ?

Mr. V est. In the absence of negotiations being resumed, we have 
no statement from the Turks tha t they will not resume withdrawals. 
It is just they have merely stated what they-----

Mr. Yates. What would happen to the Turkish residents on Cy­
prus if the Turks did withdraw say 20,000 out of the remain ing troops 
it has on the island ?

Mr. V est. Wha t would happen to the Turkish residents  ?
Mr. Yates. Yes. Anything?
Mr. V est. I have no idea, anything.
Mr. Yates. Couldn’t 10,000 troops adequately protect their interests?
Mr. V est. I couldn’t say, sir.
Mr. Yates. Could anybody tell us that? Is there a mili tary  man 

here ? Is  there somebody famil iar with the conditions ?
Mr. V est. I will take the question and send an answer, but  I  am not 

aware that there has ever been an estimate of any kind  as to  what the 
ratio should be.

Mr. Yates. Isn’t this one of the conditions tha t the Cypriots are 
raising; namely, that they don’t want to negotiate with so many Tu rk­
ish troops on the island, just as Turkey doesn’t want to negotiate be­
cause of  the embargo, so you have an impasse? Neither side wants  to 
move and my question was directed to the possibility of opening the 
impasse, if the Turks withdrew thei r troops.

You say tha t i t requires a l ifting of the embargo for negotia tions to 
be resumed ?

Mr. V est. No, sir.
Mr. Yates. The Cypriots say no.
Mr. V est. No.
Mr. Yates. The Greek Cvpriots say no.
Mr. V est. No, I say it will assist.
Mr. Yates. How do you know i t will assist? You point to Ecevi t’s 

statement, which really is not anything more than  a hope, is it ?
Mr. V est. We point to  the extensive coverage we have had of inter­

nal domestic political situations in Turkey for the last three years. 
Now to go back to the troops, however, we don’t endorse the presence



36

of those troops there, but it is not the troops tha t are preventing  a negotiation to begin. The Turkish  Cypriots  are not protesting the fact tha t they have those troops there.
Mr. Yates. The Turk ish Cypriots aren’t protesting that?Mr. Vest. No, sir.
Mr. Yates. I would think  they wouldn’t, but do the Greek Cypriots protest it?
Mr. Vest. No, there is no menace to the Greek Cypriot side from the Turkish troops. There are United Nations troops between the  two sides.
Mr. Yates. Are the Turkish troops a menace to the Greek Cypriots if they want to go back to Famagusta ?
Mr. Vest. No, sir.
Mr. Yates. You mean they may go back ?
Mr. Vest. Tha t is exactly what the Turkish Cypriots and Ecevit have said. They are willing to have the 35,000-----
Mr. Ewing . Up to 35,000.
Mr. Vest [continuing]. Up to 35,000 Cypriots  return to the Fam a­gusta area.
Mr. Yates. I f what ? Is  there a condition upon tha t return ?
Mr. Ewing . Yes. They have said tha t this return could begin and continue as the negotiations take place.
Mr. Yates. As the negotiations continue.
Mr. Ewing . That is right .
Mr. Yates. But they don’t say tha t the Greek Cypriots may return there now without the negotiations ?
Mr. Ewing . No, they do not say that.
If  I could make the point, sir, each of the factors we are talking about, whether it is the withdrawal of troops, the return of Greeks to Famagusta, a change in the residence, a change in constitutional arrangements or lines, all of these are natural points of the negotia­tion itself, and it is all of these that the Turkish Cypriots have said they would like to negotiate.
Mr. Yates. Let’s turn  to Section 620(x) of the Foreign Assist­ance Act. Tha t is the section of current law th at contains the language providing fo r the embargo, is it not?
Mr. Vest. Yes, sir.
Mr. Yates. The Administra tion requested that  that  paragraph  be stricken from the new foreign assistance bill, is that correct ?Mr. Vest. Yes, sir.
Mr. Y ates. And the Senate has not  stricken it from its version of the bill, has it?
Mr. Vest. Th at is correct.
Mr. Yates. And the House struck it by one vote did it not ?Mr. Ewing . In the International Relations Committee.
Mr. Yates. As I recall the press statements tha t took place about tha t time, I  think Mr. Harrington  was delayed by a late plane. Other­wise tha t section would still be in the law.
Mr. Vest. That is correct.
Mr. ate8. Let ’s look at that section because there is the very good chance that that  section may be in the law again,  isn’t there? Reading your statement, I don’t find any reference to that  section at all, and



37

tha t section provides for the embargo “unless the President deter­
mines and certifies to the government  that the Government of Turkey 
is in compliance with the Foreign Assistance Act of 1961, the Foreign 
Military Sales Act and any agreement entered into under such act, 
and tha t substantial  progress toward  agreement has been made re­
garding military  forces in Cyprus.”

Has the President determined and certified to Congress t ha t the 
Government of Turkey is in compliance with the Foreign  Assistance 
Act of 1961?

Mr. V est. No .
Mr. Y ates. It  has not. Has the President determined and certified 

to the Congress tha t the Government of Turkey is in compliance with 
the Foreign  Military Sales Act?

Mr. V est. J us t one minute, sir . Not in the sense of th is act, no.
Mr. Y ates. Has the  President determined and certified to the  Con­

gress pursu ant to any agreement entered into under such acts that  
the embargo should be lifted  because of those agreements, and that  
condition appears in this legislation?

Mr. V est. The President’s action has simply been to recommend 
repeal of the whole thing.

Mr. Y ates. Then th at condition has not been met, has it?
Mr. V est. No.
Mr. Y ates. Tha t legislative condition.
Mr. V est. We have never argued that any of these conditions have 

been met, sir.
Mr. Y ates. Has the President  determined and certified to the Con­

gress t ha t substantial progress toward agreement has been made re­
garding m ilitary forces in Cyprus?

Mr. V est. No , sir.
Mr. Y ates. Nevertheless, even though tha t is the law and the pros­

pective law, none of those conditions have been met, and yet it is 
proposed to lif t the embargo.

Mr. V est. Exactly , sir, for all the reasons I  have mentioned here 
before this.

Mr. Y ates. Even though they are not in compliance with  the  law?
Mr. V est. Exactly, sir.
Mr. Y ates. The  proviso to that law says th is: “Fo r the fiscal year 

1978”—and the Senate version of the act proposes to substitute  fiscal 
year 1979 for 1978, it says this : “The Presiden t may suspend the pro­
visions of this subsection and of Section 3(c) of the Arms Export 
Control Act with respect to cash sales and the extension of credits 
and guarantees under such act for the procurement of such defense 
articles and defense sendees as the  President determines are necessary 
to enable Turkey  to fulfill her defense responsibilities as a member 
of the North Atlantic Treaty Organization.”

Now, has the President determined that, the amount  you are reouest- 
ing is necessarv to enable Turkev to fulfill her defense responsibilities 
as a member of the North  Atlantic T reaty Organization ?

Mr. V est. Tha t was done, sir. for 1978.
Mr. Y ates. Has it  been done fo r 1979?
Mr. V est. Not as yet because this part icular factor  of the lift ing  

of the embargo has not  yet been settled.
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Mr. Yates. Even though it is a  prospect that  it will be a pa rt of 
the law, the  President has not yet certified tha t basic condition tha t 
is a condition precedent to the grant of the $175 million ?

Mr. Vest. Yes, he normally would, sir.
Mr. Yates. He will?
Mr. Vest. Yes.
Mr. Yates. You have his assurance on this?
Mr. Vest. Yes.
Mr. Yates. So tha t you have the limitation  then of $175 million?
Mr. Vest. Fiscal year 1978.
Mr. Yates. So there is not in your statement as I read it any indi ­

cation that  the President would make that certification, is there?
Mr. Vest. N o, sir, it is not in tha t statement.
Mr. Yates. But isn’t t ha t a condition precedent to our g rant ing aid 

if th at becomes a pa rt of the law ?
Mr. Vest. I f you lif t the embargo.
Mr. Yates. Bu t you cannot lift  the embargo.
Mr. Vest. Just  a minute, sir.
If  the law is not changed, he will certainly  have to do that and he will do that.
Mr. Yates. Doesn’t he have to——
Mr. Vest. N o, sir.
Mr. Yates. Before we approve your request for $175 million or a 

sum under tha t for FMS, there would have to be th at certification, 
if a similar provision to the law last year is enacted into law by 
Congress this year .

Mr. Vest. If  the law continues to be as it was last year, yes.
Mr. Yates. So th at as of this moment, we do not have authority  to 

provide the funds that you are requesting, do we ?
Mr. Ewing. That  is true for 1979.
Mr. Yates. That is correct.
Mr. Ewing. The authoriza tion for 1979 has not yet been acted on 

by the Congress. For 1978 the assistance authorized and appropriated 
by the Congress was made available to Turkey subject to  the deter­
minations required of the President in accordance with section 620 (x).

Mr. Yates. Thank you, Mr. Chairman.
Mr. Long. Thank you, Mr. Yates.
Mr. McHugh ?
Mr. McHugh. Thank  you, Mr. Chairman.
As I understand it, the Senate Foreign Relations Committee has 

rejected a liftin g of the embargo. What will be the procedure on the Senate floor ?
Mr. Vest. I don’t know what will happen on the Senate floor. I 

trus t something will happen on the Senate floor.
Mr. Yates. They are hoping for it.
Mr. Vest. I am going on the assumption, sir, tha t something will 

happen on the Senate floor.
Mr. McHugh. In the event that the embargo is continued, is it your 

position that  Congress should proceed nonetheless with other part s of 
the package you have proposed, specifically, the  security supporting 
assistance and the contribution of $5 million for assistance to Cyprus 
for displaced persons ?



Mr. Vest. Absolutely.
Mr. McHugh. What  impact would that have on the posture of the 

parties  to the potential negotiations? Would it have any positive 
implications ?

Mr. Vest. We have put each of those figures in there in the belief 
tha t i t will be helpful to provide us a relationship with the countries, 
and it will make them more disposed to move on to negotiation. That is 
why we have as well the lift ing  of the embargo. We think that  pro­
vides the same influence, but each of them is a contribu tory and has 
its own value.

Mr. McHugh. Would Congress be justified in your opinion in con­
cluding tha t we would be tak ing some constructive steps toward the 
promotion of negotiations even if we don’t li ft the embargo but we do 
these other things which you have mentioned ?

Mr. Vest. I would phrase it tha t you are not being constructive 
enough. This is why we put so clearly an emphasis on lif ting the 
embargo.

Mr. McHugh. Would it be reasonable to conclude tha t it would have 
no impact to do these things  if we don’t l ift  the embargo ? We have 
already provided $175 million in  credit sales to Turkey for FY  1978 
and it has not  had a significant impact in terms of the promotion of 
negotiations.

Mr. Vest. I th ink not l iftin g the embargo would have a very sizable 
impact, and I  think it would poison relat ionships with a certain num­
ber of the elements in Turkey, and would make the whole process of 
moving on to negotiation much more difficult.

Mr. McH ugh. I understand your position on the embargo. Wha t 
I am try ing  to determine is whether Congress can reasonably con­
clude th at something will be accomplished by providing $50 million 
of security supporting assistance and $5 million for Cyprus if we 
decide not to lif t the embargo. I f we are going to  report this  to the 
House, we have to  argue tha t it will have some beneficial impact.

Now this fiscal year we provided $175 million in credit sales, and we 
can’t point to very much other than Mr. Ecevit’s statements at the 
Press Club.

Mr. Vest. I would like to point  out tha t we all know tha t each new 
adminis tration has different capacities for leadership, and you have in 
Ecevit th is year a new administration in Turkey. I don’t denigrate in 
any way the value of the $5 million for Cyprus or the $50 million 
security support ing assistance for Turkey. Those are valuable things. 
We put them the re for the very reason we fel t they had  value, but tha t 
does not mean th at we do not consider that the other has its own very 
extrao rdinary value.

Mr. McHugh. Thank you. Mr. Chairman.
Mr. Long. Thank you. Mr. McHugh.
The Committee stands adjourned.
Thank you very much, Mr. Vest.
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W IT N E S S E S

HO N.  JO H N  J . G IL LIG A N , A D M IN IS T R A T O R , AGEN CY FO R IN T E R N A ­
TIO N A L D EV ELO PM EN T

HO N.  JO H N  H . SU LLIV A N , A SSIS TA N T A D M IN IS T R A T O R  FO R A S IA  
B U REA U , A GENCY FO R IN T E R N A T IO N A L  D EV ELO PM EN T

HO N.  JA C K  M IK LO S,  D EPU TY  A SSIS TA N T SECR ETA R Y  FO R N E A R  
E A ST E R N  AND SO UTH  A SIA N  A F F A IR S , D EPA R TM EN T  OF  STA TE

Mr. Long. The hearing will come to order.
Governor, as you know, AID  has sent up prio r notification for  a $60 

million program for India  for Fiscal 1978. Since May we have held 
up obligations so we can conduct a hearing to determine if Ind ia is 
committed to helping its poor, or perhaps I  should say, is any better 
committed to helping its poor than  i t has been in the past, and if the 
AID projects are designed to reach the poor.

Mr. Young has also had objections to the program because of Indian  
assistance to Vietnam. We have delayed this hearing  in hopes of first 
completing floor action on our fiscal 1979 bill. Even though we have 
not yet completed action on this bill, at your request, we are conducting 
this hearing  today.

Governor, do you have a statement which you would like to sum­
marize in five minutes ?

Statement of the Administrator

Mr. Gilligan. Thank you, Mr. Chairman and members of the  com­
mittee.

I would like to make a brief statement and then Mr. Sullivan, Assist­
ant Administra tor for Asia, and Mr. Miklos, Deputy Assistant  Secre­
tary  of State for Southeast Asia, and I would be pleased to attempt to 
respond to any specific questions you might have.

I am pleased, sir, to have this oppor tunity  to  appear before you to 
discuss the proposed A ID program for Indi a in fiscal year 1978 and 
fiscal year 1979. The Congress in enacting the International Develop­
ment and Food Assistance Act of 1977 requested the President to com­
mit up to $60 million in development assistance to India. We welcome 
this request to partic ipate  in Ind ia’s first Five-Year Development Plan 
since its return to  full par liamentary democracy.

India again has committed itself to economic and social progress for 
its people within the framework of parliamenta ry elections. The 
United States has a s trong interest in seeing India succeed in its  devel­
opment endeavors as an example tha t democratic governments can 
succeed without resort to authoritarian methods.

(41)
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Half a billion poor people live in India, tha t is, 50 percent of the poor in all AID-assisted countries. At least one-quarter of Ind ia’s 630 million people are underfed and ma lnutr ition is widespread among children.
I might say, Mr. Chairman, that the population figure of 630 million people at the present time is expected shortly  afte r the turn  of the century to top one billion people.
We feel strongly tha t the United States  should participate directly in this im portant  arena  in the struggle  against world poverty.
The Indian Government's development goals are articula ted in its draft F ive-Year Plan  for 1978-1983 which has recently been approved in principle and represents an authorita tive statement of country com­mitment and review of past performance. It s principal objectives a re : (1) increasing employment and production, particu larly in rural areas, and (2) providing more of the basic needs of the poor, such as clean drinking water, adult literacy, elementary education, health care, rural roads, rural housing for the landless and minimum services for the urban slums. These goals are remarkably simi lar to the same objectives this Agency supports.
Ambitious targets have been set for  the next five years. The national budget for agriculture already has been increased 43 percent in 1977 from the 1976 level. Ir riga ted land is to be expanded during  the Plan  by 17 million hectares, almost double the  curren t rate.

PROPOSED IRRIGAT ION EX PA NSION

Mr. L ong. Would you go over that statement again, Governor?Mr. Gilligan. Yes, sir.
Irrig ated  land durin g the period of this plan is to be expanded by 17 million hectares. That is almost double the current rate of expan­sion of irrigation in India today.
Mr. L ong. What is that compared with the to tal amount of land in cultivation?
Mr. Gilligan. I don t know, sir. We will have to give you tha t figure.
[The information follows:]

I rrigated L and in  I ndia

Total  cropped area in India is 210 million hectares , of which 107 million, or 51 i>ercent, is potential ly irrigable . Irr iga ted  land  achieved by- 1977-78 was 48 million hectares, or 28 percent  of cropped area . The sixth Five-Year Plan  (1978 to 1983) calls for the ir rigation of 17 million more hectare s.
Mr. L ong. So even by doubling the current  amount of land under irrigation, i t still is going to mean a relatively small proportion of their land that  will be irrigated?
Mr. Gilligan. Yes, sir.
Fertil izer consumption rose from 2.7 million tons in 1975 to a pro­jected 4.2 million tons in 1977 and fur ther  increases are expected based on expanded domestic production.
With World Bank assistance, foodgrain storage capacity will be expanded by 3.6 million tons.
I might add, Mr. Chairman, that  the Internationa l Food Policy Research Insti tute predicts a 70-to-85-million-ton food deficit in the
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poor countries of the world by 1990. Over half  of tha t deficit will be 
in Asia. The study estimates th at Indi a will accoount for roughly 50 
percent of LDC food production in 1990. However, even with such 
levels of output, they will require 18- to 22-million tons o f g rain im­
ports unless rates of agricul tural growth increase.

The potential for such growth is clear. It  is recognized by the  donor 
community and by the Indian Government itself.

At present,  the Ind ian farmer obtains average yields of 1,000 pounds 
per acre. If  we could help the Indian farmer  become one-half as pro ­
ductive as our American farmer, not only would Ind ia be able  to feed 
its own millions in the next decade but also projected worldwide food 
deficits would be wiped out.

Mr. L ong. You  mean, one-half as productive per acre or  per man?
Mr. Gilligan. P er acre. If  the Indian farmer could be one-half as 

productive per acre as the American farmer, we could not only solve 
Indian’s food problems but also the Internatio nal Food Policy Re­
search Inst itute-----

Mr. L ong. Isn’t tha t t rue of most of the developing world, t ha t if 
you give them proper help, the outputs pe r acre can be fa r g reate r on 
these little plots of land than either in their own countries or elsewhere 
in the developing world? We produce great outputs per person but we 
could not produce great outputs per acre?

Mr. Gilligan. Tha t is correct.
Mr. Long. It  wouldn’t be an impossible goal for  them to have an even 

higher outpu t per acre than we have in the United States?
Mr. Gilligan. It  is conceivable that  could be achieved. The point 

is tha t not only are they per acre behind American productivity , but 
also they are behind productivi ty in a number of other LDCs.

Mr. Long. Yes.
Mr. Gilligan. In  the  Phil ippines , Indonesia and Ta iwan they have 

achieved levels of production far  higher than those curren tly in effect 
in India. The big point is that in the  international or the global race 
between population and food, the greatest potential for increase in 
global production of food is in India, and if we could achieve what 
the India n Government has  set out to do, we would not only be able 
to solve their  problems but also, as the Ins titu te has pointed out, we 
could go a long way toward solr ing global food deficits within the 
next decade or two.

Mr. Long. Ambassador Moynihan once said—how accurately T don’t 
know, but he was the ambassador there—that  if the grea t plains  of 
India  were proper ly cultivated you could feed the whole world.

Mr. Gilligan. That might be a slight exaggeration, but it isn’t 
far  from the mark. For instance, i t was pointed out in the same re ­
port tha t if the India n farmer could increase his production  bv four  
percent annually, rather than the 2.5 percent rate of increase tha t is 
presently in effect, India could reduce the projected food deficit o f 
the developing nations bv one-half. In other  words, just tha t incre­
mental change would reduce the global food deficit by hal f of what  
it is presently projected to be.

In response to vour earlier  comment about the commitment made 
by the incumbent Indian Government, whether or not they have 
decided on policies designed to help the poor within the ir own land, 
and especially the  rural  poor, Indi a has a recognized vast potentia l
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for increasing its agricu ltural productivity  and output. In the next five years the goal will be to double the past  rate of growth through a 35 percent increase in total irrigated  area.
This program will account for the largest sectoral increase in planned expenditures, through higher  yields per hectare, through im­proved farmer  access to fertilizer, high-yie lding seeds, credit, research, extension services, storage, market ing and electrification, through allocation of the largest share of the Plan  outlays to agricu lture and rural development.
Forty-three  percent of their  outlays are for agriculture and rura l development. In  addition, rural development will benefit through  (1) increased assistance to small-scale and cottage industries and (2) prior ity in the allocation of other infrastru cture and social-service expenditures.
The budget for the current Indian fiscal year provides proof tha t agriculture  and rura l development do, in fact, have the top prior ity with the Indian Government.
Agricu ltural outlays will be up 39 percent, compared to a 17 per­cent average increase for  all other expenditures. Special programs for helping small and marginal farmers  and agricu ltural laborers will constitute the largest single agr icultu ral budget item.In keeping with the decentralization policy of the  new government, the states and territories  will for the first time undertake  over hal f of agricu ltural development outlays.
I would fur ther  point out, Mr. Chairman, tha t in an article sev­eral months ago in the Christian Science Monitor it was pointed out that  Mr. Desai hopes to solve what is essentially a distribu tion prob­lem, and this is the one tha t has concerned the Meml>ers of Congress as well as us in AID , that  hunger still exists despite the fact tha t they have had three good monsoon seasons and that they have a food storage of considerable magnitude presently  under the control of the government.
The problem is one of dist ribu tion; and in this article it was said that Mr. Desai hopes to solve what is essentially a dist ribution  prob­lem by investing $40 billion in the next five years in the 516,000 villages of India , to stimulate jobs, income and purchasing power.Mr. Chairman, a policy fo r expanding  in tegrated  rural services in health and family welfare has been established and the central gov­ernment malaria control budget has been doubled in recent years to over $100 million. The government’s budget has proposed a number of measures to raise revenues to finance these programs in an equitable manner.
Me are proposing an AID program which will help increase agri­cultural production and rural employment and combat the resurgence of malaria.
As described in the Advices of Program Change recently submitted, we propose, to initia te the A ID program in fiscal year 1978 with loans for malaria  control and irrigation  and a grant for small-scale rural technology. In addition, we propose a small, operational program grant to the Cooperative League o f the U.S.A. under our regional voluntary agency project which would provide technical assistance to a promising oilseed cooperatives program in India.
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In  the proposed gran t fo r sma ll-sc ale ru ra l techno logy, the Un ite d 
State s and In di a will  cooperate  in rese arch and  development  of  such 
th ings  as new ap prop ria te  t echnologies fo r vil lag e level indu str y,  fast 
gro wing  t ree s fo r ru ra l ene rgy , and env ironm ental pre servati on , and  
the use of  s ola r cells fo r energ izing  pum pse ts in sma ll-sc ale ir rig at ion 
pro jects.

In  fiscal ye ar  1979 we a re pro po sin g proje cts  in mala ria  contro l and  
ru ra l elec trif ica tion . These  are describ ed in the  A ID  fiscal year 1979 
pre senta tio n submitted  to  the Congress in F eb ruary.

In  accordance  with  the desires of  the  au thor iz ing com mittees, we also 
hav e h eld  d iscussions with the In di an  G ove rnm ent  r eg ar ding  it s food- 
grain sto rag e needs . The In di an s propose th a t we fund  part  of  the  
con struc tion and rel ate d technical  ass istance  costs  o f one mil lion  tons 
of  storag e fa cil itie s.

We  pl an  to  finance  const ruc tion of  these  facil itie s, b eg inn ing in  1980 
or  1981 af te r co nst ruc tion p hases d own on a p rogra m to  add  3.6 millio n 
ton s of  storage  facil itie s—

GRAIN  STORAGB

Mr. Long. Does In di a have  fac ili tie s to sto re th at much grain?
Mr. Gilligan . Yes,  s ir ; there is pre sentl y a p rogram , as finan ced by 

the World  Ba nk, of  $214 m illion, th at  wou ld con struct  an ad di tio na l 
3.6 milli on to ns  of s torage  fac ilit ies .

Mr.  Ch air man , I  am prov id ing fo r the  r eco rd a b rief  p ap er  desc rib­
ing  I ndia ’s need, perfo rmance an d goa ls f or  the  next  five y ears.

[The in form at ion fol low s:]
P res en ta ti on  P ap er

I . U .B . IN TE RE ST S IN  IN D IA ’S DEVELOPM ENT

There is an historic  opportuni ty for  the  United States in partic ipa ting now in 
Ind ia’s development  effort.

In return ing  to democratic government with  full political liberties . Ind ia has  
become an example for othe r LDCs. Ind ia also has  committed  itse lf to economic 
and social progress for the majori ty of its populat ion. The United States has  a 
strong intere st in seeing India  succeed in these  endeavors as an imp orta nt exam ­
ple that  LDCs can achieve development under democratic governments withou t 
reso rting to  to ta lit ar ian methods. If  economic ass istance  is to  serve U.S. interes ts, 
it must  necessarily deal with Ind ia’s massive development problems.
Poverty  and population

Half a b illion poor people live  in Ind ia, which cons titu tes 50 percent of the  poor 
in all A.I.D.-assisted countries . Of Ind ian ’s to tal  of 630 million people, a t l eas t one 
quart er are  underfed  and malnutriti on is widespread among children. Despite 
family plan ning  effor ts which have  lowered the  population growth ra te  to 2.1 
percent per year,  the  population of Ind ia increases by one million each month 
(see ch ar t).
Food

A recent Intern ational Food Policy Research Ins titute  (IFP RI)  study em­
phasizes t ha t food product ion must increase dramat ical ly in developing c ountries  
if consumers the  world over are  to avoid sharply rising costs.

The Insti tu te  p redicts a 70-85 million ton food deficit in the poor coun tries  by 
1990. Over h alf  of th at  deficit will be in Asia.

The study estim ates  th at  I ndia will account for  roughly 50 percent of LDC food 
produc tion in 1990. However, even with such levels of outpu t, thev wiP require 
18-22 mill ion tons of grain imports unles s rat es  of agricultura l growth increase.

The  potential for such growth is clear. It  is recognized by the  donor community 
and by the  Indian Government it self.
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At present the Ind ian  farmer obtains average  yields of 1,000 pounds per  acre. If  we could he lp the Ind ian  farm er become one-half  as  productive as our Ameri­can farm ers, not only would India  be able to feed its  own millions in the next decade, but projected worldwide food deficits would be wiped out. If  he could merely increase his production by 4.0 percen t annually, rat he r than the current 2.5 percent rat e of growth, India  could reduce  the projected food deficit of the developing nations by one half. (See cha rt.)

XI. IN DIA ’S DEVELOPMENT PERFORMANCE AND PROSPECTS
Since its election a year ago, the Jana ta  Pa rty  Government  in India has shifted development policies toward a rural-based, employment-creating approach. Slow agr icultural growth  has  been the  core of India 's development problem. Agriculture has grown at  2.1 percent per annum dur ing  the pa st 10 years, despi te recent record harvests.  It  lias not  only perpetu ated  Ind ia s  massive rur al poverty but slowed overall growth.  As- the new Indian Five-Year Plan for 1978-83 states of the 30 years  since Independence: “Per  capi ta agr icu ltural  production has re­mained stagnant . This has  proved to be a  con strain t on the pace of genera l eco­nomic development, and fluctuat ions in agr icu ltural  outp ut have often led to un­planned  cutbacks in public investm ent and bouts of inflation, both of which had a depressing effect on growth .”
Pas t growth has  not been without its  ben efi ts: a modern ind ust ria l secto r has been created  and impor tan t investments  have been made in indu str ial  a nd urban inf ras tructure. But  75 i>ercent of the population  is still  rur al and unemployment  remains high. Modern agr icu ltural  techniques have been introduced in some parts  of the count ry and a wheat reserve of 20 million tons has  lieen es tabli shed in recent years.  This  is due mainly to a succession of three  favorable monsoons in a row—an occurrence unheard  of in modern times  and unlikely to be repeated.But per capi ta gra in consumption remains  very low, over 150 million are  con­sidered seriously  unde rfed  and ma lnutriti on is widespread  among children. Exports  have been diversified and workers have sent home large  remittances from the Middle East . Foreign exchange reserves have increased to almos t $0 billion. But  the daily  lives of the rur al poor of Ind ia still  remain  highly depend­ent on the vagaries of the seasonal  monsoons.If Ind ia should suffer severa l disastrous monsoons as it did in 1966-1967, its food buffer stocks lite rally would be e aten  up. Ind ia would be forced to buy food on the open world market, which rapidly  would erode its  present foreign exchange position. The res ult  would be a severe setback to India’s development plans and increased world gra in prices. (See cha rt.)The approach of the new government, as  reflected in the new Five-Year Plan, is to shi ft more resources into  rur al development, small-sca le indus try, employ­ment creat ion and the meeting of basic  human  needs. Overall growth in GNP is projec ted at  4.7 i>ercent annually, with emphasis on doubling the rat e of growth in agr iculture to 4 percent. This is less than the tar ge t rat es set in previous plans and probably  less tha n would be possible through an indust rial  growth strategy.  But, if atta ined, it will be higher than the 3.2-3.8 percent GNP growth rate s ac tually achieved under past plans.
India has  shif ted its development priori ties  in its  new Five-Year Plan. (See cha rt.)

Agriculture  and rura l development
India has a recognized vas t poten tial for increasing its agr icu ltural  produc­tivity and outpu t. In the nex t five y ears  the  goal will be to double the  past  rat e of grow th th roug h:

A 35 percent incre ase in tota l irr iga ted  area. This ambi tious  program will account for  the largest sectoral increase in plan expenditures.Higher yields per hec tare  through improved farmer access to fert ilizer, high-yielding seeds, credi t, research, extens ion services, storage,  marketin g and electrification.
Allocation of the larg est share (43 percen t) of Plan  outlays to agricul ture and rur al development.
In addit ion, rur al development will l»enefit through (1) increased assis t­ance to small-scale  and cottage ind ust rie s; and (2) prio rity in allocation of othe r i nfras tru ctu re and  social service expenditures.The budget for the current Indian fiscal yea r provides proof that  agr icu lture and rural  development do in fact  have top pr io ri ty :
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Agricul tura l outlays will be up 39 percent, compared to a 17 percent average increase  for al l expend itures ;
Special programs  for  helping small and margin al farmers and agr icul­tur al laborers  will constitu te the larg est  single agr icultural budge t item;In keeping with the  decentraliza tion policy of the new government, the  sta tes  and ter ritor ies  w’ill for the first  time und erta ke over half of agr icul­tura l development outlays.

Employment  creation
The plan proposes to att ack the massive problem of unemployment and  und er­employment on many fron ts. Its  goal is to create  49 million" new jobs during 1978-83, or 63 percent more than the  expected increase  of 30 million persons in the labor  force.
Hal f of the new jobs are to be crea ted in agriculture  and rela ted activities. Employment will be encouraged by :

Land red istr ibu tion  an d consolidation ;
Regulation of the growth of labor-displacing farm  mecha nizatio n; Encouragement of high growth sectors such as dairying, hor ticu lture,fore stry  and fishing.

In indu stry  the  emphasis  will be on small-scale and  household production  of consumer goods, aided by government help in :
Development  of new app ropriate technologies ;
Credit, design and marke ting.

Meeting minimum human  needs
The new plan sets more ambitious target s and commits more funds to a com­prehens ive program that  inc lud es:

Elem entary education, whose coverage will be expanded from 69 percent to 90 percent of ch ildren 6 to 14 years  ;
Adult educa tion, which hopes to make lit erate 66 million of the estim ated  100 million illi terate s aged 15 to  35 yea rs ;
Rural hea lth  workers, heal th center s, and drin king water faci lities , to be progressively extended in all are as;
Rural roads and electrification, to be substantially inc rea sed ;Housing  assis tance, to benefit 8 million landless laborers  and 13 millionurban slum dw ell ers ;
Improved nut riti on, through supp lementary  feeding programs benefitting an add itio nal  6.6 mill ion children and nurs ing mothers.

III . NEED FOR EX TERNAL RESO URCES

India will cont inue  to rely mainly on its owm domestic  savings  to finance its development  effort. However, the rural -based expans ion of output  and incomes forecast in the new plan will gene rate a general increase  in economic activity , including use of idle ind ust ria l capacity.  Even with  continued foreign  assis tance, this  acce lerated growth will resu lt in a drawdown of Ind ia’s foreign  exchange reserves e stimated a t $1.4 billion.
Foreign  assistance will be needed on a steady, dependable basis to avoid repeti­tion of pas t inte rruptions to inves tment  and social programs. Based on pas t experience,  Ind ia’s current favorable  foreign exchange an d w heat  reserve position is needed a s a  cushion again st unforeseen c rop fai lures and na tur al disasters.► Foreign ass istance  pledges from the Ind ia Aid Consortium, chaired  by theWorld Bank with  membership of the  U.S. and 12 oth er bila tera l donors, total $1.3 billion (ne t of scheduled debt repayments) for  th e cur ren t year. Consortium assistance has  recent ly emphasized project ass ista nce  tied more closely to rura l development. Now the Ind ians have responded. U.S. aid in the Consortium con-* tex t will signal U.S. su pport for  the ambi tious  rura l-ba sed development s tra tegy on which India  has embarked in it s new’ plan.
I visited  India in Janu ary and met w ith a number of top officials of th e Ind ian Government, including the  Prim e Minister . Two things became clear from those ta lk s:
First, Ind ian officials are g rate ful for  assi stan ce received from the United States in the  pas t and believe it has  benefitted the ir development greatly.Second, the Ind ians cont inue to w'ant our assistance, if we wish to re-establish  our  development cooperation effort there.
On the first count, our  past aid, it  is clear that  we have had a role in such accompl ishments a s :

I
31-157  0  - 78 - 4



Over the past  20 years, life  expectancy has  increased in Indian from 32 to 57 
years.

The infant  m orta lity ra te  has declined from 140 to 122 per  thousand.
The population growth ra te  has  declined from 2.4 to  2.1 percent.
The proportion of child ren enrolled in prim ary schools has  increased from 20 

to 65 percent.
On the second count, Indians  welcome a renewed ass istance  re lationship in the 

kinds  of programs which meet the Congressional mandate.
Recently we sent  a combined team of private spec ialis ts and AID officials to 

Ind ia to make recommendations on a program for the term  1980-1985. This  team 
gained  access to appropriate Ind ian  development  officials at  a ll levels and found 
a preva iling spi rit  of openness and cooperation. Not only did the Indians  agree  
that  our efforts should be in a gricul ture  and rural  development,  but also expressed 
an inte res t in renewing U.S. assis tance to family  planning  efforts—a subject in 
which the Congress has expressed considerable interest.

We recognize that  I ndia will sometimes take ac tions  with which we as a nation 
do not agree.

Rut  India is a larg e and proud country , much like the  United States . It  is 
potentially  a world power and, moreover, a democra tic country whose government 
is accountab le to the people.

If  we in the United  States react to unpleasa nt actions by the Indians  by deny­
ing or res tric ting  our economic assistance, we will not change  Indian Government 
policies. The effects, however, w il l:

Penalize  the Ind ian poor who need ass istance, and
Miss the opportunity to mi tiga te the projected world food crisi s of fu tur e years.
At the present hour, this  is  th e histor ic choice which is ours to make.
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Reduction in Ind ia’s Grain and Fore ign Ex change Reserves
(Likely Result of Two Consecutive Adverse Monsoon s)

20Million Tons

10 Million Tons

$6 Billion

Foreign  Exchange Reserves

1978 1980 (or late r)

S2.7 Billion

197 8 1980 (or  later)
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Mr. Gillig an. Now , si r, we w ould  be plea sed t o at tempt  to  r esp ond 
to an y questions you or  the  comm ittee  mi gh t have.

Mr.  Long. Tha nk  you very  much , Governor .
Le t me say  I  d on’t w an t t o p rai se you  too much because I th in k if  I  

did  you m igh t lose yo ur  job.
Mr. Gillig an. Feel  free.
Mr. Long. Let me say tho ugh  tha t I do think , to date, you have been 

the most conscient ious , able ad min ist ra to r of our  foreign assis tance 
pro gram.  I do th ink th at  you are  the firs t ad min ist ra to r who rea lly , 
genuine ly, w anted to  do a good job.

Mr.  Gilligan . Than k you, sir.
Mr. Long. I  th in k one of  th e th ings  we w an t to  be sure of  i s, i s the  

cu rre nt  G ove rnm ent  o f In di a any  m ore com mit ted to  helping  it s poo r 
than  the  pa st governments?  I  have looked at  In di a,  have been the re 
several t ime s, looked  around  the country. I don’t th ink you ha ve to be a 
deep  th inke r or  a close obse rver  to  r eal ize  t hat  I nd ia  is two  coun tries. 
I t cons ists of abo ut 100 m illion peop le who live in the  urban sectors 
who are the burea ucr acy , the  mili ta ry , the  business people, et cetera  ; 
and  ano the r 500 m illion people, who a re the  li ttl e vil lagers , an d t hat  so 
fa r, at  least from any observatio n I  have eve r had , the  100 mil lion  
cou ldn ’t care less  about t he 500 mil lion .

As a m at ter o f f ac t, I  hav e a sne aking  susp icion t hat  the y p re fe r not 
to see th em deve lop,  because it means an end to  the ir pol itic al power, 
because when you rai se economic pow er you sha re political  po wer ; i t 
mean s a n end to che ap servan ts. An d you have n’t l ived  u nti l you have 
eaten d inner a t a  ra ja h’s home. Actu all y, I  d id n’t ea t at  a r aj ah ’s home; 
I ate din ner  in a liome that  formerly belonged to a raj ah , occupied 
by the  AID  ad min ist ra to r of th at  area at the tim e, with one serva nt 
for each guest. He  was an economist. I had known he was an econ­
omis t, and  he was out t o impress me. H e sure  as heck d id. I am n ot s ure  
he impressed  me in the  way he wante d to  impress me.

You don’t ge t the  fee ling th at  t hi s is som eth ing  th at  the  wel l-to-do 
are pa rt icul ar ly  anxious  to change. W e w an t to  make sure i t is g oin g to 
help the  poor.

BANGLADESH

Let ’s tal k ab out Ba nglad esh  for  a whi le.
Th e Ce nte r fo r In te rn at iona l Po lic y recent ly issued a rep or t en­

tit led “ Banglad esh  : Aid to the  Needy ?”
Like the deep tubew ells before them, the  World Ban k’s shallow tubewells will 

add to the  wealth of th e country ’s landed elite.
I am quoti ng  fro m th is policy repo rt.  Th ere  were two  people who 

lived in th e vil lage fo r 2 yea rs, so the y got to see the  th in g as very 
few of us eve r do.

“Less th an  10 percen t of the ru ra l households  now own more  th an  
ha lf the  cou nt ry ’s cul tivable l an d”—th is  is Ba nglad esh , one o f the ve ry 
poo rest  cou ntr ies  in the wor ld—“ while more  t ha n 60 perce nt of  ru ra l 
fam ilie s own less th an  10 perce nt o f th e lan d.

The village potenta tes of northwestern Bangladesh were not the  only bene­
ficiaries of the  two tubewell pro jects; corrupt government officials took the ir 
share in th e form of sun dry bribes and kickbacks.

But the  man who appears  to have benefited most from the tubewell project 
is nei ther a government official nor a village lan dlord; he is a priva te business­
man named Jah ural  Is lam, reputed to be Banglade sh’s richest  citizen.
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Little of the new wealth which foreign aid has bestowed upon the rich of Bangladesh is ever channeled into productive investment. Many wealthy Bengalis prefer the security of foreign bank accounts.
As a result of the project, the largest landlord gets the tubewell for his own land. It  is distributed first to those with political clout, then to those who pay the highest bribes, or distribu tors are more responsive to  bureaucra tic superiors who want to maintain  rura l power structure than to the needs of the peasants. The landlord uses the tubewell for his own 30 acres. He sells some extra  water  at high rates  to peasants. The tubewell is underu tilized; it causes a great increase in the landlord’s wealth. The landlord buys the land around him from the peasants from whom he is able to keep enough land so they can cultiva te it, which causes a slight increase in employment, bu t at lower pay rates. It  causes an increase in the number of landless peasants.
The landlord doesn’t place the wealth back in to the economy but buys imported luxuries, and there is an increase in rur al economic stratification.
That is the kind of thing I think  we all deplore and that  is precisely what has been happening in our foreign aid program for most of the history of our foreign aid.
Tha t is what I want to make sure we are not going to get into all over again, Governor, because you had no par t in all this corruption of foreign aid and you can take a new look at it, and I know you want to do the best you can.
Mr. Gilligan. Mr. Chairman, let me say to you th at my colleagues and I at AID  share the indignation  which you and members of this committee and other Members of Congress have felt  about stories like the one you have just outlined.
Afte r the Congress acted last year, suggesting the resumption of a bilateral  program with India, following the parliam entary elections in which a new government was elected, I  made a trip  to Indi a last January.  Mr. Sullivan was with me, and we spent the better p art of 2 days with the permanent secretaries of all of the major cabinet departments of the Indian Government, attempting to find out pre­cisely what the ir philosophy of government was, and rather than talk about philosophical principles, we wanted to know where they were going to put their  money, what they were really investing in ; and they sat with us a t a table about twice thi s size for, as I say, the bette r pa rt of 2 days, as we went through thei r own economic plans and their  own budgetary proposals.
Their  Five-Year P lan was not complete a t th at time, although they had the basic outline of it in hand. Thei r budgetary proposals later submitted to thei r congress were in almost final form.
We became convinced on the basis of the obvious switch, in terms of budgetary  prior ities of the  Indian Government, away from heavy industria l development to rural development throughout the 500,000 villages of India, and the  other programs they outlined  in the fields of health and education, of employment and so forth, concentrat ing on the rural areas, and as I said a moment ago, the commitment of some­thing  in the magnitude of $40 billion out of the Indian budget over the span of five years to increasing employment and effective demand for food in these areas, we became convinced tha t they were really serious about the problems of the poor in their area.
Mr. Desai, whom you have met and talked to, is a most impressive man.
Mr. Long. He surely is.
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Mr. Gilligan. An d Mr. Su llivan an d I vis ited him  in his  home,  
and we spent an hour  and  a ha lf wi th him  w hile  he  d iscus sed hi s ow n 
desire s to move I nd ia  off on a new course.

I t w as following  th at , tha t we se nt a t eam  of e xpert s fro m t he  Un ite d 
State s out to In di a,  to discuss with the m ove r a per iod  of  tim e pr e­
cisely wh at we cou ld do in o rder to ass ist the m in ge tting  th is  prog ram  
underway.

After  the y re tu rned  to th is country , we drew ou t of th ei r repo rt 
specific pro posals which confi rmed the  h igh pr io ri ty  of  th e proposals , 
which are  now offered, fo r the exam ina tion of  th is  committee.

We the n chose Mr.  With ers , a ve ter an  caree r develop ment officer 
with AID , a s th e miss ion dir ector  out the re,  a nd  we spe nt a gr ea t deal  
of  tim e w ith  A mb assador Golieen and wi th  othe r people in  our  bur eau , 
to make sure  we would have  the bes t person  th at  we cou ld poss ibly  
assign to th is  cri tic all y im po rta nt  posi tion .

I  assu re you h e is n ot  l ivi ng  in  the  ho me of  a mah arajah , bu t in ac­
cord ance  with his  own personal pref erence s, as well as wh at  we con­
sider to be an  a pp ro pr ia te  li fes tyle fo r ou r miss ion people, he is l ivi ng  
qui te modestly .

Mr. Long. The  am using  th in g about th is  t im e I  was there  w as th at  
Jo hn  Lewis , who  was the AID  ad min is tra to r in In dia,  was liv ing in 
Raj ah ’s Row,  whe reas  C hes ter  Bowles , who was  th e Am bas sad or,  was 
liv ing  in a ve ry m odes t hom e that  I  m ight  live i n or any  one of  us migh t 
live in, on some back stre et. Bowles was not go ing  t o live  in th e em­
bassy. I th ink he wanted genuinely  to help In di a,  although I  don’t 
th ink he under stood ve ry well how  to  go abo ut doing  it , th ough I th ink 
his hea rt was in the r ig h t place.

Mr. Gilligan . We are  convinced th at the Desai government mean s 
business and th a t th ei r ini tia l pla ns  and prog ram s fo r ass ist ing  t he ir  
ru ra l poo r in In di a are  sound and well conceived, and , furth erm ore, 
th at  the re is ample  evidence of th e fact  t hat  they mean to  c ar ry  these  
pro gra ms  th roug h and put  th ei r m oney where th ei r m outh is.

We have, in th is  fir st irr igat ion proje ct,  which  we are pro posing fo r 
your  consideratio n, we th ink , an example of th e kin d of pro jec t which 
will achieve the sor ts of  objectives you have lai d out and  avo id the 
pi tfal ls  o f the kind  of  prob lem vou just cited in Ba ng lad esh:  and if  
we did  no t hav e th at  convictio n, I  don’t th in k we would h ave  the  teme r­
ity  to come befo re th is committee and propose  the  k ind  of expenditure  
that  we are  ta lk in g abou t.

Mr. Long. You  u nders tan d, of  course, once b itt en  and twice sh y, and  
th is committ ee is rea llv  the  mem ory of  foreig n aid. Ad minist ra tors  
come a nd g o; am bassadors  come and g o ; bu t mem bers  o f t hi s com mit­
tee and th ei r s taf f members have  been here f or  a long time. I  have been 
on th e co mmittee  fo r 14 years .

Dur ing the  hi sto ry  o f ou r for eig n aid  pro gra m we hav e pu t a th ird 
of  a tr ill ion do lla rs down the  dra in , and I th ink you could  m ake a case 
th at  we have done  as much  harm as we hav e good. I  am sorry  to say 
that , tho ugh I th ink ou r motives in some cases were goo d; in othe r 
cases I don ’t th ink ou r motives were good. I th in k we have  used fo r­
eign  aid to sell policy , fo r the Se creta rv  of  St ate to  do all kind s of 
things. I don’t t hink  we were mo tivate d in he lp ing the  po or ; that  w as 
done to get  th e nod from the  liberal Mem bers  o f C ongress  who w anted 
this, and  get  the  people back home,  the churc h gro ups and all,  to say 
to  thei r Congressman, “Yes, go ah ead  an d vote f or  it.”
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I don’t think our foreign aid program was ever really motivated to help the poor. I  do see a change in that  direction under your leadership.I know that you would not want to feel a year or two, a couple or five years from now, tha t you had unw ittingly  misled Congress and wasted one great oppor tunity , because I  think , with the increase of popula­tion of the underdeveloped world we don’t have much in the way of opportunity. We have either got to help them now and get this prob­lem licked, and poverty licked now, or the  world is just going to be in desperate strai ts in another decade or two.
Would you agree with that?
Mr. Gilligan. I certainly do agree, Mr. Chairman, and I would fur ther  say that that is primarily our reason for  being so deeply in ter­ested in India , despite the fact tha t from time to time tha t government is capable of doing things th at irri tate  us for one reason or another. Nevertheless, if the I nited States is serious and the Congress is serious, as I am sure the Congress is, in terms of attempting to solve these long-range problems of world poverty and hunger, India  is the arena in which that game is going to be played most importantly , and we have to be involved there if we intend to really play a leading role.Mr. Long. Mr. Desai told me about some interesting things  going on, like light technology, which I would very much like to visit in the recess, if I could.
Mr. Gilligan. I was going to suggest tha t the members of the com­mittee—
Mr. Long. I  would hope to be able to take the whole committee.Mr. Gilt  jgan. I think  that would be absolutely marvelous. We can file reams of reports with you. but there is no substitute for really seeing what is going on under the Desai government in India;  and if there is an ything we can do to assist in setting  up such a visit by the members of the committee, I  can’t think of anything more important that the committee might undertake.
Mr. Long. Governor, I have used up my time.
The ranking member, Mr. Young?
Mr. Young. Mr. Chairman, thank you very much.
Governor, I want you to know th at I would like to see the elimina­tion of hunger anywhere in the world where it exists; but the example that  Chairman Long has mentioned about Bangladesh is jus t one of so many examples of where the assistance, whether it be money or whether it be commodity, has just not gotten into the hands or the mouths of the people who need it.
In your statement on the very first page you say,
Half a billion poor people live in In dia ; th at  is, 50 percent of the  poor in all  AID-assisted count ries. At leas t one-quarte r of Ind ia’s 630 million people are underfed and malnutriti on is widespread among children .
Governor, the problem that I have with this is, i f it is our obliga­tion to resolve the  problem that you ta lk about on the front page of your s tatement, why doesn’t the Government of Indi a have a similar obligation?

FOREIGN GRAIN  SALES

Let me tell you what I am talking about: India  has sold 50,000 tons of rice to Indonesia. India  has sent loans, given, or whatever, 100,000 tons of wheat to Vietnam, with 300,000 more tons promised.
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50,000 tons of wheat to Afghanistan, and an undisclosed amount of  grain has gone from In dia  to Laos; and in addi tion India is planning to ship 1.4 million tons of wheat to the Soviet Union  to .repay a loan, apparently.
Now, if India has  the food, whether i t is wheat or rice or whatever, it is, if India has so much food that they can export it for sale or th at ' they can give it or loan i t to o ther countries, I jus t cannot understand why In dia doesn’t use some of the same food reserves to feed these starving  people tha t you ta lk about in your statement.
Mr. G illigan. Mr. Young, I think tha t the answer simply is one of internal distribution facilities. This is an enormous country with, as has already been said, 630 million people spread through  500,000* small villages and countless numbers of farms. Lots of people who are hungry are the small farmers, subsistence farmers, and the land­less and unemployed people of India , people my son referred to afte r a visit there a couple of years ago as “the left-over people.” They are people who have no pa rt of the economy; they own no land; they have no steady employment; they have no prospects.
The Desai government, as I tried to point out in my ear lier state­ment, recognizes this problem, has committed the expenditure of $40 billion to the development of an economy in these rural  areas which will provide what the economists refer to as effective demand for those foodstuffs.
There is no way they presently can be dis tributed throughout Indi a on a give away basis o r any other. The amounts of food which are being loaned to Vietnam and to other places are really minuscule compared to the  needs throughout  the India n countryside; and what they are really confronted with now is that they have food in store amounting to close to 20 million tons. A portion of tha t 20 million tons, I think most of us would say, ought to be distributed  to the people in the countryside who are still hungry.
I think the Desai government is making efforts to do tha t. At the same time tha t they are, they have certain international commitments, as, for instance, you mentioned the one of oustanding debt. They had to get grain  earlier  from the Soviet Union which they are now re­quired to repay. They are lending gra in to other nations in Southeast Asia which they hope to get back when thei r own larders are reduced to some degree.
I think tha t given the magnitude of the problem, they are doing a reasonably good job.
Mr. Young. Governor, will they repay any U.S. grain being sent over there ? They are repaying the Russian grain . Will they repay any of our grain?
Mr. Gilligan. They don't repay us in grain. On earlier loans that this Government has made to them, cash loans of various kinds, or under the P.L. 480 program, they have kept thei r payments up. So far  as I  am aware, they have not been in de fault  on any of th eir pre­vious obligations. As a matter of fact, if the United  States does not initiate  a new bilateral program with India , the reflow of earlier loans to the United  States will be greater than  any flow from the United States to India . In other words, they will be sending more money to the Federal  treasury than we are sending to them, which is an anomalous situa tion, I think we would all agree.
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Mr. Young. Tha t is very  int ere sting . Th ey will  be sen din g more  
money to the Fe de ral tre asury th an  we will  be sending  to them?

Mr. Gilligan . Yes, sir,  if  we do no t in iti at e a new prog ram . Th e 
repaym ent s are ab out  $150 million a ye ar  to  us.

Mr. Y oung. How  do you ju st ify  th at  one? Und er  ou r P.L . 480 
program  most of  it is a gi ft.  Mos t of  it  doesn’t req uir e any repa y­
men t at  al l.

Mr.  G illig an. Tit le  I I  is a g ift .
Mr. Young. Yes, and th at  is much la rg er  t ha n Ti tle  I. In  FY  1978 

the  Ti tle  I I  funds were $94 m ill ion;  the  Titl e I fund s were  only $27 
mil lion  and  Ti tle  T fund s to In di a are  rep aid  in rupee s.

Mr. Gilligan . A ll I  can say  is th at over the  years  the  i ndebtedn ess  
incurr ed by In di a fo r Ti tle  I and fo r othe r loan  prog rams has  
mounted to the  po in t th at  th ei r rep ayme nts  to the Fe de ral  tre as ury 
now run  in the ma gnitude  of  $150 millio n a year,  which is a very 
sizab le sum, and if we don't  ge t som eth ing  else going  th ei r reflows 
will  be gr ea te r th an  our  outpu t to  them .

Mr. Young. It  looks  to me like  th e economy of In di a is in pr et ty  
good shape. They have ple nty  of  food , bu t ins tead of giving  it to 
th ei r hu ng ry  people, the y are  eit he r se llin g it or  giv ing  it or  loan ing  
it to  oth er place s in the  world.

You ta lk  about th ei r rep ayme nt to  t he  Federal  tre asury. It  is very 
in ter es tin g to  me th a t the  In di an s own approx im ate ly $774 mil lion  
wo rth  of our  na tio na l de bt ; in othe r w ords, we have  a ctu ally bor row ed 
th at  from the m and we are pa ying  them  intere st on th at  $774 m illion 
of ou r n ational debt. The ir  economy must be in  p re tty  good shap e. Our  
economy is such th at , as you know, j ust yeste rda y the  American do lla r 
hit  an  all -tim e low in Ja pa n,  as it rel ate s to the  yen.

You know th at  in orde r to bee f up the  dol lar in the wor ld ma rke t we 
have sold 300,000 ounces of  ou r own gold in May , 300,000 ounces more  
in J un e,  and  t he re  wil l be ano the r 300,000 ounces sold in J ul y,  August , 
Sep tem ber  and October, fo r a tot al of  1.8 mil lion  ounces o f Am eric an 
gold  th at  wi ll have been sold. Tha t is m ore th an  61 m etr ic ton s o f gold 
th at  we have  to sell t o t ry  to bo lste r our do lla r.

At th e same t ime th at  we a re d oin g th is,  Ind ia 's  economy is such t hat  
they a re able  to  buy gold f rom  the Inter na tio na l Mo net ary  Fun d.  Ind ia  
was the larges t, pu rch aser  o f a recent  In te rn at iona l Moneta ry Fund’s 
gold  sale.

Now, sto ries coming in from  all over the  A merica n newspapers and  
int ern ati onal newspap ers  say th at  In di a' s cro ps are se tting  reco rds,  
th at  they have tons and ton s o f g ra in  in sto rage, but  yet you sti ll come 
back  to us and say th at  one fo ur th  of  t he ir  630 mil lion  people are  un ­
der fed . I  just can 't underst and. Maybe I hav e a ha rd  tim e com mu ni­
cat ing .

I apologize if  t hat  is the  problem , but I can’t un de rst and the  Gov­
ernment of In di a ha ving  th at str on g an economy, a p osit ive ba lance of 
tra de  situa tio n, as com pared to our gr ea t defic it, and  the y are sel ling 
or  giv ing  away th ei r gr ain ra th er  than  fee din g th ei r people who  are 
und erfed.

I  say the In di an  Government  has an obligation to  those hu ng ry  
people and I  fr an kl y d on 't think  the y a re m eet ing  it.

Governor , if  somebody doesn't  raise th is  issue, we are  go ing  to  c on­
tin ue  to  send , and to  send , to In di a and to  Ba nglad esh  and all  thes e
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oth er places where  the pro gra ms  are rip pe d off and the poor people 
neve r get  it, and  those governments are never going  to  d o th ei r share  
of  feedin g th ei r h un gry people—I  do n’t pa rti cu la rly reli sh pl ay ing th e 
role  of th e p oin t m an in focusing  crit icis m on these vari ous prog rams— 
bu t if somebody doesn’t do it, it  is g oin g to be business as usual. Our  
resources are  go ing  to  In di a a nd Banglad esh  and all aro und the  world , 
whi le the y use th ei r own resources fo r wh ate ver t hey  are  goin g to  use 
them  f or —to buy ou r go ld, num ber one, t o c rea te the ir  own forei gn  aid 
pro gra ms  thr ou gh ou t the  world,  num ber two.

Wh ile based on your sta tem ent , one-f ou rth  of 630 mil lion  In dian s 
are  underfed, the y are  stil l sen din g tho usa nds and  tho usa nds of  tons  
of  gra in  ou t of  In di a ?

Mr.  G illigan. M r. Young, let  me say th at I th ink it is q uit e prop er  
and  ap prop ria te  fo r you to raise these questions and  to  explore  these 
ma tter s. At  the  same time, I th ink these matt ers  need t o be dea lt with, 
with a c ert ain  degree of p recis ion.

The po int  is, and we have rea dil y acknowledged it  and the  In di an  
Government  will ackn owledge it, th at they  have a society t hat does not 
pre sen tly  hav e an economic syste m which is capable  of  moving food , 
healt h care , educ atio n, housing , all of  th e needs of  society, in ade quate  
measure  to all  of  t he ir  people. The se peop le are , as I say, the  lef tov er 
people;  they are  not pa rt of the  economy toda y;  the y cannot exerc ise 
effective dema nd ; the y can ’t pay fo r the  th ings  they need.

I t  is prec isely with th at  problem  of  bu ild ing up  effective dem and  
wi thin those lower income gro ups th at the  Desai gov ern me nt is pres ­
ently  involved;  it  can’t be done  on a fo rtni gh t, and  I th ink we would 
be the  first  to ackn owledge in th is coun try  th at  a wel fare prog ram is 
not a rea l a nswer.

The ans wer is to tr y  to  r efo rm t he economy to  ge t effective pu rcha s­
ing  power i nto  the  ha nds of the people .

Now let me give you just one example of one o f the  prog rams th at  
we have laid before  you: We have ins isted with the In di an  Go vern­
men t, as we hav e insisted  wi th othe r gov ernments,  th at  it rea lly  is 
economically sound as well as in th e hu man ita ria n int ere st of  the  
gov ernment to assis t these low income people, esp ecia lly t he  ru ra l poor, 
to develop p urchas ing power.

In  the  ir riga tio n pro jec t, the G uj ar at  Ir riga tion  Proje ct , which we 
have sub mi tted as one of the  prog ram s fo r your  con sidera tion, the  
far me rs who will benefit from  it are cu rre nt ly  op erat ing a subsistence 
levels, ea rn ing a ne t ann ual  income o f $222 to $525 pe r farm , which is 
abou t $45 to $105 pe r person. The majo r constra int  on far m prod uc ­
tio n in th is rel ati ve ly dry  w este rn In di an  s tat e is th e lack of  ir rig at ion 
faciliti es.

In  areas to be imp acted by the pro jec t, 94 percen t of  the  people  in 
th at  are a live  below the poverty  line  by in ter na tio na l sta nd ar ds  of 
$150 per capit al.  Those are the  people th at  we are out to  assist  a nd  we 
are tryi ng  to assi st the  In dian  Gover nment  in an irr igat ion pro jec t 
th at  is des igned to get directly  to those  people .

Mr. Young. I  un derst and th at , bu t in the exam ple Ch air man  Long 
gave us, o f t he  tubew ell pro jec t in Ba nglad esh , it seems t hat  the  same 
situa tio n ex is ted; 94 percen t of  the  peop le were poverty  str ick en bu t 
the y are  not the  ones who go t the benefits of  th e pro jec t.
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ITow can we be sure that  the 94 percent  are  g oing to get  the  benef its 
of  this  pr oje ct and  not the s ix p erc ent  ?

Mr.  G ill ioan . Because  th is pro jec t has  been des igned to benef it th is 
94 percen t who are  poor, t o the  e xtent th at  the  94 perc ent  liv ing below 
the  poverty line  w ill be reduced  to  35 percen t by the com ple tion  o f the  
pro jec t.

Th is pro jec t isn ’t jus t lay ing out those can als  and those ir rig at io n 
fac ilit ies  and hoping  ag ain st hope th at  somebody is go ing  to benefi t 
from the m;  it  is designed throug h a lot  of the  aspects of  the  program  
to assure the  fact t hat  these  poo r people  are  go ing  to be t he  bene ficia ries 
of  the prog ram  a nd tha t they are  goin g t o rise  above th at  p overty line  
in sig nif icant nu mbers.

Mr. L ong. Go ver nor, I th ink the  t ime of the  g ent lem an has  expired, 
and  I  would j us t like to  in ter jec t a po in t h ere :

Th is is an art icl e by Ho ba rt Row en, who is a reco gnized libera l, 
righ t ?

Mr.  Gillig an. Rig ht .
Mr. L ong. He says, “ I f  ha rd  conclusions a re risk y, some imp ressions 

may  neverth eles s be offered.  An d the  mos t im po rta nt  of these is th at  
economic development  str ate gy  as pursu ed fo r the  las t 25 years  has  
fai led  to r educ e povert y in I nd ia  or  to increase t he  st an da rd  of l iv ing.”

I have been say ing  th is  fo r a  long tim e, and peop le say, “O h, no, you 
jus t don’t u nd ersta nd .”

Co ntinuing , “W orl d Bank da ta  suggest, as a mat te r of  fac t, th at  a 
lar ge  per cen tage of  the rura l po pu lat ion  is worse off than  it  was 15 
yea rs ago.”

Th is is no t wh at  you peop le tel l us when you come before  us fo r 
var iou s he arings.

Here is the point  I  w ant  to  m ak e: Yo u say the y have a good ag ric ul ­
tu ra l year , so good t ha t they  can lend  food to  Vie tnam. How do  they  get  
th at  food? Th at  food is g otten by br inging  it from  the  provinces  into 
the  c ent ral  citi es to wha rves where they  load  it on ship s. I f  they hav e 
the  tra ns po rta tio n to do th at , w hv is i t the v don't  have  the tr an sp or ta ­
tion  to d eliver  the food o ut to the  poo r peo ple ?

As a mat te r o f fac t, why  are  th ey  tak in g food  away  f rom  poor pa rt s 
of th e co untry  whe n people don’t have  enough to ea t, in  o rder to send  i t 
to V ietn am ? I  th in k we have to  conc lude th ere  is not at  pres ent th e will  
to he lp th e poor.

You say you can't  have th em l ive on welfar e. I agree. As a long-r un  
obiective, thi s is  not what we want to  do f or  Indi a.  We wan t to bu ild  up 
effective  demand , and e ffective  de mand mea ns pro duction powe r, e arn­
ing  power; bu t in the  sho rt run  I  t ho ug ht  the  whole idea  of  o ur  food 
pro gra m was to  keep people from s ta rv in g to  death .

Mr. G illig an. Yes, s ir ; it is.
Mr. L ong. I tel l you,  the re isn 't an vt bi ng  more  he ar t-r en de rin g in 

th is wor ld than  to  go th roug h an In di an  citv and  see poor , despe rate 
people liv ing  ou t on the sidewalk, wi th no home at all,  a fa th er  and a 
mo ther and a kid aro und a lit tle  fire, w ith  not hing  to eat, no place t o go. 
I t breaks  your heart .

You mean to  say you d on 't t hink  the v ought to  take  some of th at  food 
and help those peop le, or  merely  tu rn  a roun d and sav we a re not  in the 
busin ess of  welfar e, when  th at  is what I  thou gh t was the idea of the  
Un ite d S tates?  We a re g ivi ng  thi s food to  them . We give  good away b ut
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they don’t want to give th ei r own food  to t he ir  own pe op le ; is th at w ha t 
yon are s aying,  Governor  ?

Mr. Gilligan. No, sir.  The  food th at  we are  giv ing  t o the m unde r 
the  P .L.  480 ti tle  I I  p rog ram  is goin g d irectly to  the needy pe op le; and 
we can de mo nst rate th at  it is.

Mr. Long. I s it  given  to the needy  peo ple or  is i t g iven  to t he  govern­
ment , which tu rn s aro und a nd  sells  it?

Mr. Gilligan. T here are m atem al /c hi ld  healt h prog ram s in which 
the  food is giv en dir ectly  to the  needy  people.

Mr. Long. Some food  is?
Mr. G illigan. Some of it, unde r Titl e I, is han dled by the govern­

men t, so ld fo r v arious purposes , a nd  the proceeds  fro m the  sales-----
Mr. Long. I  th in k the  p rob lem  that  b oth ers  Mr.  Young is, is i t tru e 

th at  the re a re no starving  people in  In di a ?
Mr. Gillig an. No. sir ; the re are serio usly  malnourished people  

throug ho ut  I nd ia .
Mr. Long. Y et we are  to ld the  reason why  they are  sendin g food to 

Vie tnam is because they have  more food  th an  they know how to dis­
tri bu te  t o th ei r peo ple ; they do n’t have  the  means  o f ge tti ng  i t ou t to 
thei r people?

Mr. Gilligan. Yes , si r.
Mr. Y oung. Mr. Ch airma n, wou ld you  y ield ?
I would  m uch ra th er  help the  I nd ians  by  send ing  some t ruck s to get 

th is food  out to the poor peop le th an  to send them more  food an d to 
have  it sit  aro un d and rot  an d/o r get  eaten by ra ts  or  ge t sen t to 
Vietnam.

Mr. G illigan. T hat  is why  it  is being  sent to Vie tnam, as in tim es 
pa st it has  been sent  on loan  to othe r na tio ns  in South eas t Asia, be­
cause they  di dn ’t  have  the sto rag e fac ilit ies . The World  Ba nk  i s h elp­
ing  them to  buil d those s tora ge fac ili tie s and we propose t o h elp  th em. 
They have t o keep str ate gic  r eserves of  food to stav e off famine.  They 
have been the bene ficia ry of  three good monsoon seasons in a row, 
som eth ing  th at  ha sn ’t h app ene d in h istory .

Mr. Young. Th ere  is a famine in  effect in I nd ia  tod ay fo r 157 mi llion 
peop le ?

Mr. Gilligan. N o, s ir;  it is a rel ative  sta tem ent, if you will.
Mr. Young. I f  they  are s tar vin g?
Mr. G illigan. Six  hundred  and th ir ty  mil lion  peop le is the  to tal  

population of  Ind ia . We have not  s aid , n or  ha s the Ch air man  n or  a ny ­
body  else th at  I know  of, said  th at  all of  those  peop le are  sta rv ing .

Mr.  Y oung. You sa id o ne-qu arter ?
Mr. G illigan. On e-qu art er;  t hat is  still  an  a wfu l lot o f people. W ha t 

we are  say ing  is th at the y do not  pre sentl y have the  mea ns to di s­
tri bu te  that, food  to  those  people effectively.

Mr.  Long. In  wh at sense don’t the y have the  mean s? They don’t 
have tra ns po rta tio n ?

Mr. G illigan. Th ey don’t have the fund s wi th which to  set up  a 
food di str ibu tio n syste m throug ho ut  In di a,  across th at  whole  subcon­
tinen t, to reach all those  people with food.  The  cost of it would be 
enormous.

Mr. Long. W ai t a minute.  Th ey a re len din g it  to Vie tnam.
Mr. Gilligan. W e are  ta lk ing abou t 100,000 metri c tons.
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Mr. Young. Fo ur  hu nd red th ousan d.
Mr. G illig an. Al l rig ht , 400,000 me tric tons ou t of  a str ate gic 

reserve of  over  20 mil lion .
Mr. Young. Th at  will  feed a lo t of  hu ng ry  people.
Mr. L ong. A s G overn or of Ohio, if  you ha d ever  been caug ht  send­

ing  food out of  your  St ate when  you had th at  many peop le hu ng ry  
and sta rv ing,  wo uld n’t you have had a ha rd  time expla ining  it?

Mr. Gilligan . S ir,  t here was food exported fro m the  State of  Ohio 
to In di a,  among  oth er things, whi le we ha d a lot  of  hu ng ry  peop le 
in the  State  of Ohio who were liv ing on we lfa re incomes th at  weren ’t 
adequa te to su pp or t them  at a decent leve l; and  it  was a sham e to 
me, but I was  unable  to get a leg isl atu re to vote fo r high er  levels  
of  we lfa re pay me nts  fo r these people, and food fro m Ohio fa rm s is 
being sent to  cou ntr ies  all over th e w orld.

Mr. L ong. B ut  you weren’t out at  t ha t tim e ju st ifyi ng  it .
Mr.  G illigan . I  couldn ’t do an ythi ng  ab out  it. You know , i f I  could  

go in and change  by some m agic  wand  th e sit ua tio n in In di a,  to  enable 
them to deal be tte r wi th problems th at have existed  fo r hu nd reds  of 
yea rs, I  wou ld like to  do it. We are  now try in g leverage to  s up po rt  a 
gov ernment th at has now launch ed very rec ently  on a new program .

Mr. L ong. Or  says i t is?
Mr. G illigan. Th at  is  rig ht .
Mr. L ong. Bu t those th ing s have been said ever since  I  have been 

invo lved  with  the  fore ign  a id program . Gove rnor.
Mr. Gilligan . OK.
Mr. L ong. Once b itten , twice shy.
We have been sold th is so many times, it is like  the  V ietnam war. I 

served on the  Arme d Serv ices  C ommit tee fo r 2 vears.  T hen  I  wen t on 
the M ili tary  C onstruc tion Subcom mit tee  o f th e House A pp ropr iatio n?  
Com mit tee and fo r th e e nti re 10 year s o f th e wa r, everv time the y came 
before  us, the y to ld  us the  same th ing,  “We are Vietn am izi ng  the  
wa r.”

Mr. Young. Mr . Ch air ma n, let me ask  one q uest ion at  th is  po int .
Mr. L ong. I  am wo ndering  wh eth er  we ar en ’t ge tti ng  the same 

thi ng .
Mr. Young. I realize  we have used more of  my tim e.
Mr. L ong. Mr. M cH ugh has been v ery  pati en t,
Mr. Young. Yes , he  has. He  ha s been a  v ery  fine g ent lem an.
I  hav e to ask  the Gover nor th is question fo r the  record , ta lk in g 

about leve rage :
Governor , is it  ou r intention, and do we expect to get  leverage fo r 

th is aid  pr og ram th at  we a re t alking  abo ut today ?
Mr. Gilligan . I  am no t sure  I  un de rst an d your  ques tion . Do you 

mean  to get influence ove r the In di an  G overn me nt’s po licies?
Mr. Young. You used the  t erm  “le ver age ” just a few moments  ago.  

You said th at  wi thou t th is  aid  we wou ld hav e no leverag e wi th  the  
Indian. Governme nt.

My q uestion  is, do we expect to get leve rage w ith  th e I nd ian Go vern­
ment  f or  thi s p rogram  ?

Mr. G illigan. O nlv  in a very restr ict ed  sense, sir. I th in k leverage, 
the  way I  w as using  the term,  was th at  we th in k th at  by  helping  them

31-157 0  -  78 - 5
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with financial resources and technology- to undertake programs like this Guja rat Irrigat ion  scheme, like the malaria  control program, like some of the other things that we put before you, that oil seeds projects, by using what is a very modest amount of American funds 
to do that, we will lever those problems very significantly through  the additional effort th at the Indian Government will make; and we hope to be able to demonstrate that  these programs are sound politi ­cally, economically, socially and every other way.

Am I  suggesting that by pu tting $60 million into an Ind ian economy of the size that the Ind ian economy presently is, t hat  we will gain influence and control over their  foreign policy or their  domestic policy? No, I do not. I don’t think any rational man would suggest such a thing. *
Mr. Young. The Indian Embassy said tha t would not be the case.They told me if the United States is expecting to get any leverage because o f this program, “You are mistaken. There won’t be any.”I just wanted to make sure. *Mr. Gilligan. I think we are all in agreement.
Mr. L ong. I don’t expect any, but I wish to heavens you people, with the State Department, would stop telling us we are getting  leverage out of foreign aid.
Mr. Gilligan. I t was a term I shouldn’t have used, but I meant it in a very restricted sense.
Mr. L ong. They do i t all the time. We get told if we don’t do th is we will lose our leverage and so on. I think  we have to be satisfied Ion this question, and I think  the way in which the Indians are t rea t­ing thei r present poor out of their  own present resources, selling stuff, lending food abroad, when they have hungry people in their own coun­try, it may very well be the best way in which to  judge their  sincerity, the sincerity with which they are going to adminis ter the programs that  you are asking money for.
I have always felt you have to judge somebody you are dealing with by little things; they will always put thei r best foot forward. You have to look and see what they do on the little things before you can 

judge whether they are sincere; and I would say that when a country is exporting food to another country when it has hungry people in its own country, you have reason to question the sincerity with which they are going to administer future programs for the poor.
I th ink the rest of the Congress is going to take the same view when these facts are before them.
You say they will get this food back at a la ter  time when they need •it. Could vou be sure tha t if Vietnam were suffering a drought, a crop failure, that it would nevertheless give the food back to India  when India  was suffering a drought  or a food failure  ?
Mr. Gilligan. No, I couldn’t be sure of tha t, nor can the Indian fcGovernment.
Tt, is a judgment  which they have made and thev evidently are Iwilling to take the risk rather than to have the grain sit there and 

be lost to rodents.
Mr. L ong. I have some reason to suppose it might be for a political 

reason that  this was done.
Mr. Gilligan. Could be.
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Mr. L ong. So much of our aid has been given for political reasons, 
not to help the poor, but because we expected to get some leverage 
which we have never gotten, and now admit we shouldn't even ask for.

Mr. McHugh has been sitting here very patiently listening  to us 
monopolize the time. I really think we have to stop now and let Mr. 
McHugh have his time.

Mr. McHugh. Thank you, Mr. Chairman.
It  has been very interesting.
Governor, it is always a pleasure to have you here. I  don' t have the  

perspective of years that  the  Chairman does on this  committee, which 
is a disability, and I  find what he says interesting.

Of course, as we all know, what he and Mr. Young have been saying 
has a great appeal to Members of Congress and certainly  to the Amer­
ican people who have watched our  expenditures for foreign assistance 
going to India and to other countries over the years, without apparent 
success. This is a long-term problem, obviously. The dimensions and 
difficulties are grea t; but there are these concerns which on their  face 
are very legitimate concerns.

Is this assistance which we are now proposing to provide substan ­
tially  different in substance from what we have done in the past ? In 
other words, have we made mistakes in the past which we can concede 
with respect to foreign assistance generally, and with regard  to Ind ia 
in particula r, but  point to the fact that there is a new direction now as 
Congress used that  term in the early 1970s ?

Mr. G illigan . Mr. McHugh, let me say that  I suffer the same dis­
ability. I have been here only 18 months and I can’t speak with any 
great authority about past programs and past activities of this Agency 
and the United States  Government in this field.

I know really only what I have read in voluminous reports  and in 
the committee hearings of the Congress and elsewhere about it.

I think there is a general agreement in both the legislative and the 
executive branches tha t mistakes in our foreign economic assistance 
programs and the programs conducted by other donor  nations in past  
years generally were characterized bv a basic misunderstanding of the 
problem to be dealt with, and it was thought tha t if these various de­
veloping countries could be given some industria l capacity, some loans 
for quick economic projects  of one kind or another, tha t the whole 
economy would take off.

It  was the Congress tha t took the  lead in ident ifying  the mistakes 
inherent in tha t approach and insisting t hat  the United  States Gov­
ernment conduct programs that were designed prim arily to deal with 
the problems of the rural poor; and tha t is the way these programs 
are designed now.

I can’t sav from my own knowledge what we did in In dia  in earlie r 
years. I  do know tha t the programs tha t we are submitting now for 
your consideration are programs which are specifically designed to 
carry out the mandate of the Congress, are dealing with the problems 
of the rural poor, increasing agricu ltural productiv ity, increasing 
nutritional levels, expanding literaev, health care and the other needs 
of the ru ral poor. That  is what they are designed to do very carefully.

We think they are reasonable and prudent programs and tha t the 
Congress will approve them.
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Mr. McHugh. As you know, just to overcome the legitimate skepti­
cism that people have, it seems to me we have to establish that what 
we do now is substantively more effective, or will be, than what we 
have done in the past because we can't  easily point to great progress 
from what we have done previously. And, of course, we also have to 
effectively demonstrate tha t the Government of India is prepared 
to make a new commitment to this problem.

In that  connection, let me ask you a question. The Chairman has 
given me an article from the New York Times on Calcutta and it  is 
the type of th ing which makes it very difficult for  us to defend addi­
tion aid. For  example, talking about Calcutta, it says, and I quote, 
“The tu rf  club’s stables house 300 race horses, which have more living 
space per animal, and a considerably better diet of grains and vege­
tables, than millions of the city’s human residents have.”

I don’t mean to pile on the example which make it difficult for this 
proposal to succeed, but in order to combat those kinds of things 
we have to demonstate the commitment of the Indian Government to 
social reform.

Do you, or does Mr. Sull ivan, know what type of income tax system 
they have? Is it a progressive system? Is there an attempt within 
the country to redistribute some of the resources of the very wealthy 
to the poor?

Mr. Sullivan. Mr. McHugh, India  has a number of kinds of taxes, 
including an income tax. As in many developing societies, I would 
be misleading you if I told you they were completely successful as 
a means of redistribut ing income.

They have certain land taxes; they have certain water taxes; they 
are as successful in redistr ibuting income within Indian  society as, for 
example, our own system or as we would wish it to be.

Mr. McHugh. Is it a progressive system? Do they have an income 
tax which is progressive?

Mr. Sullivan. They have a progressive system, yes, sir. I can pro­
vide details of the system for the record, if you w ould choose.

Mr. McHugh. I would appreciate  it. If  we are  going to  defend the 
proposal, as modest as it is relative to the problem, it seems to me this 
is one of the areas we have to really focus on, demonstrating tha t the 
Indian Government in many ways is committed to social reform and 
to dealing with the problem which the administration is asking Con­
gress to deal with, however modestly.

[The information follows:]
I ncome  T ax Schedu le

Mr. Sullivan. As indicated in the following  tables, personal income in India  
is taxed on a progressive basis.
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IN DI A— INCOM E TA X SCH ED UL E

Tax  rate

Income range (rupe es)

Percent of
Base amount portion above Percent su r- 

(rup ees ) lower limit cha rge

Oto 8 ,0 00_.. .............................................................................. — .................
8,000 to 15,000............................. .......................................... ...........................
15,000 to 20,000 ..................................... ...........................— - .......................
20,000 to 2 5,000.......... ......... .............................. ...............................................
25,000 to 30 ,000 ................................ 2...................... .......................................
30,000 to 50,000 .......................... .............................. .......................................
50,000 to 70,000............................... ............... ........... ............... .......................
70,000 to 100,000........................................................................- ...................
More than 100,000_______________________________________________

0 0 0
0 15 15

1,050 18 15
1,950 25 15
3, 200 30 15
4, 700 40 15

12,700 50 15
22, 700 55 15
39, 200 60 15

For e xample: (a ) RslOO.OOO income (US$12,005) is taxed at 45 percent of total: Rs39,200 base plus Rs5,880 surcharge 
equals Rs45,080; (b ) Rs200,000 income (U S24,010) i s taxed at 57 percent of total: Rs39,200 plu s 60,000 base plu s Rsl4 ,880  
surcharge equals Rs ll4 ,080 ; and (c ) Rs300,000 income (U S$35,015) is taxed at 61 percent of total : Rs39,200 plus 120,000 
base plus Rs23,880 sur charge equals Rsl83,080 .

Sourc e: Embassy of India .

Would you  ind ica te fo r the record , please., wh at the ter ms of  the  
loans are,  the  loans fo r these irr ig at io n proje cts  and the  malar ia  con ­
tro l prog ram ?

Mr. Sullivan . Yes, sir.
Mr. McH ugh . Do you happen  to  kno w that off the top  of  yo ur  head ?
Mr. Sullivan. T he  loans are 40-yea r ter ms at  two perce nt int ere st 

du rin g a ten -year grace p erio d, and th ree per cent therea fte r.
Mr. Mc H ugh . Th an k you.

MALARIA CONTROL

W ith  respec t to  t he  m ala ria  co ntrol prog ram , I noti ce one o f the  i n­
sect icides we wou ld be financing is  D DT . W hil e m ala ria  is  obviou sly a 
very serious  problem , it rais es questio ns in my mind given the fac t 
th at  we have  r at her  severe res tri cti ons on t he  use of th at  insectic ide  in 
the  U ni ted  S tates.

Can  you sh ed any  lig ht  on th at  question ?
Mr. Sullivan. Yes. Mr. Mc Hugh. The DDT tha t we a re prov idi ng  

is being given  under the  W orld  H ea lth  Or ga niz ati on  s tand ards  which 
bas ica lly rest ric t its  usage. Fo r example, it  is not  used fo r gen era l 
sp raying ; it is used fo r what is cal led  house  con trol of  mosquitoes, 
which min imiz es, i f no t el iminate s, mos t of  the  da ng er  to hu ma n be ings.

As m osqui toes become immune to  the  D DT , as  they  do eventu ally, we 
go to oth er chem icals—th e org anic phosphate s which are  chem icals 
like  Mala thion , which  work in a dif ferent  way.  Ev en tual ly , however , 
the  mosqu itoes  become immune to  tha t. Fo r th at  reason , in t hi s prog ram  
th at  we a re prov id ing a loan to, we h ave  made provis ion  fo r researc h 
into a lte rnate m eth ods of  ma laria  co ntro l.

So the  ans wer is, we are  very well aware  of the po ten tia l danger.  
AID  must  file an env ironm ental imp act  sta tem ent  wi th  each proje ct 
of  th is kin d, and we will do th at  if  we ha ven't  alr ead y. We will be 
filing one.

Mr. McH ugh . T ha nk  you, M r. C ha irm an .
Mr. L ong. Than k you, Mr. M cHugh .
I t  is clear to  me—it  may  no t be cle ar  to oth ers—th at  wh ile  th is  is 

not a l arg e sum of  money in relation  to the  size  o f th e In di an  p rob lem ,
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it is also a ve ry small sum o f money in rel ati on  to  thei r fin anc ial ab ili ty  
to pay  fo r it  them selves or in rel ati on  to wh at  the y are spendin g on 
oth er t hing s.

Fo r example, you propose  $60 mi llio n here . They spe nt $3,403,471,- 
000 f or  defe nse in a recent  yea r, an d it  is pr et ty  ha rd  t o see the pur­
pose of th at  defense. Pa kista n,  next door, is a much  smaller co un try  
and Pa ki sta n wou ld be the  one th at  would  have  to do the wo rry ing , 
it would seem to me. In di a’s nucle ar ca pabi lity is one of  the  thi ng s 
th at  has  bothered its  neighb ors  more th an  an ything  else. They feel it  
is a ste pp ing stone to nuc lear  wea ponry. Right ly  or  wrongly , th at  is 
what the  ne igh bors feel and they are  sca red  t o dea th.

The n, of  course,  the  upper c lass of  I nd ia  co nta ins  many  enormously  
wea lthy  people.

No Am eric an—I do n’t care how wealth y he is—could l ive as well as 
one of  the  In di an  up pe r class, sim ply  because the help wi th servants  
which you have to hav e to live th at  well wou ld cost you so many 
scores of  tim es more, re lat ive ly speaking.

So there are resources to do these th ings  in thei r own country  and 
pay  fo r it  themselves.

All  th at  a side,  I would stil l be w ill ing to app rov e th is prog ram i f I 
were conv inced th at  there was rea l in tegr ity  in In dia.  I know  Pr im e 
Minis ter  Desai is a very  ple asa nt person. I was in trigu ed  by him. 
When I lef t him  I  sa id, “I  now can see why you ar e th e Pr ime M ini ste r 
of  I n d i a 82 years  old,  a rem ark abl e per son . B ut  we have gone  thr ou gh  
such a long  tim e now with In dia,  pou rin g vast  sums in, no t see ing i t go 
to help the poor. As a matt er  of fac t, seeing the  poor sink , fal lba ck, 
relatively speaking. I don’t feel as a mem ber  of  t his  committ ee, wi th 
the  res ponsibi lity  fo r ma kin g sure  th at  money is wisely  spent, th at  I 
can a pprov e of th is program  with ou t res erv ation.

W ha t we are  able to do, is j us t a  dr op  in  the bucket. I want to see our  
money go where it is g oin g to be the most  effec tive, a nd I can’t say  th at  
I am very conv inced, in spi te of  a ll Mr. Desai ’s g enial ity  and  pe rsu a­
siveness , I  c an 't be p ersuad ed th at  i t is goin g to help the ir  re ally poor . 
There  is ple nty  of g ra in  in th e cou ntr y righ t now but, inst ead  of  feed­
ing  t he ir  own people, the y are sh ipping  i t ou t elsewhere,  to a country  
th at  won’t necessari ly pay it back in a tim ely  manne r.

I can ’t he lp fee ling th is ind ica tes  a callous  disre ga rd  for the  needs  
of thei r own poor.  I can’t help fee ling t ha t it  m igh t not be wise fo r us  
at th is time to approv e th is  money.

I would prefer , m yself, per son ally , to  keep th em on t ender hooks for 
anoth er vear o r two. u nt il they rea lly  got the message  th at  i f th ey wa nt 
more aid  f rom  the  U ni ted  S tates the y have  to  show a genuine sin cerity 
for help ing  the  r eal ly poo r people in In di a and not fo r pa ying  lip  serv­
ice to  t ha t.

Th at  is my own feeling , Govern or.
Mr. Gillig an. Mr. Ch air ma n, with all due  respect, I wou ld take 

grea t umbrage at any  India n official or  official of  any  oth er country  
who said  t ha t the  C ong ress  of  th e U ni ted State s showed  a callous dis­
reg ard  f or  its  own c itizens.

Mr. Long. Manv  Am eric ans  sav tha t.
Mr. G illig an. They may,  and  manv In dian s may  say rud e th ing s 

abou t th ei r own government if  they  please, bu t the  fac t is th at  we do 
have hundred s o f t housa nds of  malnourished  people  with in the  Un ited
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States out of our population of 220 million, and stil l 40 percent of all 
the agricultural production of the United States goes into export trade 
today.

People could put those two facts together and say tha t that indicates 
a callous disregard of the plight of hundreds of thousands of poor 
people in this country. I don 't believe it does.

Mr. L ong. I think it does. I think  it does, Governor. I think i t indi­
cates a callous disregard for the poor people of this country. If  we 
have people in this country who are genuinely underfed because they 
can’t get the money to buy food and not because they don’t want to buy 
the right thing and if it is real ly true tha t we are ignoring the food 
needs of hundreds of thousands of people in this country and sending 
food out of the country, I say that  indicates a callous disregard for our 
poor, whatever other countries say about it.

Mr. Gilligan. I think  tha t is the  situation today. I  don’t think th at 
tha t problem is solved by talking about not export ing the foods. 1 
think it is solved by a ttempting to adopt  other kinds of measures to 
provide the malnourished people of this country with the effective 
economic means to satisfy their  own needs.

I think  the same problem lies before India, except i t is on a much 
grander scale, because of the size of the population involved and so 
forth.

If  we were to take, for instance, the number of people who are seri­
ously malnourished in India  and assume it to be something like a third 
population—tha t is, equivalent to the en tire population of the United  
States—and I said that thev are exportin g 400,000 tons of food, tha t 
we had 400,000 tons of food in the United States to satisfy  the needs of 
the entire population of the Un ited States, it obviously wouldn’t be a 
drop in the bucket.

Mr. L ong. You mean it  is all right to export food as long as enough 
is kept in the country to feed everybody? You just go ahead and let 
them be hungry because if we kept it here it wouldn’t satisfy the 
needy? I would have thought the wise, humane and compassionate 
thing  to do would be to feed the people you can feed with it.

Mr. Gilligan. I  do, too.
Mr. Young. It  would be sort  of like our export ing the Elk  Hills oil 

from our Elk  Hills  reserves when we have such a tremendous need 
for our own country.

Mr. L ong. Countries do stupid things. Oxenstiema said 330 years 
ago, “Do you know, my son, with how little wisdom the world is gov­
erned?” And I realize that, but I don’t approve o f it, and wherever I  
can I try  to make my small contribut ion toward making things run 
a litt le better.

Mr. Gilligan. Yes, sir.
Mr. L ong. And I  am not going to approve a program which I  think 

is wrong merely because another program is wrong. I don’t think  two 
wrongs make a r ight , and I will do what I can, and always have, to­
ward seeing tha t poor and hungry people are fed, provided there is a 
genuine need to feed them.

Mr. Gilligan. Yes, sir.
Mr. L ong. So I  don’t think it is proper to  argue tha t because we do 

have some people in this country who a ren’t adequately fed tha t we 
should continue to give aid to India which takes its food and loans it
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abroad  ins tead of  fee din g thei r own poor people. I jus t don’t see th at  
th at  is in the same------

Mr. G illigan . N o si r;  I wasn’t a tte mpt ing to m ake th at  a rgu me nt.
I would  say  there are two  dif ferent  kin ds of  pro blems; bu t I also 

wou ldn 't want it  to  re ma in the imp ress ion  o f th e committee t hat p rog­
ress hasn’t been  made in In di a in recent  ye ars.

Mr. L ong. He re  is a  st ate me nt I wa nt  to  r ead back to  you by Hob ar t 
Ro we n: “W orld  Bank da ta  suggest , as a mat te r of fac t, th at a large  
perc enta ge of the  ru ra l populat ion  is worse off than  it  was 15 yea rs 
ago.”

Mr. G illigan. Yes, sir.
Mr. L ong. We have  figu res from  an oth er source which indicate  the  

same th ing .
Mr. Gilligan. I  am wi llin g to acce pt th at  sta tem ent .
Mr. L ong. We have ha d a couple of good, ha rd  inv est iga tions in 

recent yea rs, in India.  It  is not a tren d;  it is a fluctu ation; so, for  
once, th ey are in a pos ition where they did  h ave  some food. In ste ad  of 
feeding thei r own poor , they ship  it abroa d, which, I th ink , is callous 
and not rea ssu ring as to what they are  goi ng to do with  the  aid  th at  
you now ask us to give.

Mr. G illigan. Despi te Mr. Rowan’s sta tem ent, the  fac ts are  th at  
over  the  pas t 20 ye ars  life expectancy in In di a has  increased from 32 
to 57 years. In fa nt  m or ta lit y has decl ined  from 140 to 122 pe r th ou ­
sand.  Po pu lat ion gro wth has decl ined  from 2.4 to 2.1 perc ent.  The 
pro portion  o f childre n enrolled in pr im ary schools has increased from  
20 to 65 percent—all th at  in one o f the  poorest  societ ies on the  face  o f 
the earth , so I th ink there has  been some prog ress .

As I att em pted  to say in my opening  sta tem ent, the  gre at ba ttle 
between wor ld hu ng er  and pov erty and increased  ag ric ult ural pro­
duc tion  and so fo rth  is going  to be waged wi thin the In dian  society.

I th ink the  Uni ted State s has a useful role  that we can play . I wou ld 
not , Mr. Ch airma n, come before th is commit tee and  request the  ap ­
proval  of funds if  I  thou gh t for one mom ent the  fun ds were going  to  
be wasted or were not go ing  to  be used fo r purposes which  in the  long  
run will be di rec tly  beneficial to the  people of  In di a who need th is 
assi stance most. An d if  I ever  come upon any evidence  th at  these  
fun ds are  bein g div ert ed  to oth er uses or  misused  or  th at  the  In di an  
Gov ernm ent is an ything  b ut ded icated to the  pro posit ion  of ass ist ing  
its  own populat ion  to a be tte r way of  life, I will  come befo re th is 
committ ee and ask tha t the  fund s be shu t off.

Mr. L ong. Well, I th in k you mean th at , bu t we all have to look 
at  these th ings  not  in ter ms  of wh at somebody else tell s us but  wh at 
we see and  observe ourse lves.  W e hav e to use ou r own jud gm ent . You  
real ize tha t.

Mr. Gilligan. I  agre e with th at , and th at  is why I  re ite ra te the  
inv ita tio n to br ing your  c omm ittees to In di a and see it firs t han d.

Mr. L ong. I  would be incl ined  to wa it befo re ap prov ing such a loan 
until T have had th at  t ri p  to India . I have been there twice and  I  mus t 
say  th at  every tr ip  I  have  made to  I nd ia  h as not l ef t me more s tro ng ly 
incl ined  tow ard  aid  to In di a,  but maybe th is  tr ip  would be differen t.

Inc ide nta lly , when  I  go, T am going  to serve notice th at  I  wa nt  an 
in terp re ter whom I  have  confidence in, no t th e kind  th at  you run  
into in Doonesb ury,  bu t an in terp re ter whom I  hav e confidence in,



who can  enable me to go ou t and ta lk  to  the  or dina ry  guy on the 
str ee t and find out wh at he th inks  of  these pro gra ms . I have found, 
ove r and ove r again , when  you  ta lk  to the ordina ry  gu y you ge t a 
to tal ly  diff ere nt story .

Mr. Young. M r. Ch airma n, I  hav e a couple of controvers ial  ques­
tions  I wou ld like  to  raise, if  I cou ld be recognized a t th is  po int .

Mr. Long. Sure ly.
Mr. Young. Governor , th is  $60 mi llio n rep rogram mi ng , of  course, 

is going  t o be added to the $90 mi llio n th at you hav e asked fo r F Y  
1979; t hat  is $150 mi llion . W hen you  a dd  u p all th at  we have  done fo r 
In di a since we star ted ou r forei gn  aid  prog ram, it  comes to  a lar ge  
amount of  money, so I don’t th in k any body can accuse us of  being 
pik ers  when it  comes to In dia.  As a m at te r of fac t, it  looks to  me like 
our to ta l co ntr ibuti on  to In di a since ou r foreign  aid  prog ram beg an 
was righ t a t $9 bil lion, and th at  is a pr et ty  good sum of  money .

Le t’s go back  to the smaller amount now, the  $60 mi llio n repr o­
gra mm ing . Where is t hat  money com ing fro m ?

Mr. Gilligan . Where  is it coming from , si r ?
Mr.  Y oung. Yes.
Mr. Gilligan . Com ing from fund s ap prop riated  by the Congres s 

fo r use in the for eig n assi stance prog rams du ring  the cu rren t fiscal 
year.

Mr. Young. Whic h pro gra ms  will no t be funded  when th is  $60 
mil lion  is tra ns fe rred  ?

Mr. Gilligan . I  th ink from the very out set  there was $60 mil lion  
wi thi n ou r bu dg etary comp uta tion rese rves  fo r the prog rams in 
In d ia ; is that  cor rec t ?

Mr. Sulliv an. There was no m oney  p rog ram me d when th e Con gress 
asked us to  begin an In di a pro gra m.  We did have t o rep rogram . Some  
of the  fun ds,  the  bulk of the  fun ds,  have been rep rogram me d fro m 
our prog ram  fo r Pa kista n.  We hav e no t been able  to do pla nned  
pro gra ms  t he re  as a res ult  of ce rta in  pol icy differences we have wi th 
th at  government . We could  br ie f you at  len gth  on th at  po int, if  you 
would wfish.

Mr. Young. N ot at  th is time, because of  the tim e lim ita tio n on the  
comm ittee,  bu t I  perso nally  wou ld like to have th at  briefin g, because  
I know  if  you tak e the $60 m illion fro m some othe r poo r co un try  to 
feed these  poor people , someone suffers , and  I  would  be very intere sted 
to know  the specifics  of tha t p rog ram .

Mr. Sullivan. Yes, sir .
Mr. Young. Th is is the  creation, in fac t, of a new A ID  prog ram, 

cor rec t, the  $60 mil lion  plu s the  $90 millio n fo r FY  1979 is a new* 
pr og ram; we do not have  an A ID  prog ram in In di a tod ay?

Mr. Sullivan. No, sir ; it is new on ly in th e sense t ha t we are  rev ivi ng  
a p rog ram . T he  bas ic a greements be tween the  U ni ted  State s and In di a 
were nev er term inate d with respect to  an assi stan ce program .

In  this  ease there was a pause  at  th e tim e of  th e last  In do -P ak is tani  
wa r bu t there was nev er a complete breach , so it is a rev iva l of  the  
pro gra m.

There  was, in the cong ressiona l pre senta tio n up  un til  Fisca l 1978, 
a requ est by A ID  fo r a pro gra m in In di a which was nev er in iti ated  
because of  diffe rences with the  fo rm er  government  in In dia.
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Mr. Young . Refresh my memory and give me the dates. When was 
the last time we did have a program ?

Mr. Sullivan. Nineteen seventy-one.
Mr. Young. So th is will be the first one in seven years?
Mr. Sullivan. Yes, sir.
Mr. Young . Let me ask just one more question, then 1 will have 

several to submit for the record.
On the malar ia program,  maybe I see this all wrong, but this, to me, 

is another example of the complaints tha t I have of our foreign aid 
program.

In our hearings, Mr. Sullivan, you were testify ing and Mr. Long 
said, “Malaria  a t one time, not too long ago, was a t a pretty  low level 
in India, wasn’t it?

“Mr. Sullivan. Yes, sir.
“Mr. Long . Why the resurgence ?
“Mr. Sullivan. There  are a variety of reasons for the resurgence. 

One of the reasons is that the vectors, the mosquitoes, became resistan t 
to the DDT involved.”

Mr. Long . This program, I  understand, is for DDT, though, correct?
Mr. Sullivan. Part ially , sir. The mosquitoes have become res istant 

to DDT in some parts  of India. In certain other parts  they are not 
resistant. We t ry to use DDT where possible as against  using Mala­
thion, because Malathion has certain dangers connected with it  fo r the 
people who apply it. Thus, in certain areas where DDT is still effective 
we will use DDT. Where it is not effective, we will go to other 
chemicals.

Mr. Young. Let me go on in this  same conversation. In  fact, in the 
same response to Chairman Long you sa y: “As a result of a prio r 
U.S.-sponsored program which cost about the price of a cup of coffee 
per recipient, malaria was all but eradicated in India, and as a result 
the governmental administ rative structu re tha t was set up to work on 
this was dismantled.”

There is the problem I  have as an example: We go the re; we do a 
job, very effectively, according to you, and all of a sudden we jus t fo r­
get it. We don’t pay attention to it  and now the great resurgence and 
the problem is there again.

It  seems like the more money we spend on foreign aid, the more 
serious the problems in the world become.

Mr. Sullivan. Mr. Young, the situation with malaria is one which 
has many ramifications.

I am sure you are aware th at the effort against smallpox has been 
successful and th at smallpox virtually has been eradicated as a result 
of past AID programs and internationa l programs.

At one time, in the 1950s, it was felt tha t malaria  could be eradicated 
the same way. In fact, in 1958 when Eisenhower was in Ind ia on a 
visit he said tha t we would eradicate malaria  in India. Scientific 
knowledge moves on and it now becomes clear tha t malaria  probably 
will never be eradicated. One of the problems is that  malaria  is h ar­
bored in certain monkey populations which then retransmit the dis­
ease to people. That was not completely understood in the 1950s.

The second part  of this problem is th at because people travel be­
tween one country and another, because the borders are such tha t the 
people move across them, malaria can be harbored in a neighboring
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country. In this particular case Nepal never undertook the same kind 
of program that  Ind ia did, so tha t the malar ia kept being reintroduced.

At the  same time, India  did reduce its m alaria efforts very subs tan­
tially  as a result of the success of a vigorous program; but as with other 
countries—and India is not alone in this—as malaria comes under con­
trol, people get lax. Just as in this  country, for example, we are finding 
tha t some very substantial port ion of the popula tion is not innoculated 
against polio at this point.

Mr. G illigan. Forty percent of the American school children.
Mr. Sullivan. There have been scientific advances which let us 

know now tha t we probably will never eradicate malaria and t ha t the 
best we can hope to do is to control it in those countries where i t is 
endemic.

Mr. L ong. Mr. Young, it is well afte r twelve o’clock. We have prob­
ably used up our time. Perhaps  I could summarize at least what my 
position is on this.

I think there are vast resources in India itself to deal with these 
problems in relation to the small amount of money we are being asked 
to give. In defense alone they are spending $3.5 billion annually. We 
are spending too much on defense, but we have a problem of survival. 
I don’t think  any American disputes the fact that  we are spending 
the money out of fear and so is the Soviet Union. Each one feels that 
we are the target of an all-out nuclear war.

I don’t know that India has to worry about that. This is more of a 
problem of defense against a smaller country next door, or agains t 
losing a li ttle land on the perimeter of the country, which would hu rt 
thei r feelings and their  pride and all tha t but would not destroy India 
itself. As a matte r of fact, anybody who wanted to conquer Indi a 
would be the biggest fool in the world. He would be captu ring  the 
biggest headaches the  world has ever seen.

So there is a great deal of welfare. They are spending a quarter 
of a billion dollars a year on nuclear capaci ty. Now we have tried  to 
get them to sign the nuclear nonpro liferation trea ty; they refuse to 
do it; they want us to give them the fuel. We are apparently  proposing 
to give them the fuel al though it is scaring the blazes out o f Pakistan  
next door, because no matter what Mr. Desai says, the Pakistanis 
feel that  this  is a stepping stone to nuclear weaponry and they are 
scared and they want nuclear power. Once Pakis tan gets nuclear 
power, the  whole thing  will be out of political control because each 
one will suspect the other of the worst, and they will both want 
nuclear weaponry, and you can predict tha t about as safely as you 
can predict anything.

They could tax more of their  wealthy people, as has been brought 
out. I don’t think,  in other words, tha t there is any lack of money 
if they want to make a start on the kind of problems you are talk ing 
about. But let me say further that I am not convinced yet—because 
I have been burned too many times, and maybe I have just gotten 
unduly cynical—I am not convinced yet tha t there is a real, earnest 
desire to help their  poor people.

I would want to be sure that  these projects are really going to 
the poor people. That, I think,  could be perhaps dealt with in
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some small  way at leas t by a tr ip  by th is committ ee to In di a,  and I 
would propose  t ha t we p ut off a ny approv al of th is pro gra m in In di a 
un til  the  su bcommittee  has had  a chance to go to In di a,  possibly af te r 
the  elect ion, in November or  December , whenever we ge t a chan ce, to  
take a look and see w hat  the prog rams are  and  see i f we ca n get  some 
fee ling  as  to  wh eth er ther e is rea lly  an ear nes t, sincere des ire to rea lly  
pu t In di a in a new dire ctio n of  foreig n aid , ins tead of  just more  of 
the  same thing .

Th at is my own feeling.
Mr. McH ugh ?

E xcess Grain

Mr. McH ugh . Mr. Ch airma n, I would j us t like to be clear in my own 
min d on the question which seems to be at the  h ea rt  o f your  concerns 
and Mr. Yo ung’s, cer tainly . Wh y does In di a have  thi s excess of gr ain 
and why is it  ex po rti ng  the  grain  when  it  has  so man y poo r peop le?

As I un de rst an d your arg um ent, Gover nor, it is, firs t of all,  th at  
man y of  th e poo r people in the coun try  do no t h ave  th e means  to  p ur­
chase the  gr ai n;  the refore , the  In dian  Governme nt has  made a new 
commitm ent of  $40 bill ion over five years to  p rov ide  employment and 
the  economic whe rew itha l to enable thes e people to pur cha se gr ain 
and  othe r food in the normal  way.

Secondly, with respect to sto rag e, In di a' s sto rag e cap aci ty has  been 
complete ly used; the ref ore, when it  h as a su rplus such  as i t does now, 
the re is no place t o stor e g ra in  wit hout it  being  lost to  roden ts or  othe r 
pests. In  addit ion  to the first reason, then , th at  is anoth er reason  w hy 
some of  th is gr ain is shippe d abroad . Am I cor rec t?

Mr. Gilligan . Th at  is righ t.
Mr. McH ugh . Am I missing  an ythi ng  in  your  arg um ent?
Mr. G illigan . No, sir. I th ink th at  is essent ially it.
W ha t we are sayin g is that  th is  eno rmo us country  of  630 mil lion  

people, which h as been p lagu ed fo r ce ntu ries with problem s of  poverty , 
the  d ire st  p overty on earth , is m aking  in ou r jud gm ent, un de r its  new 
free ly e lected go vernment  a d ete rmine d effort to tack le these pro blems ; 
th at  the y h aven 't solved all th ei r p roblems by t his  tim e is qu ite eviden t 
to anyone who tak es a look at  th e situa tion.

We are sati sfied af te r exte nded conversations wi th the represen ta­
tive s of the In di an  Gov ernment th at there is a real de termina tion 
the re,  not ju st  because of the rhetor ic or  because we have  looked  a t the 
bud get  figures, bu t we have looked at th ei r pla ns  and  p rog ram s.

Mr. McH ugh . H ow firm a com mitment  is thei r Five -Y ear Pl an , 
which you  ha ve pre sen ted  and w hich we are  asked to accept as a  sign  of  
good fa ith  co mm itment  on the pa rt of the  government? I t  seems to  me, 
based on  the figu res you have given us, th at  t he re  is a  change  of  policy, 
a change o f co mmitment.  T her e is  a r edu ction in defense spend ing  over 
a perio d of t ime . T here is a signi fica nt increase , as  I rea d the  figures, in 
what the gover nm ent  is prepare d to do to allocate  its  resources t o the  
prob lems which  we are a ll concerned abou t.

How firm a commitment is t ha t ?
Mr. G illig an . I th in k so fa r as the  prime  mi nis ter  and his  cab ine t 

and  his major ity  wi thin the  Congress is concerned, it is a very firm 
commitm ent. Obv iously,  thei r leg islative body , as ou r own, has  the  
rig ht  and  t he  a utho rit y to review th ei r bu dg eta ry  c ommitments  on  an
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annual basis and to shift  them if they think  they are inappropria te at 
any tim e; but I sincerely believe that as long as the Desai government 
is in power this will be the major  thrus t of th eir administration , and 
I expect to see it go down that road, and I would like to see our own 
Government encourage and assist them in that  effort.

Mr. Mc H ugh . Governor, let me ask you another question w ith re­
spect to the Chairm an’s suggestion tha t we defer action on this pro­
posal until a fter we have had an opportunity  to vis it Ind ia.

What  problems, if  any, would tha t pose for  these programs which 
you have proposed?

Mr. Gilligan. There  would be some problems, in tha t, I think, my 
own visit and that of Mr. Sullivan to India  in January, the statements 
tha t President Carte r made on the occasion of his visit a few weeks 
earlier, conversations that were held both in Ind ian and in this  country 
on the occasion of the prime minis ter’s vis it here, have indicated that 
the United States was ready to come forward with some degree of alac­
rity and join in this effort to meet these problems.

I think  for the United States now, at this  cri tical moment, to back 
away and say what we would have to say, tha t we don’t know that we 
have any faith , tha t we don’t know that  Mr. Desai, who has  visited 
here and made these statements, is a man of his word. I don’t know 
whether th at creates the kind of atmosphere in which we could hope 
to have useful and fru itfu l relations with tha t country.

It  has been said by the Chairman and others here today tha t the 
amount of money tha t we are talking about committing is relatively 
minor, compared to the expenditures of the Indian Government. Never 
mind the expenditures of this Government. I think  we and our na­
tional interest would be far better served by making that commitment 
promptly, and then having the  committee and other Members of Con­
gress, if they are pleased to do so, go to India, review the programs,  
visit the site of the programs, get a better understanding of exactly 
what is involved, and go forward on th at kind of a good faith basis, 
rather than expressing skepticism and doubt a t the very outset of our 
new relationship.

Mr. Mc Hugh . Thank you, Governor.
Mr. Chairman, I share many of the concerns which you and Mr. 

Young have expressed and I  think they are legitimate concerns. P er­
haps because I am new and don’t have the background of your years 
here, I am willing to take the risk the Governor is asking us to take. I 
suppose it is a modest one, given our commitment in the past, the fact 
tha t the Indian Government has shown some pre liminary indications  
of good fai th, and the fact tha t we have an adminis tration today tha t 
is committed to the same goals they are, I think.

Mr. Long. I think  this is a question of judgment, and let me say 
about the gentleman from New York, there hasn’t been anybody on 
this side of the committee who has been more faithful in his attendance 
and has done a better job doing his homework or has asked more intel­
ligent or searching questions than  Mr. McHugh, the gentleman from 
New York.

Mr. Mc Hugh . Thank you.
Mr. Long. My feeling is tha t we are not launching just a one-year 

program but a multi-year program, and once you sta rt these programs 
it is not easy to tu rn them off. The next thing you a re told  is tha t you
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are going to be wasting a lot of money. I just don’t know what this 
committee is for, Governor, if we are supposed to just take the word of 
the President or Mr. Desai or anybody else.

I would hesitate to launch us on a long-term program and say, “So 
we started  i t ; now we can’t stop it.” I would p refer  that  we go over 
there and take a look. That is what th is A ppropriations Committee is 
for. Our job is to take a second look, not to take somebody else’s word.

Mr. Gilligan. Mr. Chairman, with all respect, Mr. Sullivan has a 
point to make tha t I  th ink deserves your attention as to what it would 
mean to follow up on the question asked earlier  by Mr. McHugh, what 
it would mean if  we did not go forward during the current calendar 
year with the proposal that  we have committed here. %Mr. Sullivan. As you know, Mr. Chairman, the funds for th is pro­
gram are appropria ted on an annual basis. So that  if this program 
were delayed until after the U.S. election, the funds for th is program 
would be lost. We would have to start  over.

In addition to that, under the CLUSA oil seeds project, we need to 
sign an agreement for  the Indian  farmers  to study our techniques.
They must come here bv August 11. I f we delay, the program will be 
set back a year because they have to come durin g th at part  of the h ar­
vest.

Secondly, the malar ia program would have to be signed, as a result 
of the Indian Government needing to know and for us internal rea­
sons of fiscal control, probably by the 31st of August.

Finally , in the case of the Gujarat irriga tion project, we are in this I
with the World Bank and they need to go ahead shortly.

So if AID does not go ahead at  th is time, then the entire fiscal ’78 
program would not be possible.

Mr. Long. I thought you said the World Bank would go ahead?
Mr. Sullivan. They would go ahead with the portion of the project 

they propose to fund. What would be lost would be the portion of a 
proiect we have nicked up, for which the Indians have allocated an 
additional $15 million of their own funds.

Mr. Long. I would be willing to meet them halfway, that is, approve 
the malaria control and the science and technology for rural  develop­
ment which I  unders tand is a lig ht capital technology program. But, 
hold up the medium irrigation program until we have had a chance 
to go and see who would benefit. That would be my own feeling of com­
promise.

Purchase of Rupees
*Mr. Young. On that  irr igation project, le t me ask a question. I was 

going to submit this but since we are back on the subject, and let me 
say I want to join in with the chairman in his complimentary com­
ments on Mr. McHugh. He has done a great job of inquiring  and also * ;being patient with us.

My question is : On this $30 million irriga tion project, isn’t it true 
that our funds are going to be used for the Ind ians  to purchase foreign 
currency ? Isn’t that the mechanical way ?

Mr. Sullivan. There is a purchase of foreign currencies, yes, sir.
Mr. Young. Isn ’t tha t different from our usual AID approach?
Mr. Sullivan. No, Mr. Young. With the  enactment of the 1973 New 

Directions legislation, trying to reach more d irectly to the poor, AID
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has moved from the import of commodities increasingly to  the  kinds 
of programs which require the purchase of local currencies in the 
countries in which we operate.

Speaking for the Asia area, I think there is not a single country 
program in which there are not such purchases of local currencies.

Mr. Young. How  many rupees did we own in India  that we recently 
just wrote off, gave back to them very recently ?

Mr. L ong. The present U.S. holdings of rupee is $800 million or 
12 times the sum of money they are asking for in all the programs here.

Mr. Young. Didn’t we write off $2.2 billion worth of rupees we al­
ready owned there and now we are going to buy $49 million more ? I 
have a difficult time with this.

Mr. L ong. You have raised a very interesting point. We hold $800 
million in rupees. Their problem is not one of foreign exchange be­
cause it is my understanding tha t they have a $5 billion surplus which 
makes them a lot better off than we are. Why couldn’t we simply make 
them a present of $60 million worth of rupees which we own andwhich 
they don’t need for their foreign exchange problem and not give 
appropriated funds?

Mr. Sullivan. In  this case there is no real resource trans fer to the  
Indian Government in tha t situation.

Mr. L ong. But they don’t need the tran sfer  of money because they 
have a $5 billion exchange surplus.

Mr. Sullivan. The  second point I was going to make is tha t of that 
amount of money in rupees, most of the funds has been designated for 
specific uses of the United States Government.

Mr. L ong. You mean there is no $60 million of rupees which has 
not been allocated?

Mr. Sullivan. There probably would be, but the funds can only be 
used by mutual agreement with the Government, of India . Since use 
of these currencies would not qualify  as aid, we would not ask for 
Indian Government currencies to use them in their  official development 
program, nor would we expect them to agree.

Mr. Young. What  about the $2.2 billion we wrote off? We gave it 
back to them.

Mr. Gilligan. We wrote it off. It  is gone.
Mr. Young. We wrote it off and now we are going to be buying 

some more.
Mr. Sullivan. Mr. Young, in the FY  76 A.I.D. appropria tion act 

the Congress asked for a program using some of those rupees for the 
John  McCormack Hospital, a private hospital. We have provided 
those and tha t has gone forward. As par t of tha t arrangem ent, the 
Indian Government has asked us to use some of those rupees for 
indigent patient care in other private hospitals.

Mr. L ong. Why don’t we give them permission to use them for 
malaria control?

Mr. Sullivan. Because we are financing U.S. commodities, not local 
currency costs and because it would not be aid for their  official devel­
opment program.

Mr. L ong. Well, we have to answer a quorum call. This is not a 
formal vote anvwav because they  don’t need legal determination by 
this subcommittee. So I would suggest th at we close the meeting now 
and we will insert certain questions for the record. We can talk this
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over amo ng ourselves ei th er  by  tele phone or  otherwise and  make  our 
decision about how we proceed on it.

Is  th at  sa tis fac tor y to  the committee?
Very well, the  com mit tee is ad jou rne d. Tha nk  you very  much , Governo r.

Questions and Answers for the Record 
Mr. Long. The pro ject  A.I.D. proposes to finance are as fol low s:

Fisca l yea r:
Application of science and technology for rura l development____ $2, 000, 000Gu jarat medium irr iga tio n_______________________________  30, 000, 000Mala ria cont rol_________________________________________  28, 000, 000_________

T o ta l_______________________________________________  60,000,000
Governor Gilligan. That is correct.
Mr. Long. H ow can you be sure the cur ren t Government of India  is any more committed to  help ing the poor than  the pa st Government? What specific examples *can you give us that  prove they have this commitm ent? (Land reform, number  of people owning the ir own land, average size of land  ownership, etc., with comparisons from two or three years  ago.)
Governor Gilligan. The new Government of Ind ia is put ting  very high prior­ity on agriculture  and rura l development. On February  28, 1978, the Ja na ta  Pa rty  Government announced the first budge t it prep ared  since taking over las t yea r from the Congress Party . The new budget is aimed at  sharply increasing investments in rura l projects  to provide jobs for the unemployed. Of the  tota l FY 1978-79 annual Plan, Rs. 29.2 billion, equivale nt to $3.4 billion or 25%, has been allocated to agr icu lture and allied programs such as irrig ation  and flood control, compared to Rs. 23.0 billion in FY 1977-78. Significant increases are  projec ted for dairy development, small scale indu strie s, rura l roads, rural  elec­trifica tion, and water  supplies. Various excise dut ies have been reduced to pro­mote small scale manufacturing units. Annual Plan expe nditu res in FY 1978-79 for  heal th and welfare  are projected at  Rs. 3.9 billion, compared to Rs. 2.8 billion in FY 1977-78.
In thei r new five yea r plan, high government officials have  publicly announced  an inte nt to incre ase the amount of irr iga ted  land  by 17 million hecta res, to decen tralize and strengthen  planning at  the gra ss roots  level, to increase re­search in high-yielding seeds, to expand  cottage industries  through a package of credit , q uali ty control, marketing network, and other provisions, and to double power genera tion over th e next five years.
The Reserve Bank  of India has issued inst ructions requ iring commercial banks to raise the ir investments in the  rura l sector, for example, for every new branch bank opened in an urban area, three  r ural  branches must be opened, and a mini­mum of one-thi rd of all commercial bank lending must be made to the agricul­tu re /rur al  sector
Mr. Long. What evidence do you have that  Ind ia is shifting away from mili­tary  and heavy industry programs toward village development?Governor Gilligan. Among other indications of this shif t, changes in allo­catio ns from the Fifth  to the  Sixth Five Year Plan are  especially  notable. For  ’example, the budget for small scale and cottage indust ries  is 14.1 billion rupees  in the  new plan versus 5.1 billion in the old pl an ; the new rural roads budget  is 10.95 billion rupees compared  to 2.0 billion in the las t plan; and 2 million ru ra l pump sets will be electrified during the  Sixth Plan  versus  900,000 in the Fi fth  Plan. *Mr. Long. Wha t are  India ’s current defense expendi tures and how do they compare to past years?
Governor Gilligan. In recent years, although mil itar y expenditu res have in­creased absolutely, they have remained rela tive ly constan t as a percentage of GNP—at approximately  3.4%. At the same time they have declined as a per­centage of tota l central  government expenditures. Proport iona tely more funds have, therefore, been ava ilab le for development purposes in the pas t two years.I have a table which I will be pleased to subm it for the record. (The table fol low s:)
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I N D I A ’ S D E F E N S E B U D G E T •

1 9 7 6 - 7 7
b u d g et

1 9 7 6- 7 7
r e vi s e d

1 9 7 7- 7 8
b u d g et

1 9 7 8 - 7 9
b u d g et

D ef e n s e................................ ................. ....................   2, 9 9 3 3, 0 7 7 3, 2 3 7 3, 4 7 1
P er c e nt of t ot a l e x p e n dit u r e s. ......................... ..................  1 9 . 6 1 8 . 6 1 6 . 8 1 6 . 0P er c e nt of G N P........................................................... .................... 3 . 4 3 . 3 3 . 2 3 . 3

1 All a m o u nt s ar e  i n d oll ar milli o n s  c o n v ert e d at R s 8. 5 9 e q ui l s $ 1. 0 0.

Mr. L o n g . C a n y o u gi v e us t h e s a m e i nf or m ati o n f or h e a v y i n d ustr y a n d i n­
fr astr u c t ur e pr o gr a ms ?

G o v er nor G i l li g a n. Y es, I h a v e a t a bl e s h o wi n g t h at i nf or m ati o n. ( T h e t a bl e 
f oll o ws.)

E X P E N DI T U R E S O F T H E  D E P A R T M E N T O F H E A V Y  I N D U S T R I E S  I N T H E M I N I S T R Y O F I N D U S T R Y 1

1 9 7 6- 7 7  1 9 7 6 - 7 7   1 9 7 7 - 7 8
b u d g et  r e vi s e d b u d g et

H e a v y  i n d u s tri e s..................................................... ........................................ .............
P er c e nt of t ot al e x p e n dit u r e s. .............................................. ..................................
P er c e nt o f G N P ...............................................................................................................

1 0 4
0 . 7

0. 1 0

1 4 2
0 . 8

0 . 1 4

1 4 5
0 . 8

0 . 1 4

1 All a m o u nt s ar e  i n milli o n s of d oll ar s c o n v e rt e d at R s, 8. 5 0 e q u al s $ 1.

T h e G OI h as i n di c at e d t h a t i t will pl a c e l ess e m p h asis o n h e a v y i n d ustr y, p ar­
ti c ul arl y c a pit al i nt e nsi v e pl a nts, s u c h as p etr o c h e mi c als. H o w e ver, i n cr e as e d 
p u bli c s e ct or i n v est m e nt is c o nt e m pl at e d f o r p o w er g e n er at ors, al u mi n u m, m aj or 
e n gi n e eri n g i n d ustri es, f or e x a m ple, str u ct ur al m at eri als a n d, t o a l ess er e xt e nt, 
st e el. A n ot h er i n di c ati o n of t h e G OI d e- e m p h asis o n h e a v y i n d ustr y i n v est m e nt 
is t h e f a ct t h a t t h e S o vi et U nio n, w hi c h i n t h e p ast h as f o c use d its ai d t o I n di a 
o n h e a v y i n d ustr y, d o es n ot n o w h a v e a n y n e w’ ai d pr oj e cts u n d e r dis c ussi o n w’it h 
I n di a.

W e als o h a v e a n esti m at e of r e c e nt i nfr a str u c t ur e e x p e n dit ur es i n a n ot h er 
t a bl e I will pr o vi d e f or t h e r e c or d. W e h a v e h a d t o gr o u p v ari o us c o m p o ne nts 
s o m e w h at ar bitr aril y a n d t h er e is s o m e o v erl a p pi n g, p arti c u l arl y i n t h e c at e g or y 
of irri g ati o n a n d p o w er. ( T h e t a bl e f oll o w’s.) It s h o ul d b e n ot e d t h at m u c h of t his 
i n v est m e nt is dir e ctl y d e v ote d t o t h e a gri c u lt ur al a n d s m all i n d ustr y s e ct ors.

I N F R A S T R U C T U R E  E X P E N D I T U R E S 1

1 9 7 6- 7 7  1 9 7 6 - 7 7   1 9 7 7 - 7 8
b u d g e t  r e vi s e d  b u d g et

I nfr a st r u ct u r e t o t a l....

Tr a n s p ort a n d c o m m u ni c a ti o n
R ail w a y s _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _
P o st s a n d t el e g r a p h _ _ _ _ _ _ _ _ _
Irr i g a ti o n a n d p o w e r.................

P er c e nt of t ot al e x p e n d it u r e ..  
P er c e nt of G N P...........................

9 0 2 8 5 1 1, 0 4 8

2 9 3 2 7 6 2 9 2
3 0 6 3 0 5 3 5 9

1 6 2 0 4 9
2 8 7 2 5 0 3 4 8

5 . 9 5 . 1 5 . 8
1 . 0 1 . 0 1. 1

1 All a m o u nt s ar e  i n milli o n s of d oll ar s c o n v e rt e d at R s 8. 5 0 e q u al s $ 1.

Mr. L o n g . W h at ar e t h e y s p e n di n g f or n u cl e ar t e c h n ol o gi es ? 
G o v er n or G i l li g a n. W e h a v e t h at d at a, als o. ( T a bl e f oll o ws.)

3 1 - 1 5 7 0  - 7 8 - 6
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NUCLEAR EX PE ND ITUR ES '

197 6-77 197 6-77 1977-78
budget revised budget

Nuclear to ta l..................................................................................................... 266  251 272
Atomic energy R. & D ....................... ..................................................... ...................  155
Nuclear power pro jects.................. .............. ............ ........ ..............................i l l

149
102

164
108

Percent of total expenditures 
Percent of GNP.........................

1 .7  1 .5  1 .5
.3  .3  .3

1 All amounts are in millions of dollars  converted at Rs 8.50 equals $1.

Mr. Long. You plan a $30,000,000 medium irr iga tion pro ject in FY 1978. IIow does this directly benefit the poor people of India 7 *Governor Gilligan. Fir st,  let  me say that  the farmers in the project area are  currently operating  at  subsistence levels, earn ing a net annu al income of $45 to $105 per  person, which .is poor by almos t anyone’s standard s. The bene­fits of irrigation in this Gu jar at irrigation project will include increased farm income, increased employment  for landless laborers, increased food avai lable  (o poor consumers, and decreased risk of drought. Specifically, with the  irr iga­tion benefit of the projec t, the number of farm s below the $150 annu al per cap ita  poverty line will decrease dram atica lly from 94% to 35% of tota l farm s in the  projec t impact area . The proportion above the  $150 average will increase from 6% to 65%. Fur thermore, the unique technical fea tur e of the  project— extending lined cana ls to the eight hecta re level—will help to assure  access to irrigation water for the  re'a tive ly poorer farms located at  the end of the wa ter  courses. Thus, the rela tive  impact would be to reduce, not exaggerate,  income disp arit ies in the project area.
Mr. Long. What does “medium” mean?
Governor Gilligan. The term  “medium” is used here  for projects  that  will irr igate  2,000 to 12,000 hec tares from small tanks or medium sized reservoirs.The distinction is draw n aga ins t “major” irrigat ion  using large  dams and very larg e irrig ation  areas and aga ins t “minor” irrigat ion  facil ities , such as tube- wells, which can service only a few farms.
Mr. Long. I s thi s your answ er to  light capital technology ?
Governor Gilligan. No. This  is our answer to the  most critic al agr icu ltural  need in Gujara t, India , which is reliable wa ter supply.
Mr. Long. What  is the median s ize of a small fa rm in India?
Governor Gilligan. We don’t have precise  da ta on the  median size of small farms  in India . The  median size of all farm s is slightly below one hectare (2.5 acres ).
Mr. Long. Does the small farmer make up the ma jor ity  of farm ers in Ind ia?Governor  Gilligan. Yes, the  Government of Ind ia classifies farm s of two hec tares (five acres ) or less as small or ma rginal; farms below two hectares  made up 69.6% of the holdings (49 million hold ings), and the median size for these was probably in the  one to 1.5 acre range.
Mr. Long. What is the  median size of the farm s that  will directly benefit from thi s irr igat ion project?
Governor Gilligan. The median  size of farm  holdings in the project areas is «expected  to be between one and 1.5 acres.
Mr. Long. Will this irr iga tion projec t raise the value of the land to a level where the poor can’t buy it or encourage the poor to sell the ir land to make a quick profit? Wha t assurance  can you give the  committee that  some large  land- owners will not try  to control the water made available by the project and buy tup th e land held by th e poor?
Governor Gilligan. Past experience sugges ts that  the value of land will rise  substan tial ly as a result  of irrig ation , but small and marg inal farm ers who
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otherw ise might lie forced to sell because of low product ivity  and occasional droughts  now will be able to make acceptable incomes on a secure basis. Land, especially irrigated land, is too prized a commodity to sell un’ess forced, and irrigat ion  protects  small farmers from being forced to sell by low yields  and drought.

Mr. Long. What facto rs are  built  into the project which would prevent the powerful landowners from buying up the land or reaping the ma jor  profi ts for this  project?  Are there any laws in Ind ia that  would prevent this from hap­pening ?
Governor  Gilligan. The Indian system up to now has been successful in al­locating and dist ribu ting  water with out  monopoly control  by a few of the  well- to-do. The water  and dist ribu tion  is controlled by the Government. There are laws which limit the size of the ho'dings. Upper limits are  lower  for irr iga ted  than for unirrigated land. Therefore, farm ers  who previously were just below the limit for uni rrig ated land will have to divide  or sell some of their  land.Mr. Long. Will any of the  $60 million  program be used to purchase  rupees, considering that  present U.S. holding  of rupees  is about $800 million?Governor Gilligan. Yes, half of that  amount will be devoted to local cost elements of the Gu jar at irrigat ion  project and will, therefore, involve the  ex­change of  doHars for  local currency within In dia.
Mr. Long. Can you provide the committee with deta ils on the  need to pur ­chase local currencies for the irrigat ion  project?  And why can’t we use U.S.- owned rupees? And what will the  IDA pa rt be used for—to purchase rupees?Governor Gilligan. Yes, we have  that  information. The Gu jara t medium ir ­riga tion  project will finance construct ion of irrigat ion  works such as small reservoirs  and canals, which rely on supplies  and labor  almost ent irely from the local marke t instead  of from imports . Both IDA and A.I.D. fund s will thu s go toward local cos ts; the only foreign  exchange costs will be $500,000 in sho rt­term consult ant services to help establish  a river-guaging network, and they will be funded by IDA.
The use of $30 million of excess rupees held by the U.S. Treas ury  to finance these local costs wou’d not result  in any real  resource  tra nsfer from the  United States to India  and could not be considered aid.
On the  othe r hand, when A.I.D. dollars are  used to purchase  local currency to finance these  costs, the recip ient government can use the doll ars to buy U.S. good and services. It  is this claim again st the  United States economy t ha t repre­sents  the rea l resource tr ans fer.
Furtherm ore,  in accordance with our  agreement with the  Indians,  it  is our intent ion to use these  rupees over the nex t nine or ten year s for other activ ities , such a s :
—Official USG expenditures  in Ind ia
—Official int ern ational transp ortation
—Contribu tions  to  inte rna tional  organiza tions
—P.L. 480 ocean fre ight and po rt charges.
These kinds of expe nditu res are covered by our agreement with  the Govern­ment of India . Any new uses, such as financing local costs for the  Gu jar at ir ri ­gation projec t, would requ ire Government of Ind ia concurrence. We do not intend  to ask for thi s concurrence for such official development expendi tures nor would we expect to obtain  it  because no foreign  assi stance would be involved.I would also like  to point out that  A.I.D.’s new direc tions programs  to benefit the rur al poor often call for financing such local currency costs. Improved heal th care, bet ter irrigat ion  facili ties, and more schools usual ly mean local currency expenditures. A.I.D. finances such costs  throughout  the  world.Mr. Long. You also plan to ini tia te a ma lar ia control program. If  I am not mistaken , we had a large malaria control program in Ind ia in the  1960s, and it was virtually  b rought u nder control.
Governor Gilligan. That is correc t. The Agency assisted  India in a malaria  control and erad icat ion program from 1953 to 1963. This  program successfu lly reduced malar ia incidence from about 75 million cases a yea r and 750,000 death s to about 100,000 cases per  year w ith no recorded  deaths.
This amounted to a reduct ion of ma lar ia in the order of 99% over a period  of 10 years at  an average cost (1960 prices) of less than one cup of coffee per  person per  year. This  program was the  l argest malaria campaign ever  a ttem pted  and was one of the most successful.
Mr. Long. Why h as t here been a resurgence of  malaria?
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Governor Gilligan. The reasons for the  resurgence of malar ia are complex. 
Pa rt of the explanat ion lies in the overwhelming success of the program in 
reducing malaria from the number  one disease problem in India to rela tive  ins ig­
nificance which led to a corresponding reduc tion in budget and personnel. Othe r 
contr ibuting factors, which varied from sta te to sta te, included the following 
prob lems:

1. Lack of adequate he alth  services to maintain  the gains  made ;
2. Fai lure  of health services to gra nt high enough prio rity  to vigilance a gain st 

return  of m al ar ia ;
3. Short supply and untimely receipt  of imported insectic ides and ant i-malaria 

drug s;
4. Migratory habi ts of the population in cer tain s ta te s;
5. Mosquito vector r esis tanc e to the insect icid es;
6. Non-implementation of urban malaria  cont rol m easur es;
7. Inadequate financia l resources  and technically tra ined manpower ; and
8. Diversion of resources from the malar ia program because of the wa r with 

Pakistan.
Mr. Long. Is this an example  of how the Ind ian Government is unable  to con­

duct  the ir inte rna l a ffai rs with  any sor t of efficiency?
Governor Gilligan. This  is not a question of efficiency but of realizing  that  

malaria canno t be erad icated, although it can be controlled. The Indians, with 
the assistance of the World Health Organization (WHO), have revised the ir 
malaria stra tegy  to put  the  emphasis  on selective control of the  disease. The 
Modified Plan of Operations  reclassifies the ent ire country on the  basis  of inci­
dence of the disease and allocates resources accordingly. Additional technical 
personnel have been assigned to the program.

Mr. Long. How can we be sure the Government is capable  of using our  assist­
ance in a useful manner?

Governor Gilligan. The Government of India has allocated 75% of its  national 
heal th budget to the malar ia control program. In addi tion, the sta tes  a re provid­
ing fu rther budge tary and manpower support  for  thi s effort.

A.I.D. will contribute U.S. produced insectic ides, larvic iding agents , anti-  
malarial drugs, and power sprayers  to the  effort unt il the Government of India 
can increase its  own produc tion capacity. Other donors include World Health 
Organiza tion, the  United  Nations Intern ational Children’s Emergency Fund, and 
the United Nations Inte rna tional  Development Organization.

Mr. Long. By fa r the major part of the $28 million request for malaria control  
will be used to purchase  mala thion  and DDT. Are these  insecticides still  widely 
used in the United  Sta tes?  W hat safeguards are  taken to insure that  the insec ti­
cides are  properly used and that  acciden ts are cu t to a minimum?

Governor Gilligan. DDT no longer is used in the United  States . However, for 
combating malaria , DDT is the least  toxic and least expensive of a ll insecticides. 
Moreover, where it is s till effective, DDT stil l is considered  the most app ropriate 
weapon for combating the  disease. On the other hand,  malathion stil l is being 
used in the United States and is effective where mosquitoes are  re sis tan t to DDT.

Measures for the proper care and handling of these  insecticides are  bui lt into 
each project . The Government of India ensu res th at  insectic ide handler s use 
special protec tive clothing and have properly functioning equipment. Addit ion­
ally, malaria contro l personnel are  trained  in the  proper handl ing of insecticides 
and are  made aw are  of the d angers associated  with the ir use.

In line with  WHO and A.I.D. specifications, the GOI maintains str ic t quality  
control over insectic ides procured  for the  malaria contro l program to ensure 
proper formulation, and adeq uate  and  safe  storage. The GOI also is required 
to as sist  in prepar ing  an assessm ent of  the  malaria control p rojec t on th e environ­
ment. These findings will be incorporated into  the program, and we will con­
duct annual eva luat ions of the project.

Mr. Long. What will be the tota l U.S. cont ribution to this malar ia control 
program?

Governor Gilligan. The United States is contributing $38 million over a two- 
year period to thi s emergency effort.

Mr. Long. Will all the  insectic ides and equipm ent be purchased in the  United  
States?

Governor Gilligan. Depending on ava ilab ility  of these commodities, all in­
secticides and equipm ent financed by the  U.S. cont ribut ion will be purchased 
in the United States.
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Mr. Long. What types of projects  will be funded under the  “Application of 
Science an d Technology to Rural Development?”

Governor Gilligan. Project act ivi ties  will include such things as  new appro­
priate  technologies for village level industry, fast growing tree s for  rural  energy, 
environmental  prese rvation, and sola r cells for  runn ing pumps in small-sca le 
irrigat ion  projects. As the prim ary considera tion,  projects  will be judged on the 
relevance of the concerned technology to imme diate  problems in rura l areas.

Mr. Long. Will thi s project be confined to liglit cap ital  technology projects?
Governor Gilligan. The activities will relate  to the development, produc tion, 

and testing of small and inexpensive units  t ha t could be used to serve indiv idual  
homes and villages.

Mr. Long. The Sena te also has a hold on the  obligations  for  the FY 1978 
Ind ia program. Will it be willing to l ift  i ts prohibitio n on the obligat ion of fu nds?

Governor Gilligan. Yes.
Mr. Long. Why do you need action  on the  FY 1978 Ind ia program now?
Governor Gilligan. A.I.D. has been discu ssing  with the Government of India 

for many months a $60 million program for  FY 1978. These  talk s were ini tia ted  
at  the request of the  Congress in the  Intern ational Development and Food 
Assistance Act of 1977. The Agency notified Congress on May 2, 1978, that  we 
proposed to proceed. We have delayed  obligations  two and  a hal f months at  the 
request of the House Appropria tions  Subcommittee.

We must  move forw ard  now (1) to enable the  Ind ians  to make  o rder ly plans 
for combating malaria , expanding irrigat ion, and promoting new technologies 
for the ru ra l poor, and (2) to permit  a team of Ind ian cooperativ e leaders to 
visi t the United Sta tes in August for tra ining  pr ior  to the Indian oilseed harvest.

Moreover, Section 102 of the  Appropr iations Act of 1978 provides th at  not 
more than 20% of any  item shall  he obligated during the  las t month of avail ­
ability. Our malaria proposal for Ind ia represe nts over 20% of the  hea lth ac­
count and we need to obligate  it before August 31. In planning  Agencywide 
targ ets  for the  food and nut riti on account,  we have also planned to obligate the 
Gu jarat Irr iga tion Project before August 31.

Mr. Long. You plan  to allocate $60 million to India in FY 1978 and  $90 mil­
lion in FY 1979. How large do you expect the  annual U.S. program to grow to 
in the next five years and what would be the larg est  annual  program you would 
ant icip ate  fo r Ind ia in the  ne ar future?

Governor Gilligan. A medium-te rm India stra tegy team has  completed its 
dr af t report with  recommendations for  aid levels through 1984. The  executive 
branch will review their  recommendations, taking into accoun t overa ll budget  
requi rements and priorities. It  is, there fore , premature to est imate  the size 
programs which may be proposed for Ind ia af te r FY 1979.

Mr. Long. How big a staff  do you plan  to loca te in India init iall y?
Governor Gilligan. The American staf f level is planned to be 10 fo r FY 1978 

and 15 for FY 1979.
Mr. Long. Wh at would be the maximum size of the staf f when the  program 

is in full swing?
Governor Gilligan. Beyond FY 1979, the  staf f level will depend very much 

on the type of program approved for  th e next  five years. Our object ive in staffing 
the  India Mission is to maintain  a small res iden t staff  cons isten t with  pru den t 
program management.

Mr. Long. What would be the annual costs to supp ort this staff in Ind ia when 
you include all costs (ope rating expenses) ?

Governor Gilligan. The cost would depend on the staffing level. For example, 
at  a level of 15 Americans and 55 local employees, the operational cost would 
be about $1.5 million at  current  pr ices.

Mr. Long. What are  your plans  for acqu iring  buildings,  housing, etc., in Ind ia?  
Do you plan to build ano ther large complex like  you did before or would you 
rent all the faciliti es?

Governor Gilligan. We plan to use existing Embassy space for  USAID offices 
and to rent  any add itional housing requi red. We have no plans  to build a large 
complex of building in New Delhi.

Mr. Long. When the United Staets was in Ind ia before, there was a gre at re ­
sentment towards us because they felt too dependent on our assistance. In addi­
tion, the Indians  bui lt up a large  debt burden on which they are  stil l paying. 
What is the size of the debt  India owes to the  United States and what is India’s 
tota l extern al debt?
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Governor Gilligan. T he size of the  debt  th at  Ind ia owes to the United Sta tes 
currently totals  $3.5 billion. Ind ia’s tot al ext ern al debt is estimated at  $11.7 
billion.

Mr. Long. Most of the  program funds you are  requesting for Ind ia will also 
be made on a loan basis. Will India  be ab le to repay these loans? In dolla rs? Or 
are  we going to st ar t accumulat ing large amounts  of rui>ees again?

Governor Gilligan. India is c learly  capab le of paying back dolla r loans made 
by the United States. In dia’s past record of debt repay ment has  been good. The 
Government of Ind ia wishes to mainta in its  very good c redi t rating in intern a­
tional financial markets . Fur ther, Ind ia' s ann ual  debt service, now runn ing 
around $826 million, including about $150 million to the United State s, is man­
ageable in the context of the country ’s growing exports  and foreign  exchange 
reserves. Debt service paytments ar e now only about 14% of expo rt earnings.

All futu re repayments of loans will be made in dollars, as the re are  no rupee- 
repayable loans outs tand ing,  and A.I.D. loans  are no longer made for repay­
ment in local currencies.

Mr. Long. Wh at are the  U.S. holdings of rupees at the present time?
Governor Gilligan. As of December 31, 1977, U.S. holdings of rupees were 

Rs. 6.7 billion, which is about $810 million at  an exchange  rat e of 8.5 rupees to 
one dollar . These rupees are  being drawn down steadily  through budgeted ex­
pend iture s on estab lished uses. Approximately  $59 million was utilized in FY 
1977. Our Embassy  in Ind ia estim ates fu ture  ann ual  usage of $70 to $90 million 
equivalent. If this rate is realized, the  c urr ent balance would be fully expended 
in nine or ten years, and  U.S. holdings of rupees would cease to be “excess” to 
normal req uirements in seven or eight years.

Mr. Long. Will the Ind ians still  feel resentment toward the United  Sta tes 
when we begin the A.I.D. program or do you think they will be gratefu l to us?

Governor Gilligan. Whether or not the Ind ians will resent a resumed bi­
latera l aid program depends in la rge pa rt on the type of program we have there . 
If  we follow the general stra tegy  we hope to pursue—conformity with  Ind ia's  
prio ritis , use of Indian inst itut ions and manpower, well-focused projects, small 
U.S. staff—there  should be a minimum of friction. Our aid program should be 
a fru itful and cooperative  enterpris e in the  economic development of India . 
When I was in India , officials expressed gra titude for  past  assis tance .

Mr. Long. I note you do not plan to begin a population planning program in 
India . Is this because the  Indian Government is not receptive  to population 
planning because of a backlash from the Ind iria Gandhi’s episode?

Governor Gilligan. The Government  of Ind ia is promoting an inte grated 
approach to hea lth and faflnily planning. They have requested U.S. Government 
involvement in thi s program, sta rtin g in 1980 or 1981. We were not involved in 
FY 1978 or FY 1979 due to the events  that  evolved as a resu lt of Mrs. Gandhi's  
actions.

Mr. Long. Is the  curre nt Government doing any thing at  all in the  field of 
population p lanning?

Governor Gilligan. Presently,  the GOI is eva luat ing and revising its  popu­
lation  and family planning approach. The Committee, I am sure, is aware  of 
the setback to Ind ia’s population program caused by the “back lash” aga inst the 
coercive measures employed in par t of India during the  emergency. However, the 
present Indian Government recently has  shown renewed awareness of the im­
plicat ions of the population growth problem. It  now’ appears  to be more willing 
to emphasize family planning measures .

The heal th min iste r—previously  ambivale nt on the family  planning pro­
gram—has made a stron g state men t in favor of reversed efforts. The Pres iden t 
of India  also specifically mentioned the  importance  of reviving the family pla n­
ning program in his opening speech to the budget session of Par liam ent,  a sta te­
ment prepared by the Cabinet. Such insta nces of high-level atte ntion cannot be 
regarded as a magic cure by any means. Clearly, an effective program will require 
much effort, sustained follow-up by officials a t all levels, and time. But  we are  
encouraged by these signs that  the Government is once again taking the problem 
seriously.

Moreover, two weeks of intensive family planning motiva tion and educat ion 
efforts organized by the states, the ann ual  Family Planning  For tnight, was 
continued this  year . Both Prime Minis ter Morarji R. Desai and Jaya  Prakash 
Nara in, a highly respected colleague of Mahatma Gandhi, appeared on telev i­
sion and spoke on radio  to endorse the  program.



85
The emphasis being given by the  presen t Government to improved inte gra ted  community-level hea lth delivery in the  long run may be the  key to effective, broad-scale family planning  advances. While the community hea lth  worker scheme, formerly launched las t October, has  and  will have many problem s and pitfalls  before it is fully  opera tiona l, we believe th at  it  is a move in the right direction.
Mr. Long. The United States has  provided over $9 billion in aid to Ind ia over the  years, and the population cont inues to grow at  enormous rate s. They stil l must  import large amounts of food and  food products,  and  they stil l have  great hea lth problems. How can you expect a new U.S. A.I.D. program to help when it has  not helped improve conditions in the past?
Governor Gilligan. Although economic growth has not been as rapid as >ve would like to  see it and there  are  fun dam enta l social and economic problems, India has  made impressive progress in  food produc tion and in industrial iza tion . It  also has  large  numbers of well educated people and estab lished  educa tion, resea rch, and adm inis trat ive  ins titu tion s which are  car rying out development program s. In fact, much has  been accomplished, and  U.S. a id contributed to these achieve­ments. GOI estimates show that  over the  pas t 20 years average life  expectance has  increased from 32 years to 51 years , the infan t mor tali ty rat e has  declined from 140 to 122 per thousand, and the population  growth rate has  decl ined from 2.4 to 2.0 percent. Moreover, the proportion of children enrolled  in primary schools has increased from 20 to 65 percent, and  the long-term growth tren d in foodgrain production has more than doubled, somewhat exceeding population growth.
There  are specific success stories which illus tra te that  progress has been made with assistance from the  United State s. The  genesis of the ir rur al electri fication  system and improvements in the agr icu lture univ ersi ty system, fer til ize r produc­tion and dist ribu tion  in the cooperative sector, and a wide var iety  of technical and resea rch ins titu tions are  examples of progress to which USAID has made significant, successful inputs  in the past.
Mr. Long. R eading  your justi ficat ions  sounds like the arguments put  for th 20 years ago for aid to Ind ia and that  noth ing has  changed. Do you real ly feel we can ever solve India’s problems un til it is ready to  fu lly commit i tse lf to the task? Even then, is th ere  any hope?
Governor Gn.Lic.AN. There  is hope for the futu re, but the problems are vas t and will not be solved overnight. It  i s undoubtedly a matt er  of decades. We agree  and the Ind ians fully acknowledge  that  the  major commitment must be thei rs. We believe the United Sta tes  and other donors can and should encourage Ind ian  efforts where  we can be helpful to incre ase their chances for success.

Questions and Answers for the Record

Mr. Young. How much Communist aid has  gone to Ind ia?  From which coun­trie s and in what amounts?
Governor Gtlligan. Communist countries’ loans and gra nts  to Ind ia are  as follows:

Calendar  Year 1954-77:
USSR -------------------------------------------------------------------------------1, 943. 0Eas tern  Europe____________________________________________  487. n

T o ta l-----------------------------------------------------------------------------  2,430.0
Mr. Young. How much multila tera l aid has  gone to Ind ia?  From which ins titu­tions and in w hat  amounts?
Governor Gilligan. M ultil ateral assi stance t ha t has  gone to India is as fo llows: 

(Fiscal years]

Transition
1976 quarter 1977 1946-77

Tota l.................................................. ..................................

IB RD...........................................................
IF C.......................................................................... .....................
ID A ...............................  ..............
UND P...................
Other U.N ............................... ..........................................................

91 0.2 80 896.4 7 ,0 30.4

21 0. 2 80 269 .0  1 ,9 92.2
6 .6  ............................ 51. 5

684.1 .............................  622.0  4 ,7 3 2 .0
9 . 3 .............................  5 .4  12 5.5

........................................................................... 12 9. 2



Mr. Young. H ow much bila tera l aid  has  gone to Ind ia?  From which programs 
and in wha t amounts?

Governor Gilligan. Non-communist bilate ral  assi stance that  h as gone to India  
is as follows:

OF FICIAL  DEVELOPMENT ASSISTANCE— BILATERAL GROSS DISBURSEMENT

Donor
Calendar year 

1975
Fiscal year 

1976
Calendar years 

1969-76

DAC COUNTR IES (EX CLUD ING UN ITE D STATES)

Tota l................................................................................................

United Kingdom _________ _______________________________
Germany....... ..............................................................................................
Japan_____________________________________________________
Canada.........................................................................................................
Swe den_______________________________________ __________ _
Netherlands................................................................................................
France..........................................................................................................
Oth er............................................................................................................

OPEC COUNTR IES  
To ta l.................................................................

I r a n . . . .  
Iraq ___
UAE_._.
Kuwa it.

828.9 77 3. 0 4, 5 05.2
151 .2 197 .5 1,1 25. 8
179 .6 168 .5 99 1.9
144 .8 140.0 734.2
109. 3 67. 0 69 4.5
85 .3 58 .6 23 7.5
58 .7 62 .2 23 3.1
39 .8 43 .1 21 3. 3
60 .2 36.1 27 4. 9

203.7 399.5 83 8.2

165.0 35 0.0 64 0.0
11 0.0

38 .7 31 .6 70 .3
17.9 17 .9

Mr. YoOng. What are  the cumulative tota ls for al l types of aid  to India, direct 
and indirect?

Governor Gilligan. Unfortuna tely, our da ta is for  somewhat  differing time 
periods. The cumulative tota ls for all types of aid to Ind ia are  as fol low s:

A. Total  U.S. A ssistance :
Fiscal year 1946-1977__________________________________________.$9, 457. 9

B. Total Official Development Assistance—Bila teral Gross Disbursem ents:
1. D.A.C. Countries  (excluding the United Sta tes)  :

Current year 1969-1976________________________________________$4, 505. 2
2. O.P.E.C Countr ies :

Current  year 1969-1976_________________________________________ $838. 2
C. To tal Intern ational Agencies Assistance—Commitments  :

Fisca l year 1^46-1977_____________________________ ____________ $7,030. 4
D. Total  Communis t Countries  Loans and G ran ts:

Current  year 1954-1977________________________________________ $2, 430. 0
Mr. Young. Ea rlier in the  year it was repo rted tha t Ind ian hea lth officials, con­

ceding that  the re has lieen a considerable slowdown in the ir bir th contro l cam­
paign, have pushed back by several years their  targ ets  for reducing the country ’s 
birth rate.  Yet, r ath er  tha n moving fo rward with an A.I.D. Population program, 
A.I.D. is going to help expand Ind ia’s agr icu lture production which is in such 
good shape that  Ind ia can afford to send food to Vietnam, Laos, and the  Soviet 
Union. Why?

Governor Gilligan. First , on popula tion, the  Ind ian  Government  did not re­
quest U.S. a ssis tance in its population and family planning  programs for FY 1978 
or FY 1979 due to the events that  evolved as a result  of Mrs. Gandhi’s coercive 
actions. But recently  the  Indian Government has begun to resume its population 
programs and even expressed possible intere st in our  involvement for  FY 1980 
or future  years.

Second, regarding our assis tance in agr icu lture production, despite the curre nt 
and tempora ry grain  sto rage problem—which is the pr imary motivation f or Ind ia’s 
recent export agreements—the long-term prospec ts are not very bright unless the
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Ind ian  farme r can dram atically  increas e his productivi ty. According to a recen t 
study  by the Int ern ational Food Policy Research Ins titu te,  Ind ia will account for 
about  50% of the tot al LDC food product ion by 1990 bu t will stil l have  to  import 
18 to 22 million tons of g rain, unless rat es of a gri cul tural growth increase. If  we 
could help the Indian farmer become even one-hal f as produc tive a s o ur American 
farmers, not only would India be able  to feed its  own millions in the  next decade 
but projected worldwide deficits would be wiped out. If  t he farme r could merely 
increase his product ion by 4% per year,  r athe r than  the current  2.5% growth rate , 
India could reduce the  projected food deficit by one-half.

Mr. Young. For  how long does A.I.D. plan to have a program in Ind ia?
Governor Gilligan. In dia 's development needs and our desire to provide a ssi st­

ance are clearly long-term programs.
Mr. Young. What will be the  es timated  annual size of thi s program?
Governor Gilligan. I cannot be very specific a t this time, but let me say now 

that  I am earnestly hoping for  a much larger program in India over the  ne xt five 
years compared  to the  fiscal yea r 1978 and fiscal year 1979 levels. The case is 
clear—in terms of potentia l growth in agr iculture, adm inistra tive capacity, long­
term commitment to the  rura l poor, and the  inescapable  fact that  50% of the poor 
in all  the  count ries we ass ist a re in India.

Mr. Young. What is the size of India’s extern al debt? How much is owed to 
commercial banks?

Governor Gilligan. Ind ia’s extern al debt outstan ding is about $11.7 billion. 
The amount held by commercial banks is so small that  ther e is lit tle  d ata  avail ­
able. I t is est imated to to tal $500 million a t most.

Mr. Young. How does the size of India’s debt  service compare  to its expo rt 
earn ings?

Governor Gilligan. According to World Bank stat istics, the Ind ian debt 
service ratio is 14.4%.

Mr. Young. Is India currently experiencing a trade deficit? How large is the 
surp lus?

Governor Gilligan. According to the  prel iminary estimates for FY 1977-78 
the most recent World Bank report , the  Ind ian  balance  of tra de  i s in deficit by 
$200 million.

Mr. Young. Has  the re been any debt  relief or debt rescheduling  for  India in 
recent years? In what years, in what amounts, and who par tici pated in the 
rescheduling?

Governor Gilligan. India has had some debt rescheduling almos t every year.  
In some instances, the  debt relie f is given in lieu of ad ditional foreign assistance, 
e.g., by Austria.

Debt rescheduling  for the las t three years is shown below. The United States 
has not parti cipated in these rescheduling activitie s.

Mil lions
1. A ust ri a__________________________________________________  $2. 8
2. Belgium _________________________________________________  4. 0
3. Denmark ________________________________________________  1.0
4. Fran ce _______________ ___________________________________  14. 0
5. Germany ________________________________________________  67.5
6. Japan ___________________________________________________  41.0
7. Netherlan ds ______________________________________________ 13. 5
8. Sw eden__________________________________________________  1.1

* 9. United Kingdom___________________________________________  23. 8

T ota l----------------------------------------------------------------------------- 168. 7
1976-1977:

1. A ust ri a__________________________________________________  2. 7
2. Belgium _________________________________________________  5. 3
3. Denmark ________________________________________________  1.3
4. France __________________________________________________  12.5
5. Germany --------------------------------------------------------------------------  68.7
6. Japan ___________________________________________________  41.9
7. Ne ther land s_______________________________________________ 9. £
8. Sw eden__________________________________________________  1.3
9. United Kingdom___________________________________________  21. 0

T o ta l----------------------------------------------------------------------------- 164. 5
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1977-1978:
1. A ust ri a_______
2. Belgium ______
3. Denmark _____
4. France _______
5. Germany --------
6. Italy  _________
7. Netherlan ds __
8. Sw eden_______
9. United Kingdom

Mill ions  
_ 1.5
_ 2.5
. 1.3
_ 6. 1 
_ 13.1 
_ 17.9
_ 11.4 
_ 1.4
_ 7.0

Total  62.2

Mr. Young. H ow large of a cash reserve of foreign  exchange does India have?
Is it $5 billion? *Governor Gilligan. At the end of Jun e 1978, Ind ia’s n et foreign exchange re­
serves were estim ated  to be $5,891 billion.

Mr. Young. How many Indian rupees does the  United  States own?
Governor Gilligan. As of December 31, 1977, U.S. holdings of rupees were Rs.

6.7 billion ($810 million at  Rs. 8.50 equals $1.00). These  rupees are  being d rawn  *down stead ily through budgeted expe nditures  on estab lished uses by U.S. Gov­
ernment agencies working  in India.

Mr. Young. Ind ia has  received how many loans and in wha t amounts  from 
the IMF for the las t three years?

Governor Gilligan. India’s outstanding  drawings tota l SDR 201 million ($248.9 
million) from the 1975 Oil Facility . Since th at  date, there has  been no borrow­
ing from the Fund.

Mr. Young. How much gold has Ind ia bought from the  IMF? Has Ind ia pu r­
chased any of the  gold sold by the U.S. Treasury in recen t months?

Governor Gilligan. This  data is not released by the IMF by amount  per pur­chaser. However, each IMF developing count ry member is en titled  to submit non­
competitive  bids for ounces equivalent  to its sha re of total  fund quotas , i.e., about 3%. In the Jun e 7, 1978, IMF gold auction, awa rds were made to developing 
countries tota ling  925,200 fine ounces, and Ind ia availed itse lf of this oppor­
tuni ty to purchase  from the IMF. India did not par tic ipa te in the  July  auction.

The United States prohibi ts sale of gold to monetary author ities and thus  we 
have not sold gold to India .

Mr. Young. Isn ’t it true that  India's foodgrain production this year  will be over 
125 million to ns ; 14 million tons more tha n las t year; and four million tons more than  the record harve st of 1975-76.

Governor Gilligan. The food grain crop in India in 1975-76 was 121.0 million 
tons. In 1976-77, it was 111.6 million tons, and in 1977-78 it  is expected to be 121 
million tons, as estim ated  by USDA.

Mr. Young. Isn ’t it  also true that  Ind ia’s foodgrain reserves are  expected to be this year about 20 million tons?
Governor Gilligan. Th at is correct .
Mr. Young. There has been some speculation that  the  Indian Government may 

in the nea r fut ure  sell some of its  foodgrains in the world markets . Do you know if India  intends to do so?
Governor Gilligan. Speculation about possible Ind ian grain  sales is und er­

standable given Ind ia’s curre nt comfo rtable stock situ atio n following three un- »usually  good harvests. Recen t reports in the  Indian Press have mentioned a pos­
sible major loan of whea t to Pakistan, and a jxissible sale of 10,000 million tons of wheat to Nepal. Nei ther  of these possibiliti es has I teen confirmed by the  Gov­
ernm ent of India nor has  it announced a jtolicy of ente ring  into the commercial 
sales market for foodgrains. The GOI policy is to consider each request for •grain—loans, sales, or otherwise—on a case-by-case basis, with the decision made 
at  highest government  levels. Grain loans are  advantageous Itecause of Ind ia’s 
inadequa te storage capacity to safely hold additional stocks, and the expectation 
tha t sho rt harves ts are  inevitable in future  years. This  year 's monsoon rains, 
however, sta rted ear ly and have been fai rly uniformly sprea d througho ut the 
country, again bringing antic ipation of an  excellent har ves t this fall. If realized, 
this will add fu rth er  to Indian foodgrain stocks  unless  some disposal measures, 
inte rnal and exte rnal, are taken.  It  should be noted th at  the GOI announced
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th is  year th a t one mi llio n to ns  of  w heat wo uld be mad e avai la ble  a t no  co st  to 
st a te  g ov er nm en t foo d-for-w ork pro je ct s.

W hile  som e ad dit io nal  ex te rn al w hea t lo an s a re  possible , si gn if ic an t co mmer­
ci al  sa le s a re  un lik ely be ca us e of  th e low qua li ty  of  In di an  w he at  an d it s hi gh er  
cost.  U nd er  cu rr en t do mes tic  pro cu re m en t pr ic e policy, th e co st  of  In d ia n  w he at  
re m ai ns  so m ew ha t above th e w or ld  m ark et pr ice .

Mr. Young. Sinc e In di a has ag re ed  to  pr ov id e Viet na m w ith  $50 mill ion w or th  
of as si st an ce , th er e was  anoth er  mor e re ce nt pr es s re ix ir t which  sa id  th a t Viet­
na m is loo kin g to  Indi a to  fill th e  vo id ca us ed  by th e w ithdra w al of  Chine se  aid 
fo r a t le ast  21 m aj or on-go ing  pro je ct s.  Do you know  if  In dia  has  ag re ed  to pr o­
vide  Vietnam  w ith th is  ad dit io nal  ass is ta nce ?

Gov erno r Gilliga n. Th e pr es s re port  w as  sp ec ul at iv e an d ci te d no  hard  in fo r­
mat ion.  N ei th er  th e Gov ernm en t of  In di a nor Viet na m ha s mad e an y co mm ent 
on th e  pr es s st or y,  an d th e G ov er nm en t of  In di a has  giv en  no  in di ca tion  th a t 
it  is  co ns id er in g su ch  a requ es t.

Mo reo ver, th e Indo -V ie tnam es e ag re em en t of  M arch  1978 does no t pr ov id e fo r 
$50 mill ion In dia n  as si st an ce  to  Vie tnam . Thi s fig ure re pre se nts  to ta l ex po rt 
cr edit s of which  th re e quart e rs  is on co mm ercial  te rm s an d one qu a rt e r ha s only 
sl ig ht co nc es sion al ity .





(Clerk’s Note: The hearing on the Witteveen Facil ity was conducted by the full House Committee on Appropriations)SUPPLEMENTARY FINANCING OF THE INTERNA­TIONAL MONETARY FUND (THE WITTEVEEN1 FA­CILITY)
T hursday , F ebruary 2, 1978. 

WITNESSES
HON. W. M IC HAEL  BL UM EN TH AL , SE CR ET AR Y OF TH E TR EA SU RY  
MR. AN TH ON Y M. SOLOMON, UNDE RS EC RE TA RY  OF TH E TR EA S­

URY  FO R MO NE TA RY  A FFA IR S
Mr. Mahon. The committee will come to order.
Secretary Blumenthal had a call from the President to meet with him at two o’clock. The Secre tary will be here shortly, and I am going to ask I ndersecrelary Anthony Solomon to read the Secre tary’s statement. It  is a brief  statement and then we will have some questions to ask.
W il l y o u  p ro ceed  ?

Statement of the H onorable W. Michael Blumenthal, Secretary
OF TH E r l REASURY, PR ES EN TE D BY Mr. AnTIIONY M. SO LO MO N, Under­
secretary for Monetary Affairs, Department of the Treasury 
Mr. Solomon. Yes, Mr. Chairman, thank  you.
I appreciate, the committee’s decision to* set aside time today for a discussion of important legislation now before the Congress to au­thorize 1 nited States ’ participation in the Supplementary Financ ing Facil ity, or “Witteveen Facility ”, of the International Monetary Fund.
This Faci lity is needed, and needed urgently, to deal with potentia lly serious dangers confronting the international monetary system. We face an uncertain world economy in which growth is in­adequate and hesitant and confidence is weak.
We face a patte rn of international payments with exceptionally large imbalances, both surpluses and deficits, and the prospect tha t certain countries will encounter severe payments difficulties.The Witteveen Facility  is a major response to these problems. It will reinforce the IM F’s capability to maintain a sound internationa l monetary system and promote a st rong world economy thus helping to assure a prosperous U.S. economy and a stable dollar.

A stable and smoothly functioning international monetary system is central to our own efforts to promote domestic economic growth, reduce unemployment, and curb inflation.
The Internat ional Monetary Fund is our principal instrument for such a system. The IMF serves two broad functions:
Its  Articles of Agreement consti tute the  framework, or the “ rules of the game.” for  an open and cooperative system of  in ternat ional trad e and payments.
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Its resources are the world’s principal source of official balance-of- 
payments financing, designed to help members solve thei r payments 
problems without  resort to measures that  would be destructive to the ir 
own economies and the world economy.

What the Witteveen Facility will do is provide, on a temporary 
basis, up to $10 billion to increase the loanable funds of the IMF. 
These resources will enable the IMF' to promote responsible economic 
stabilization programs in those member countries whose economies 
have become severely distorted and which face major external financ­
ing problems.

The Faci lity will be used only under clearly specified criteria. 
Specifically, a country drawing financing from the Facility must have 
a balance-of-payments financing need that is large relative to its IMF  
quota; must just ify a period of stabilization and adjustment that is 
longer than that  provided under regular IMF policies; and must 
adopt a program of corrective economic stabilization policies adequate 
to deal with its problem. Thus, the Facil ity will be used only bv those 
countries t ha t have the most severe payments problems and tha t arc 
prepared to adopt needed corrective policies.

The Witteveen Facility will help ensure that the IMF  has enough 
resources to meet the needs that may be placed on it during the next 
two to three years. It  will encourage nations in difficulty to take the 
kind of stabilization measures that are in keeping with a libera l and 
open international trade and payments  system.

It  will thus reduce the dangers of protectionism and trade restric ­
tions, of adjustments by countries that are too abrupt or too deflation­
ary, of efforts by such countries to shift their  deficits through 
competitive exchange rate depreciation to the United States which al­
ready has a large deficit. The Facil ity will provide confidence to the 
world community that our international trade and payments system is 
capable of coping with problems that may arise. Countries can be less 
hesitant in their growth policies, given the assurance of a stronger 
IMF with adequate financing. Tin* Faci lity will reduce the risk of 
major new shocks to the monetary system.

This Faci lity has been sensibly and equitably structured. It  is a 
unique cooperative venture, with the $10 billion shared almost equally 
by OPEC and industria l countries. Saudi Arabia has the largest par ­
ticipation,  roughly $2 ^ billion. The U.S. share, about $1.7 billion, 
represents less than 17 percent of the total, and is fully  appropr iate to 
our stake in a stable world economy.

United States participation in tlv* Facili ty will result in no interest 
cost to the Treasury . The interest we receive from the TMF will be 
slightlv above the cost of Treasury borrowing at comparable maturity. 
Tn addition, for each dollar we provide the TMF, we receive an equiv­
alent increase in our international reserve assets, a fully liquid claim 
on the IMF  which can mobilize if  we state that we have a balance-of- 
payments need to do so.

And let me make clear that the U.S. has indeed drawn on its IMF 
assets in the pas t: we have drawn on 23 occasions amounting to more 
than $314 billion. Thus the IMF is not an aid insti tution in which one 
fixed group of creditors  is p roviding money to another group of re­
cipients, it is a monetary institut ion in which all members have an
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obligation to provide financing when thei r situation warran ts, and a 
right to receive financing at time of need. Many members, including 
the United States, have at times been debtors, at times creditors.

It  is clearly in the U.S. interest that we support this Facility. Our 
own prosperity depends closely and directly on a sound and pros­
perous world economy. Our exports account for on the order of one- 
sixth of our manufacturing jobs and one-third of our farm  acreage. 
Our foreign trade is now at the level of $270 billion per year and 
affects all phases of U.S. economic activity. Our money and capital 
markets are worldwide in scope. The dollar is the international cur­
rency and its stability depends importan tly on developments in o ther 
countries.

We need to act promptly to bring this reinforcement of the inte r­
national monetary system into operation. Delay can only add to the 
uncertainties. No other nation which is providing financing requires 
appropriations to participate, they treat  it as a monetary or central 
bank transaction. The others are waiting for us to take the lead, and 
for our Congress to act.

I urge that  the Congress respond favorably and without delay.
Thank you, sir.
Mr. M miox. Mr. Secretary, you have worked very intimately with 

this, proposal, 1 am sure.
Mr. Solomon. Yes, sir.
Mr. M aiiox. We are pleased to have your comments, and we will 

undertake to grapple  with this problem. I think you are going to find 
it difficult to make it clear to the House just what your objective is 
and to what extent is this foreign aid in the tradi tional sense. The 
question is asked, Why is this so urgent. You insist it is needed 
urgently in the very near future.

AUTHORIZATION

The authorization bill has not passed. I believe it was scheduled 
this week for consideration by the House, but in view of the fact that 
we have not completed action on the Continental Shelf bill now before 
us, I don't know when this  will be up. Of course, the Appropria tions 
Committee would have no authority in this matter until an auth or­
ization bill is passed.

NEED FOR APPROPRIATION

How would you explain in simple terms why you need this money ?
Mr. Solomon. The IMF at the moment has left a very low level of 

usable resources by historical standards, because the drains  on it have 
been very heavy (luring the period of the last few years. We wish to 
replenish the resources of the International Monetary Fund on this 
temporary emergency basis, without waiting for the next quota 
increase.

This is a temporary loan by certain stronger countries—hal f is put  
up by the OPE C countries and half  by the stronger industrial ized 
countries. It is at a cost which reimburses us for  the cost of borrowing 
funds and, therefore, there is no cost to the taxpayer.  We feel tha t 
this is a sensible way of replenishing the resources of the fund.
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FU NDS PROVIDED BY  OPEC CO UNT RI ES

Mr. Maiion. How much money are the OPEC countries going to
put into this fund? .

Mr. Solomon. They are going to put up 48 percent, virtua lly 
billion; it’s roughly equal to the industrialized countries as a group.

Mr. Maiion. Why is it  to the interest of the Arab countries to put
up this money? . . .

Mr. Solomon. It took six months of persuasion and discussion to 
persuade them that  they shared an interest in strengthening the in ter­
national monetary system, and they came around to tha t conclusion 
and finally agreed.

Mr. Maiion. Are you getting any special opposition from any other 
country tha t should part icipate in the program ?

Mr. Solomon. No, sir, all of the countries that  were approached 
agreed.

FU TU R E R E PLE N IS H M EN TS OF  T H E  FUND

Mr. Maiion. Is this really going to be just a one time item, or will 
there later be a request to either extend or to increase the program’s 
funding? Rarely is there such a thing as temporary legislation or 
temporary participation  by this  Government in a program, so is this  
just an opening door to an expanded expenditure  to the International 
Monetary Fund?

Mr. Solomon. Futu re replenishments of the Fund will be done 
through  regular quota increases, Mr. Chai rman. There is no intention 
whatsoever to establish a new permanent facility, because the size of 
future  quota increases over the years should cover the replenishment 
needs.

REPA YM ENT

Mr. Mahon. Are you confident that  we will actually receive back the 
money tha t we put into this program and tha t it will not be a net 
loss to the United States Treasury?

Mr. Solomon. Without  any question, sir, because we are not lending 
to countries. We are simply permitting  the Fund to draw, and the 
Fund is responsible to repay us. In fact, as they draw from us, the 
international reserve position of the United States Government in­
creases equally. For every dollar the  Fund  draws from us, our inte r­
national reserve position increases. The Fund will be able and willing, 
without any question, to repay the United States.

EX PO RT S

Mr. Maiion. Changing the subject, in your statement you say our 
foreign trade is now a t the level of $270 billion. I)o you mean tha t our 
exports are a t that  level ?

Mr. Solomon. Nd, sir.
Mr. Mahon. Our exports are about $109 billion, are they not?
Mr. Solomon. Running around $120 billion, sir.

T IM IN G  OF  AC TI ON  ON  FU N D IN G  RE QU ES T

Mr. Maiion. About $120 billion. I would like to say to the com­
mittee, we have been requested to take immediate or early action on
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th is reques t, an d we have  been  r equ ested to  hand le it th ro ug h the  Fu ll 
Com mit tee  i f we can  r easo nably do so.

Whe the r we ca n do t hat  o r not is doub tfu l, bu t it was thou gh t t hat  
to expose  as m any  of  the  committ ee Members as possib le to  the p rop osa l 
migh t be he lpf ul , and th at  is th e reason we are  ha ving  th is  he ar ing 
here th is  aft ern oo n before the  fu ll 55 Mem ber App ro pr ia tio ns  Com ­
mitt ee.

We are no t ce rta in  just if  or  how we s hou ld di str ibu te  th is res po n­
sib ili ty to the  subcomm ittee s of  the  Ap pr op ria tio ns  Com mit tee.  The  
Tre as ur y- Po stal  Serv ice Sub com mit tee  and the Fo re ign Op era tio ns  
Sub com mit tee  are  candida tes  to  con sider the  ma tte r. We are  c ontem ­
pl at ing ju st  how we will  ac tua lly  handle the  leg islation befo re the  
com mit tee and befo re the  Congress.

I see Secre tar y Blu menth al en terin g th e he ar ing room. Mr. Secre­
ta ry , you r s tat em en t ha s been read  by D r. Solomon,  an d we are  pleased 
to have it. We rea lize  you had  an ap po int men t with  th e Pr es iden t.

Secre tar y Blum enthal . T apolog ize,  Mr . C hairm an.
Mr. Mahon. I t ’s pe rfectly a ll rig ht .
You are  free  now to pu t yo ur  best  foot fo rw ard and convince the  

Members of  t he Ap pr op ria tio ns  Com mit tee th at  when  th is  au thor iza­
tion is passed, which I assume it will be, th at  we sho uld  take early  
action.

Secre tary Blum enthal . Mr. Ch airm an , I am sure  Mr. Solomon  has 
general ly pre sen ted  the case.

Le t mo sa y that  it is im po rta nt  th at  we move as qui ckly as possib le 
because th is  fac ili ty  cannot lx1 ac tiv ate d un til  the t ’nited  State s has  
acted, and  we are , as you know, in an uncerta in wor ld env ironm ent .

Th ere  a re a n um ber of economies tha t are  weak. Th ere  a re problem s 
of confidence in the  i nterna tio na l mo netar y system . T he av ai labi lit y of 
th is addit ion al faci lity to the  IM F wou ld be a conside rab le factor  
of  confidence which would benefi t us very im po rta nt ly , benefi t our 
tra de , benef it th e pos ition o f th e do lla r, and the  ge neral stab ili ty  of  the 
to tal  w orld economic s ituation.

The IM F is a key ins titut ion  fo r en su rin g th at  kind of  s tab ili ty . It  
has  been aro und qui te a while . It  has  done a very  ex cellent job. It  p ro ­
vide s the fra me wo rk for o rder  in the  in ter na tio na l financia l a ren a, and  
it  uses its  resources effectively. Th ey  are no t aid.  They are resources 
ava ilab le to  a ll members.

I do not know wh eth er Mr. Solomon has  made  the po int , which I 
th ink is worth  ma kin g again  if  he has  alr ead y done so, th at  we ou r­
selves have in the pas t on 23 sep ara te occasions used the  resources of 
the IM F fo r draw ing s to ta lin g som eth ing  like $3l/> bi llion. So th at  is 
rea lly  a very im po rta nt  insti tu tio n which is ava ilab le to all its mem ­
bers  and does a very good job.

Th is ad dit ion al facil ity  is i mpo rta nt , also, and  t ha t is the  l ast  poi nt 
I  wanted to make,  in th at  it rep res ents a first with reg ard to  co llab o­
ra tio n between the  stron ge r adv anced industr ial ize d cou ntr ies  on the  
one hand , and  the  OPE C oil ex po rti ng  cou ntr ies  on the  oth er.  Th is 
is the  first time th at  a faci lit y of  t hi s kin d is b eing contemp lated and  
success fully neg otiated that  invo lve a vi rtu al  50-50 sh ar in g in the re ­
sources being pu t tog ether.

Ind eed , the  sing le larges t co nt rib utor  t o th at  faci lit y will  be Saudi 
Arabia,  who  will be co nt rib ut ing $21A bill ion , com pared to ou r $1.7 
bill ion.

31-157  0  -  78 - 7
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COU NTR IES EXPECTED TO DRAW ON FACIL ITY

Mr. Mahon. If  this legislation were in place now, what countries 
of the world would probably be participa ting in the use of these 
funds?

Secretary Blumenthal. We cannot really say which countries would want to make application and would lx* eligible to draw on tha t facility. That would depend on the circumstances at the time. Any country, theoretically, is eligible to draw on it. It depends 
whether or not the country requires a longer period of time than the normal resources of the Fund  permit for its stabilization efforts. It 
depends on whether or not the total balance of payments financing required for that country is larger than the existing quota resources available to the country. And it also depends on the willingness of that country to take the necessary corrective measures as one of the conditions, because that is not an unconditional resource that  coun­
tries can get.

Mr. Mahon. Will Italy  and Portugal be top candidates for the 
utilization of these funds?

Secretary Blumenthal. I really would not want to single out indi­vidual countries. I would say they clearly could be candidates and under cer tain circumstances might be.
Mr. Mahon. I am going to yield to Mr. Cederberg.
Mr. Cederberg. Do I understand correctly that  this is the result of substantial negotiation between many of these countries, particu larly 

the OPEC countries?
Secretary Blumenthal. There has been very substantial negotia- 1 ion, Mr. Cederberg, yes, sir.
Mr. Cederberg. T assume that  during those negotiations that our 

Government has indicated to make this a success, we have to be a participant to this facility. Do you know of any o ther countries that have any question about whether or not they are going to participa te?
Secretary Blumenthal. As fa r as I know, unless Mr. Solomon has 

some additional information on this, all of the countries that part ici­
pated in the negotiation and indicated the amounts that they would 
contribute are sticking by their commitments.

NEED FOR U.S . PARTICIPA TIO N

Mr. Cederberg. So the problem would be tha t if perchance we did not stick by our commitment that it might have a serious impact on the entire negotiations?
Secretary Blumenthal. Oh, it would have more than a serious 

impact. Mr. Cederberg. The facility would not come into being. It cannot come into being without our participating  in it.
Mr. Cederberg. That is all. Mr. Chairman.
I Mr. Cederberg submitted the following questions for the record. 

The answers were provided by the Department of the Treasury.]
Qiicutinii. Mr. Secre tary, in your let ter  to me dated  Jan uary 30. you described this Fac ility  as “a temporary  arra ngemen t" to meet world balance of payments needs. These balance of payments needs are due largely  to increased oil prices, prices which are  not likely to go down in the future. It seems to me that  oil
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prices are  going to be a serious  problem for all countr ies, the United  Sta tes  in­
cluded, for many years.  Wha t do you see down the road af te r thi s proposed 
“temporary arrangement"’ is exhausted?

Answer. The large  imbalance in world payments, resu lting largely  hut  not 
wholly from the OPEC surplus, is expected to decline in the years ahead as 
energy policies take effect in the U.S. and elsewhere, and as the  OPEC surp lus 
countries  incre ase the ir abil ity to absorb imports  from abroad . The hulk of 
this imbalance has been financed, and will continue to he financed, through 
private capi tal markets, hut some official financing will he required. The Wi t­
teveen Fac ility  will provide additional resources to the IMF to assure  that  it 
has  enough resources to meet official balance of payments financing needs— 
in par ticu lar , to help deal with the problems of those coun tries  facing the most 
difficult payments and adjustment problems. Such count ries are  likely to have 
needs for official financing which are  large rela tive  to the ir normal access to 
IMF financing, and to need a longer period for adjust ing  the ir economy and' 
balance  of payments than  is normally provided unde r standa rd IMF procedures. 
Afte r the period of the Witteveen Faci lity , we exqiect tha t the OPEC surp lus will 
decline, and that  adjustments  in the regula r IMF quota  struc tur e will enable  
it to meet futu re requirements.

Question. Following up on tha t, the  International Monetary  Fund  was set up 
at a time when the world economic pic ture  was much different tha n we know 
today, and I real ize that  this Witteveen Faci lity  is an atte mp t to reflect the new 
economic rea litie s—th at  is, to get some OPEC money involved in helping coun­
trie s which have been hurt by OPEC’s oil prices. Isn ’t it time for basic  overhaul 
of the struc ture of the Internatio nal  Monetary  Fund to reflect current global 
economic realitie s? That certa inly  would he be tte r than  a cont inuing series of 
temporary  arrangem ents .

Answer. In 1976, agreem ent was reached on a comprehensive revision of the 
IMF Articles  of Agreement to introduce  imp ortant reform measures—such as 
reduced reliance on gold and increased emphasis on exchange rat e flexibility. At 
the  same time, the IMF quota str uc tur e was changed sharply to reflect more 
adequ ately  present economic realitie s—specifically the shore of IMF quotas of 
the OPEC coun tries  was doubled. Th at quota  change is now being ratified, and 
is expected to take effect shortly . The Witteveen Facility  is needed to supple­
ment those IMF quotas for a tempo rary period. It is contemplated that  as con­
ditions in the world economy change, there will he additional changes in the 
I MB"1 quota stru ctu re.

Question. Could you iden tify  for us some of the coun tries  which will benefit 
from this  Facil ity,  based on their  cu rrent economic st atu s?

The United States is runn ing a balan ce of payments deficit of around $18 
billion, accord ing to testimony before thi s Committee earlie r today. Would we 
he eligible for ass istance  under  the Witteveen Fac ility ? Or perhaps I should ask  
if we will he likely to  get any such assistance?

Answer. The  United States—and all countrie s in the inte rna tional  economy— 
will benefit from the  Witteveen Fac ility  through an improved and stren gthened 
internatio nal  monetary  system. With  regard  to which coun tries  might actually 
utilize financing under the  Faci lity, I would prefer not to try  to  p redict in public 
specific co untries  which might draw  from the  Faci lity.  Making such pred ictions 
can gene rate  speculative flows and add to the  problems coun tries  in payments 
difficulty al ready face. Moreover, ba lance  of  payments positions can s hif t rapid ly, 
and such predictions would not he very relia ble or useful. With  respec t to the  
question  of the  U.S., it is not contempla ted that  the  U.S. would draw from the 
Facil ity. It  is, of course, not just the countries which have large current account 
balance of paym ents  deficits which might dra w from the  Faci lity,  but  ra ther  
countries  which have a large overall paym ents  problem and need for adjustm ent , 
and which face serious difficulties or inabil ity  to finance the ir deficits. The U.S. 
or any member of the  IMF which qualifies on the  basis of balance of paym ents 
need and willingness to adopt  the  appro priate  stab ilization measures in con­
junction with an IMF program would l>e eligible to draw  from the  Faci lity.  In 
the event  of a balance of payments need, however, the U.S. could reques t im­
mediate encashment of its  claims on the IMF aris ing  from its par tici pat ion  in 
the  Faci lity  before contemplating borrowing from the Faci lity.

Question. Wh at is the sta tus  of any U.S. commitment to con tribute  to thi s 
Fac ility ? In oth er words, have the  othe r potent ial contributor  nat ions been led 
to believe t ha t our  con tribu tion is largely assured?

What would happen if Congress refuses to approve U.S. par ticipat ion  in thi s 
Fac ility ?



What would happen if Congress approves our  par ticipation , but  reduces  the 
amount of our part icipation below the figures you are  talk ing about?

Answer. In the  negotia tions, we always made clea r to the other partic ipa nts  
in the Witteveen Fac ility  tha t legis lation would be requ ired for U.S. partic ipa ­
tion, and we agreed t ha t we would seek such legisla tive auth ority. If  the  Congress 
refused  to approve U.S. parti cipa tion, the re could be very serious  consequences. 
For  one thing, U.S. leadership and cred ibili ty in the int ern ational mone tary 
sphere would be severely undermined. At the same time, the re would be no as­
surance that  the  IMF would have adequa te resources to meet potenti al needs 
for those resources. This  could lead to a lack of internatio nal  confidence in the 
soundness of the inte rna tional  m onetary system, to more hes itant growth policies 
on the pa rt of some countries, and to the  possib ility of moves by some cou ntries 
to seek to deal with  the ir balance-of-payments problems through trade  res tric­
tions, exchange contro ls, excessive deflation,  etc., with adverse consequences on 
trade, jobs and income, in the United States and the world economy generally. 
If  the Congress reduced U.S. par ticipat ion  below the level agreed  to in the 
negotia tions, the other par ticipan ts would feel free  to reduce the ir part icipation 
or withdraw . Some o ther countries agreed  to par tic ipa te only with  gre at reluc ­
tance and on the basis  of the proposed par ticipat ion  by the U.S. I t is very likely 
th at  the entire  Fac ility would collapse. It  h as been agreed that  a ll majo r par tic i­
pan ts must  provide their fully agreed  amounts before the  Fac ility  comes into 
being.
Question. Would you explain for the  record  why the  r egu lar  operations of the 

Intern ational Monetary Fund are not adequa te to meet the cur ren t balance of 
payments problems in these count ries?

In dealing with that,  tell us why the  new Fac ility  will impose sof ter  condi­
tions on its loans than are imposed on IMF loans. (Especially why the period 
over which the  conditions on the  loans to he imposed will be extended to three 
years , compared to as shor t as one year  under IMF loans.)

Answer. There are two reasons. First , usable currencies  of the  IMF are low 
(about SDR 5-6 billion equivalent ) relativ e to potential  needs for those re­
sources. The  regular means of increasing IMF resources—throug h a general 
increase in IMF quo tas—is a lengthy and time-consuming process. A quota in­
crease could not be negotiated and implemented in time to provide additional 
resources to the  IMF to meet financing needs for  the next  2 years  or so. which 
is the  focus of the  Facility . Second, the Witteveen Faci lity  is designed for a 
par ticula r problem—it  is to  he used selectively for certain count ries facin g larfjrr 
financing needs and requiring a longer period of a djustment  and repayment than 
is provided under normal TMF policies and operat ions.

The  conditions of the  Witteveen Fac ility are different , but  are not  “softer" 
than regular IMF conditions. The intere st ra te  is tied to the U.S. Treasury 
borrowing-rate, and is subs tant ially high er than the  inter est ra te  on norma l IMF 
transact ions . The ma tur ity  of the financing is somewhat  longer—with  financing 
repay able over 3 ^  to 7 years  as compared to 3 to 5 years  under reg ula r IMF 
financing—reflecting the  par ticu larly serious adjustment problems to which the 
Fac ility  is direc ted. Financing  will be available  over periods of 2 to 3 year s (as 
compared with  the  usua l one- or occasionally two-year term on reg ula r IMF 
transa ctions),  also reflecting the major adjustment problems faced by borrowers. 
(This also means th at  the borrowing member will have to remain in compliance 
with  an IMF program for a longer period of time. ) The i»olicy conditions asso­
ciated with financing  by the Faci lity  are  the same as the cond itionality  of IMF 
lending in the “upper" (more conditional)  cred it t ranches.
Question. Wha t specific safe guards will you. as Secretary  of the Treasury, 

take to prevent abuses  of  ass istance provided  by this new Fac ility  by A) the  loan- 
recipient nations, and R) private banks?

Rased on information  avai lable  to you, do you believe any U.S. p rivate  hanks 
are  now overextended  in the developing world?  Are any gett ing close?

These questions of abuse and potential  overextension bother some people up 
here, people who would ordinar ily tend to suppo rt this  request.  Would you pro­
vide for th e record a more extensive response to these questions?

Answer. The Facil ity  has been carefully designed to assure  th at  borrowing 
countries  und ertake  economic stabilization programs adeq uate  to correct the ir 
problems and restore sustainable balance of payments positions. We do not see 
a potential  for “abuse’’, but will tak e pa rticu lar  care  to see that  the term s and 
conditions that  have been estab lished  for the  Facility  are  adhered to in its 
operations.

With respec t to your second question, deta iled data on the asse ts of individual 
banks are frequent ly not available publicly, although the annu al reports  of  many
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banks indicate the magnitude of tha t bank’s exposure in LDCs and in other geographical areas. Based on the annual  reports for the major banks and in­formation from the regulatory agencies, I do not believe tha t any U.S. banks are overextended in LDCs, nor is the proportion of these claims to their  total assets likely to rise to a dangerous level in the  foreseeable future .In response to your request for a more extensive response to questions about  the banks in this area, the following outlines our thinking about futu re im­balances, the role of the banks in financing the imbalances, and the role of the IMF.
A main premise of the proi>osed Supplementary Financing Facility is tha t the OI’EC surifius is s tructura l in nature and will diminish only gradually over time. Alternative sources of energy simply are not adequate at  present, and oil im­porting nations cannot cut back sharply on use of oil without serious adverse effects on their  economies. Moreover, the capacity of the major OPEC nations to absorb imports is limited, and it is unrealistic  to expect those few countries in w which the surplus is concentrated to increase purchases of foreign goods andservices rapidly enough to eliminate the surplus quickly. As the capacity of these OPEC nations to absorb imports increases, and as the oil importing countries, particularly the United States, implement effective energy programs, the large imbalances tha t now’ exist will be eliminated or reduced to more manageablelevels.
Over the next several years, however, large payments imbalances will continue to exist. Thus the non-OPEC countries as a group will continue to have substan­tial financing requirements. In the aggregate, funds will be available to meet this financing need: the OPEC financial surplus, which is the counterpart of the oil importers* deficit, must be invested in the oil importing countries. Some of it will be invested in government securities, some in corporate  bonds and stocks, some in real estate, etc. The remainder will be lef t on deposit with banks. The amount which OPEC invests in any particular country, however, need not match the size of that country’s current account deficit, and some investments will be placed with oil importing countries which have current account surpluses. Thus the distribu­tion of OPEC placements does not correspond to the pattern of current account deficits, and certain individual oil importing countries must use a variety of channels to obtain the financing they need.
Not all countries collect data on such financial transactions, and the data tha t are collected by various countries are not always computed on the same basis. In an effort to provide a very rough approximation of major types of capital flows, the Treasury has prepared estimates of the sources and uses of funds by countries in current account deficit in the 1974-76 period. During this period total financing by countries with current account deficits amounted to about $277 billion, com­prised of $225 billion in net new financing of current account deficits, $40 billion to debt amortization and $12 billion for reserve increases. Of this total, private banks provided $128 billion (46 percent) and other private sources—including direct portfolio investments, bond sales, government placements and a variety of other financing channels—provided $96 billion (34 percent). All official sources of financing, bilateral  and multilateral , provided the  remainder, some 20 percent of the total. A detailed presentation of these sta tistics is attached.
Our expectation is tha t the OPEC surplus, though decreasing gradually, will remain large over the next few years and tha t—despite some important shifts and reductions in imbalances among oil importing nations—total financing needs will continue to be on the same order of magnitude over the next two to three• years as during the 1974-76 period. At the same time, while w’e would expectsome expansion of official sources of financing in the period ahead—for example in IMF financing—official financing is unlikely to expand enough to account for a sharply increased share of to tal financing. Consequently, it seems inevitable— barring  some dramatic and unexpected change in the world energy- balance in« the short-term—that  the scale of balance of payments financing will remainvery large in the period immediately ahead, and tha t the private sector will continue to provide the bulk of such financing.
In dealing with the problems posed by present and prospective payments pat­terns, a careful balance must be s truck between financing and adjustment. In the early aftermath  of the 1973/74 oil price increases, emphasis was placed on assuring the adequacy of resources for financing the balance of payments costs of higher oil prices in a world also facing deep recession. Nations were encour­aged, at least temporarily, to “accept” the oil deficit and finance it. rather  than to try individually to eliminate their  deficits through restrictions and domestic retrenchment. It was recognized tha t such policies by any one country would
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increase the problems of other oil importing nations  and exacerbate worldwide economic difficulties. Much of the financing  made  available—by both priv ate and official sources—was  essentially  without conditions or requ irements that  partic ula r adjustme nt policies be implemented.
This  was a reasonable and prud ent initial response to the  payments problems caused by the oil price increases. But  it  i s c learly recognized by t he inte rna tional  community th at  a process of adjustment must be undertaken, that  the pa tte rn of cur ren t account deficits must be brought more closely into line with  sus tain­able pat terns of cap ita l flows. In some countries , policies have been alte red effectively to bring deficits into a position that  is reasonable and sus tainable  in light  of the cou ntry ’s abili ty to at trac t capit al. In others, where  programs have only recently been put in place or progress on earlie r programs hast been slow, l»erseverance and time are  required to achieve  the  economic stabili ty essential  for sustainable growth. And some countrie s, which have reached or are  approach­ing the limi ts of their ability to borrow in private markets , must ini tia te adjustment efforts th at  have been too long delayed. There is a danger that  in some cases of par ticula rly  ser ious difficulty, adequate  pr ivate financing will not be avai lable  and countries could be compelled to implement unduly res tric tive do­mestic economic measures, protect ionist trade  and  capi tal rest rictions,  or ag­gressive  exchange ra te  practices in order to reduce  the ir financing needs. Such measures could have serious implications for the world economy in general as well as  adverse consequences for  the economy of th e cou ntry introducing them. To defend aga inst this  danger, and to promote orderly and inte rna tion ally  respon­sible adju stment,  adequa te official balance of payments financing must be avai l­able to supplement oth er sources of financing du ring  the transi tion  while ad just­ment takes  effect.
The Supplementary Financing Facil ity  will meet this need by helping to assu re th at  IMF resources are  adeq uate  to meet official balance of payments financing requirements  and by encouraging  countries to take essential ad just­ment measures—thus strengthening  confidence in the monetary system as a whole. The faci lity  will not sharp ly reduce  aggregate* financing requ irements— that  is largely a funct ion of the world  energy balance—but will help to bring  about a more sus tain able pattern of imbalances and reduce imbalances among oil im porting countries.
I do not sha re the  view tha t continued large-scale financing, by itself, cons ti­tute s a serious danger for the  monetary  system. The key questions are who is borrowing and how is the  cred it being used. Foreign  debt is not necessarily  bad—it can be an important positive fac tor  in an economy. If borrowed funds are  properly  used to support productive inves tmen t and to stren gthen the  bor­rower’s cur ren t account position, the debt  need not constitu te a serious future  burden, as shown by the  experience of the  United  States in the las t century and othe r countries  at  present. Excess savings in surp lus OPEC countrie s can. in effect, finance investme nt in the  oil importing  countries by supplem enting  those countries’ domestic savings. The OPEC savings can be transf erred  to oil­impor ting countries  directly or indi rectly (through cap ital  marke ts) and used to finance productive  investment in those countries.  Provided that  the  borrowed funds  are  produc tively invested, the re need not be sen-icing problems in the future. IMF programs are  designed to promote the  sound and stable  economic conditions which are conducive to  produc tive investmen t.Continued foreign lending by priv ate  banks need not have an adverse impact on the  U.S. economy, eith er because of a diversion of cred it to overseas borrowers or because borrowers will rely on exports  to repay the ir debt. Com­mercia l banks  have been able and will continue to be able to expand overseas lending from the net capi tal inflows of the OPEC countries. There  is no evidence that  bank liquidity is strained,  and as domestic cred it demands revive with eco­nomic growth, we do not anticipa te that  U.S. hanks  will have difficulty in meeting these  demands. Cer tainly countries will service their debt, in part,  th rough export  earnings, and some of those exports will be to the  U.S. At the same time, how­ever, those countrie s will be inc reas ing the ir capacity  and demand for imports, and some of those imports will be from the U.S. As one country  grows, so will many of its tradin g par tner s, with the  result  th at  all countries can share  in increased economic prosperity.
There is no reason to expect th at  an increase  in debt, per se, will impede development in UDC’s. On the co ntra ry, if produc tively invested, borrowed money increases a nat ion’s capacity to service debt by encouraging economic growth and expanded trade. As discussed above, if the borrowed funds are properly  used to supp ort productive investment and to strengthen the borrower’s c urr ent
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account position, the debt will not necessarily constitu te a serious future burden. Foreign debt can thus be an important positive facto r in an economy, by provid­ing a major source of economic growth. Not only is this true for developing nations, but also for indust rial countries. By enabling countries to finance their payments imbalances in an orderly way and increase productive capacity, for­eign lending leads to a hea lthier world economy.
In sum, I believe that financing needs will remain at high levels in the period immediately ahead. This outlook is largely determined by the world energy s itu­ation, which cannot be corrected by financial measures. I see no realistic alternative to continued reliance on the private sector for the bulk of financ­ing—and no serious danger for the system provided tha t financing is used in a prudent and productive way. The IMF has an important role to play, both in supplementing private sources of financing and in encouraging an adjustment of payments imbalances to a more stable and sustainable  pattern. Finally, I believe tha t the private  markets have played an invaluable role in the afterm ath of the oil price increases, in providing financing needed by countries to sustain growth and avoid mutually destructive policy responses to the abrupt deterioration in their current account positions. With care on the pa rt of both public officials and the private sector, that  constructive role can be continued, while we work to achieve a fundamental adjustment of the energy imbalance which is the chief underlying source of current world payments problems.

ESTIMATED SOURCES/USES OF FUNDS BY COUNTRIES IN CURRENT ACCOUNT DEFICIT

(In bill ions of dollars !

1974 1975 1976
Total,

1974-76

Sources:
Official flows, to ta l.............................................................. ......................... . 15 18 20 53

Multila tera l.................................................. ........................................... 8 11 14 33
IMF (n et) . ..................................................................................... 3 4 6 13Others (n e t) 1 ......... .................................... ................................... 5 7 8 20

Bilateral  deve lopment assistance (cred its, net of gran ts)’ .............. 7 7 6 20Private flows, to ta l................ ........................................................................ 71 73 112 256
Commercial banks (change in claims on all areas, including surplus

coun trie s)____ _____________ ___________________________ 50 40 70 160
Furope (G-10)................................ ................................................ 35 50 56 141Canada and Japan......................................................................... 5 . . . . 5 10United States (do me stic).......................................................... 19 14 21 54United States (offsho re)............................................................... . 13 15 23 51

To la !............................................................................................. 72 79 105 256Minus double counting o f interbank deposits ............................................ 22 38 35 95
Net lending by banks................................................................................ 50 40 70 ’ 160Memo: included in above are med ium-term Eu ro -c re di ts ...................... (28 ) (23 ) (34 ) (85)

Other priva te sources:
Inte rnational bonds placed bv defici t coun trie s..... ................... 6 14 22 4?
Direct  placement (inc lud ing  government to government)____ 3 8 12 23Portfo lio/dire ct investment.......................................................... 12 11 8 31

Total (oth er private sources)................................................... 21 33 42 96

Total sources............................................................................. 86 91 132 ’ 309
Uses:

Aggregate curre nt account defic its (inc lud ing offic ial trans fer s)______ 76 76 72 224Debt am ortization ........................................................................................ 10 12 18 40Reserve change by countries in def icit ( +  indicates reserve increase). -i-4 - 3 +1 1 +12Credi ts to surp lus coun tries (bonds and ba nk s)*.................... . ............. 5 10 17 32
Total uses........... . .............................................................................. 95 95 118 308
Error and re s id u a l. .. .. . . . . . . . . . . . . . . . . . . . . . . . __________ - 9 - 4 +14 +1

1 BRD, IDA, IDB, regional development banks, EEC, U.N. and special OPEC funds.
* Grants by OECD and OPEC were $11,000,000,000 in 1974, $11,000,000,000 in 1975, and $12,000,000,000 in  1976. s  Treasury staff  estimates tha t included in this  tota l is rough ly $32,000,000,000 of  banking flows to surp lus countr ies, leav ing a to tal of $128,000,000,000 of commercial bank lending to def icit countries and a total of $277,000,000,000 in  to ta l financing flows to def icit countries.
a Treasury staff estimate.



102

Question. It  Is the  position of the Adm inist ration that  no appropriat ion  is re­
quired for the  es timated $1.75 billion U.S. contribut ion to the Witteveen F acili ty, 
since we will get back 1.45 billion special draw ing rights  (SDR’s). Fir st,  wha t 
are  special draw ing rights, and what can we do with  them? Second, give us 
some instances when the United Sta tes used SDK's in the past . Third, since 
there is only a given amount of money in the  U.S. general Trea sury , does the 
commitment of this $1.75 billion prevent the commitment of th at  amount of 
money for domestic needs? I ask these  quest ions because it is hard for a lot of 
Americans, and their  Congressmen, I might add, to underst and  how you can 
commit a large  amount of d ollar s to an internatio nal  insti tution, get something 
back tha t you can’t spend for domestic needs, and  tell us tha t the whole operation 
is ju st “an exchange of assets .”

Answer. When the U.S. provides doll ars to the IMF under the Witteveen 
Facil ity, it  will receive in retu rn an equivale nt increase in the  U.S. “reserve 
position” in the IMF—a liquid claim on the IMF which is denominated  in SDK, 
the IMF’s uni t of account. These claims give the U.S. the right to draw from < 
the IMF, when we have a balance of payments need, the foreign currencies we 
requ ire or Special Drawing Rights (with which we can acquire  the foreign 
currencies needed). These claims  according ly are  counted as pa rt of the U.S. 
official m onetary reserves.

The United Sta tes has  used such reserve claims on the  IMF on 23 occasions  *
in the  past, for a tot al of more than  $3.5 billion, obtaining the foreign currencies  
required for balance of payments purposes.

Thus, the  U.S. is not “spending” when it provides dollars to the IMF 
Rathe r it is using one form of money (Tr eas ury 's cash),  to  acquire  another  form 
of money (int ernational reserves) which we need for internatio nal  purposes.
These transactio ns are  akin to purc hasing foreign currency with U.S. doll ars or 
to deposi ting dollars in a bank. In none of these  cases have Tre asury monetary 
holdings declined—r ath er the form in which our money is held has changed. 
Accordingly, these tran sactions should not be viewed as competing for  U.S. 
resources with  government spending  programs, whether the spending  under  
those programs is for domestic or inte rna tional  purposes.

Question. If  we choose to go the a ppropr iation route  on th is request, is the  total  
amount we would have to appropriate—$1.75 billion plus the $200 million for 
the reserve for exchange losses, for a  to tal of $1.05 billion?

Answer. The  Committee  on Banking , Currency and Housing reported the bill 
auth oriz ing U.S. part icipation in the Witteveen Facility  w ith a provision subject­
ing the  authorizat ion  to the  appro pria tions process.

In the  Adm inis trat ion’s view, if appropriat ions are  required, only an appro­
pria tion of $200 million, as a contingency reserve for potential exchange valua­
tion losses arising from U.S. par ticipat ion  in the  "Witteveen Facil ity, would be 
necessary. As indicated in the answer  to question  7. U.S. transactio ns with the 
IMF under the Witteveen Fac ility  are  monetary  exchanges, and the only ex­
penditu res that  might  be incurred  in connection with U.S. partic ipation^ are 
valuation  losses on U.S. holdings of monetary assets because of exchange rate 
changes.

Question. In closing my pa rt of the  questioning, I would j ust  repeat a question 
posed in the dissenting views on the  auth oriz ing  lull for this reques t:

Why is it in the  national inte rest  of the United States , which is itse lf a victim 
of OI’EC oil policies and which has  serious  balance of payments problems of its 
own, to provide $1.75 billion to the proposed Witteveen Facili ty, which is  designed 
to assis t othe r countries in financing the ir oil-rela ted balance of payments ,
deficits?

Answer. The Fac ility  will, of course, be providing financing to countries  in 
balance  of payments difficulty. Tha t financing is to promote  a more sustainable 
pattern of payments imbalances, and to promote balance of payments a djustment 
through inte rna tion ally  cooperat ive and responsib le policies. Thus  the purpose M 
of IMF financing is to main tain a strong intern ationa l monetary system and a 
heal thy world economy. U.S. economic growth  and prosperity, and the heal th of 
the dollar , depend critically on a strong and prosperous world economy. It  is 
clear ly in the  U.S. inte rest  to join with  the other ind ust ria l countries  and the 
OPEC countries to help reinforce the IMF and the world economic system, be­
cause  of ou r own important economic stake in  t ha t system.
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Mr. Mahon. I would like to yield to the gentleman from Oklahoma, 
Mr. Steed, and then to Mr. Long, who have subcommittee assignments 
that are related to the problem.

If there is no objection. Mr. Steed ? . . .
Mr. Steed. Mr. Secretary, of course since the authorizing legisla­

tion is coming up on the House flooi. obviously, if it s  approved the 
major questions as to the desirability of this program will have been 
answered. If  it isn't, of course, then we don't have any problem as far 
as our committee is concerned.

Now, assuming that it is approved, the Appropriations  Committee 
then will have to’start the process of enacting a law appropr iating the 
amount of money we are committed to do. But there is the other side 
I am interested in.

This imposes certain functions upon the Treasury Department, and 
when you have extra work to do you have extra administ rative costs.

Could you give me a little summary of how much of your manpower
* and your resources are involved in adminis tering this program and 

what would probably be added to it if this new function is brought 
about? Also. How docs that interface with the stabilization fund 
activities that  you also have to carry out of the Secretary’s office?

MANPO WER TO ADM INI STER PROGRAM

Secretary Blumenthal. I would say, generally speaking, Mr. Steed, 
(hat I do not believe that the partic ipation by the United  States in 
this so-called Witteveen Facility would impose additional manpower 
burdens on us. That  can be handled with the normal complement of 
executives that we have in the in ternational side of the Treasury, pa r­
ticularly on the international financial side in OAST A (Office of the 
Assistant Secre tary fo r International Affairs).

These are the same people that are also engaged in administering 
the Exchange Stabilization Fund. I don't really th ink we would have 
to expand our manpower complement.

Mr. Solomon is immediately in charge of that. I)o you agree with 
that?

Mr. Solomon. Yes, sir.
Mr. Steed. We never have considered the stabilization fund as one 

of the subjects tha t would come under the general heading o f foreign 
aid. How do you consider the IMF?  Do you consider that  a type of 
thing like foreign aid or is this more in the neighborhood of the 
stabilization fund?

* Secretary Blumenthal. The IMF is quite different from foreign 
aid, Mr. Steed. This is a participation  in an activity in which you as­
sume rights  and obligations, in which you exchange resources for 
other instruments of value, in which you have an equal right to draw

- on the facilities, where you have an obligation to repay over a short 
period of time. As I have said, we have drawn on the IMF on a 
number of occasions, and really th is is a way to maintain stabil ity in 
the world monetary situation and to maintain general economic health 
and the level of trade in the world.

It is not a hand-out; it is not a providing of aid to any part icular 
countries. The member countries have paid resources into the Inter -
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national Monetary Fund,  as we have, and they have a right to draw 
on that. So, it’s really quite a different situation.

Mr. Solomon. May I add to that,  Mr. Steed ?
We have a continuing day-to-day relationship with the Inte rna­

tional Monetary Fund,  and our net creditor position in the Fund 
changes continually as countries draw or pay back dollars or as we 
purchase or repurchase foreign currencies. We consider this Witteveen 
Facility  as p art  of the regular international monetary transactions  of 
the Treasury with  the Fund.

Mr. Steed. As I follow you, then, you consider this entire IMF 
area as another purely Treasury function as you do the several other 
responsibilities the Treasury Department has to perform.

Secretary Blumenthal. That is right.
Mr. Steed. I t has nothing to do with some program of foreign aid or 

some other activity  of that  sort ?
Secretary Blumenthal. Tha t is correct.
Mr. Steed. There is one thin g that  I am a l ittle hit unclear on. We 

have need for this, as T gather, mainly because of the oil situation and 
the burdens it imposed on all of these countries when the price went 
up so high so fast. Would it  lie vour understanding of the operation of 
the fund, if a country received a loan from the fund, that  the IMF 
would require th at it take some action to correct its internal affairs to 
the point that  it could cope with this oil problem so it wouldn’t be an 
ongoing burden because of its balance of payments being so out of 
balance.

Secretary B lumenthal. Those are difficult problems for some coun­
tries. But the agreements that  are negotiated between th e TMF and 
individual countries with whom they are working on stabilization uro­
grams generally are of a nature  that  the country can accommodate.

The TMF is not going to press for something that is unbearable for 
the country. It  does frequently mean, however, adiustments are diffi­
cult and involve some belt tighten ing. Under present circumstances, 
virtually all of the countries that are going through stabilization 
programs are able to handle their  obligations under  the IMF 
agreements.

Mr. Steed. Tha t is all. Mr. Chairman.
Thank you, Mr. Secretary.
Mr. Maiion. The gentleman from Maryland, Mr. Long.

PURPOSE OF PROVIDING RESOURCES

Mr. Long. Thank you. Mr. Chairman.
You say this is not a foreign aid program. Aren’t the difficulties of 

many countries due to the fact that  the OPF C nations have main­
tained a very h igh price for their oil? A hi"h  price which has put a 
great many countries in exchange difficulties, including ourselves?

OIL PRTCE INCREASES

Secretary Blumenthal. It  is true that  the increase in the price of 
oil has created difficulties for several countries.

Mr. Long. Tn setting up this program, aren’t we, in fact, helping 
these other countries to continue to pay these exhorbitant prices for 
OPEC oil?
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Secretary Blumenthal. The IMF is providing these resources as 
part of agreements for carrying  out stabilization efforts in each of the 
countries involved, so that th eir total economy adjusts it self to the new 
situation.

ASSISTANCE TO DRAW ING COUNTRIES IN  MAK ING OIL PURCH ASE S

Mr. L ong. This may or may not be true, but isn’t it a fact tha t by 
setting  up this program we are helping these foreign countries con­
tinue to buy oil at high prices from the OPEC  nations?

Secretary Blumenthal. Some countries buy from the OPEC na­
tions, others have the ir own resources. The IM F’s resources are avail-

* able to assist in economic stabiliza tion efforts for any purpose.

INT EREST OF OPEC COU NTR IES

m Mr. L ong. I don’t think you are really responding to my question.
Doesn’t the fact that  the OPEC nations are putting up 50 percent of 
this money indicate the recognition on their par t that they are a major 
part of the cause of the problem ?

Secretary Blumenthal. I think  it indicates a recognition tha t they 
have a lot of excess resources, that they have the same interests tha t we 
do in maintaining stabi lity in the world economy.

Mr. Long. But don’t they have to sell their  oil, and isn’t there an 
awful lot of  difficulty in selling oil at those high prices? Aren’t there 
oil surpluses in the world because some countries are having difficulty 
buying the oil they need at the high prices th at have been set up by 
OPEC? Isn ’t this facility, in fact, a recognition of that  fact and an 
attempt to enable a lo t of countries to continue to buy oil at those high 
prices?

Secretary Blumenthal. I don’t think-----
Mr. Long. I sn’t tha t why the OPEC nations are so willing to put  up 

50 percent of the facility? T don’t know any other program in the 
world for which they are willing to pu t up 50 percent of the funds.

Secretary Blumenthal. I think the OPE C nations recognize they 
have an interest in maintaining a stable world economy and the 
world-----

Mr. Long. They have an interest in selling their  oil, don’t they, at 
high prices ?

Secretary B lumenthal. They certainly want to sell their  oil.
Mr. Long. And with this program we are aiding a lot of foreign

• countries to continue to buy oil at very high prices. Aren’t we enabling 
OPEC to continue to refrain  from recognizing that  they are over­
pricing their oil on the world market ?

Secretary Blumenthal. We do not do this for the benefit of the
- OPEC countries.

Mr. Long. But  isn’t that, in fact, the result ?
Secretary B lumenthal. In my judgment-----
Mr. Long. Aren’t we postponing an adjustment based on the facts of 

the world market?
Secretary Blumenthal. I think  we are facil itating an ad justment. 
Mr. Long. We put in $8.1 billion in the U.S. quota to the IM F in the 

past, I  believe. Wh at happened to all of the money we put in?
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Secre tary B lumenthal . W hy  don’t you go th roug h the num bers  as 
we have them.

Mr. Solomon. We  have a quota now. M r. Long,  of SD R $6.7 bill ion , 
which is th e equ iva len t of $8,107 at presen t exchange  ra tes.

Mr. L ong. E ig ht bill ion dolla rs is an awful lot of money. W ha t 
hap pen ed to it ?

Mr. Solomon. I t ’s rig ht  th ere , sir.
Air. L ong. R ig ht  th ere  ? The n why don’t we use it for th is pur pose ?

Why do we have to  put  in more money ?
Air. Solomon. I t is b eing  used alo ng w ith  th e rem ain ing , the res t o f  

the  $45 billion tha t i s in the-----
Air. Long. Why  do we have to a dd  to it ?
Mr. Solomon. Tn the Alon etarv Fu nd  ? AATe have to add  to it  for  the * 

reason I  exp lained ear lier , th at  righ t now the  usable cur ren cy re ­
sources of  the Fu nd  is onlv $5 bill ion  to  $6 bil lion , which is a his tor ica l 
low, and  there for e, the  Fu nd  needs more  resources. Bu t the  money 
stays. I t  rota tes  in  and  rotate s hack  between deb tor  and cred ito r conn- 
tries,  depending  on who has  a tem po rary  balance of pay ments  need. 

RESERVES

Air. L ong. S upposin g the  U .S.  decided they wan ted th ei r $8 billion 
w ithd ra w n; w ha t would happen  ?

Air. Solomon. Th e Fu nd  wou ld be des troy ed in presen t circum­
stances by such a  com plete  wi thdraw al.

Air. L ong. So we cou ldn’t, as a prac tic al matt er , get  it back , could 
we ?

Air. S olomon. Ne ith er  can any othe r country. No country wil l spend 
all its  reserves  at once.

Air. L ong. So ins tead of ca lling  t hi s an asset, we have rea lly  kissed 
it  goodbye f or  all practic al pu rp os es ; i sn’t th at  true  ?

Air. Solomon. I  th ink it ’s an ext rem ely  im po rta nt  asset to us, and  
it ’s im po rta nt  t o ou r in ter na tio na l finan cial  monetary  reserves.

Air. L ong. Bu t if  it ’s a rese rve which we can ’t draw  on witho ut 
wreck ing  the  world , in wha t sense is it a reserve?

Air. Solomon. No  cen tral  bank  or governm ent  will use up  all of its 
reserves. It  mu st hav e reserves somewhere . I f  you use your last  do lla r 
of  reserve. Air. Lo ng, you would  be ban krup t.

Air. Long. I unders tan d t ha t.
Air. Solomon. Th at  is a good place  to keep i t because-----

- Air. L ong. You are  te lling  us th is isn 't rea lly  properly  an a pp ro pr ia ­
tion  because we are  ge tting  a ssets  in exchange, but  they are  asse ts we 
can't  cash, and  asse ts you ca n' t cash , in my opin ion,  are  not  assets .

Air. Solomon. Th at  is also tru e of  ou r gold holding s, because  we 
would not dispose of  our gold holdings en bloc t o the  l ast  dol lar .

Air. T/Ong. W ha t is going to happen  to  the  money we pay in?
Air. S oijomon. AVe will not pay it in. I t will lx* av ailabl e f or  the  IAIF  

to d raw  upon,  if  needed.
Air. Long. Are  we going to be in the  same situ ation  rega rd ing the  

$1.7 bill ion th at  we are ple dging ? Are  we going to be in the  same 
situa tio n in an othe r couple of  years  where we are told  th is isn ’t eno ugh , 
and  we ha ve to pu t in more money ? As a  m at ter  of  fa ct, isn 't there  a n­
othe r regu lar quota  increase due  in anoth er couple of yea rs fo r the 
IAIF ?
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Mr. Solomon. The seventh review will be coming along. We will be 
looking at that during  the course of this year. I don’t know when gov­
ernments will agree as to what fu rthe r replenishment of the Fund will 
be required, and what the size of that  quota review would be. But we 
do this periodically, of course.

EMERG ENCY AID

Mr. Long. But apparently this periodical review that  is coming up 
is not soon enough, so basically, what you are saying is the Intern a­
tional Monetary Fund is in unusual trouble and we have to come to 
its assistance with emergency aid; isn't that what th is amounts to.

* Mr. Solomon. That is a way of putting it, yes. The  IM F's resources
are very low and we would not like to run risks with the International 
Monetary system. It affects our own economy too seriously.

Mr. Long. We have a deficit of our own. I th ink today the Chai rman 
*» of the Council of Economic Advisers says the balance of payments

deficit is running about $17 billion. Why are we putt ing out more 
money to help other countries with thei r balance of payments difficul­
ties? How do we handle our own balance of payments difficulties? 

I’ROI’OSALS FOR ADDRESSING BALANCE OF PAYM ENTS PROBLEMS

Secretary Blumenthal. We are handling our balance of payments 
problems by recommending to the Congress that energy legislation be 
enacted early, by putt ing forward a program, an economic program 
which the President has submitted, including a tax program tft at will 
ensure growth and competitiveness of American industry;  and by pro­
viding addit ional resources to the Expo rt-Import Bank.

Mr. Long. These are proposals by the Adminis tration. Congress 
hasn’t acted on them yet.

Secretary Blumenthal. Th at is correct.
Mr. Long. Has Congress, in the past, been ready to pass the kind of 

legislation which would solve all of our balance of payments difficul­
ties in the wor ld? Isn't this a highly speculative thing?

Secretary Blumenthal. I would certainly hope Congress will act 
favorably on measures tha t will help us to deal with our current 
account deficits.

Mr. Long. You can’t be sure that is going to happen, and in the 
meanwhile, you are asking us to cope with our own staggering balance 
of payments deficit, and, additionally, to put out a couple of more 

• billion dollars to aid other countries. We are not only paying  an
enormous price for  oil, running a huge t rade deficit largely because of 
these high prices, but we are also being asked to  come to the aid of 
other countries. All of this to maintain the high prices of OPE C oil. 

■ Secretary Blumenthal. Mr. Long, do you seriously believe if we
are a party to creat ing confusion in the world monetary and financial 
situation tha t tha t will help the United States?

Mr. Long. That is your “confusion”, not mine. Do you really think 
we can go on supporting the Arab countries and enabling them to 
pursue any kind of oil price policies they wish? Bailing them out by 
coming to the aid of the consumer when they  can’t sell the ir products 
at these very high prices?
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OIL PRICES

Wouldn’t another possibility be to simply say to the Arab coun­
tries, “Lower the price of vour o il; you are charging to much, and t ic
world is in difficulties.” ’ . . .

Secretary Blumenthal. We are talking about maintaining the v ia­
bility and the resources of the International Monetary Fund, which 
is central to the strength  and health and vitality of the American
economy. . , ,

Mr. Long. You are saying this in very long winded words, but why 
don’t you jus t recognize the words I  just presented to  you?

Secretary Blumenthal. Because I don’t agree with them.
Mr. Long. You don’t agree that  the oil countries are charging more 

for their oil than would be the equilibrium price in the  world market, 
tha t there are oil surpluses which can’t even be sold at those h igh 
prices, and that this is the reason why we are in a balance of payments 
difficulty. You don’t agree with th at ?

Secretary Blumenthal. I have said on many occasions tha t the 
stabilization problems of the different countries exist for many reasons, 
including the present increase in the price of oil.

Mr. Long. You don’t think the price  of oil is a major factor?
Secretary Blumenthal. Tha t is one of the major factors, absolutely.
Mr. Long. Aren’t we, in fact, enabling the Arab countries to con­

tinue a policy of which we do not approve, which is harmful to our 
economy, harmful  to the economies particularly of the underdeveloped 
world, and we are simply saving, all right , in order for you not to 
have to lower your price on oil we are going to p articipate in a world 
program to help lend money to the poor countries so they can continue 
to pay those high prices for Arab oil ?

Now, isn’t that  in simplified terms the real statement of the 
situation ?

Secretary Blumenthal. That is not the wav I  would express it at 
all.

Air. Long. You mean that is not the way you like to see the state­
ment made.

Secretary Blumenthal. Yes. T do not like to see i t made that way, 
because T don’t think it ’s correct.

Mr. Long. If  T am not correct, just say in what way T am incorrect, 
but please say it in simple words.

Secretary Blumenthal. T can only say it in the words in which T 
can say it, T hope they are simple enough.

We have made it very clear to the oil exporting countries that in­
creases, fu rther increases, in the price of  oil at this time would create 
problems.

Mr. Long. Why don’t we make it c lea r to them ?
Secretary Blumenthal. Would you allow me to finish mv state­

ment? As a result of tha t, the oil exporting countricc did not increase 
their price of oil. It was their  choice. They are entitled, they are cer­
tainly entitled to charge for it what they can get.

T don’t know what you are suggesting that we do other than to 
ensure that in the circumstances in which they charge a price for the ir 
product we do the best we can to avoid reliance on them, and we have 
helped other countries as well as ourselves to adjust to that situation.

«
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Mr. L ong. Ha ve  you ever sug ges ted  to them th at  they  lower the
price of th ei r oil ? , , 1 1 1

Secre tar y Blumenthal . T ha t is a suggestion  th at  the y hav e he ard  
many tim es before.

Mr. S teed. Mr. C hairm an, cou ld I  ask  one questio n ?
Mr. Maho n. One quest ion.
Mr. Steed. We hav e been ta lk ing about the  oil and its  impact  on the 

use of the  In ternat iona l Mo netary Fu nd  in rel ation  the reto. I come 
fro m an are a where the  sa le of ag ric ul tu ra l pro ducts  i s im po rta nt .

Does it follow th at the  In te rn at iona l Monetary  I  und plays an im ­
po rtan t role in the  ab ilit y of the  Am erican  ag ric ult ural  pro ducer s to 
ma rket the ir  crops to  nat ion s th roug ho ut  the  world  ?

Secre tary Blumenthal . Absolutely .
Mr. Mahon. Mr. Conte?
Mr. Conte . Mr. Sec retary , I wan t to  follow  up on the questions 

asked by A1 Ceder ber g and  Tom Steed. Wou ldn ’t our  b alan ce of pay - 
men ts defic its be relieved by sta bi liz ing  the  exchange  ra te  of othe r 
cou ntr ies? They will  be in a be tte r p osi tion to be able  to pur cha se goods 
an d services f rom  th e U nit ed  S tates.

Secre tar y Blum enthal . Abs olutely . Th at  is rea lly  the  only  way 
in which we can hope to ma intai n sta bi lit y and  increase ou r exports  
over  time.

Mr. Conte . I would like to look int o th is more in the fu ture . May I 
make a suggestion . Mi'. Ch air man? I know the re is a pre ced ent  fo r 
thi s. In ste ad  of wa sting  time decid ing  w hat  subcomm ittee you should  
send  it  to, le t’s take  it up before  the Fu ll Com mitt ee.

Th is is a ve ry, very u rge nt issue, as I  u nders tan d it.
Mr. Yates. Mr.  Ch airma n, we don’t have  a quorum  of  the  Fu ll 

Com mitt ee here today.
Mr. Conte . I don’t mean tod ay.  Some fu ture  date.
Mr . Yates. W hy  not send it  t o the  subcomm ittee  to get a thoro ugh 

review of it?
Air. Conte. Th ere is a dis pu te over what subcomm ittee  should 

tak e it.
Mr. Yates. We have sent sub jec ts to two subco mmittee s before.

H U M A N  RIG HTS

Mr. Conte. We have prec edent fo r ful l committ ee hearings. The 
th ing I am concerned abou t here  is Hu ma n Righ ts Am end ments , 
which I underst and will lx* offered, and  what effect will th at  have

•  on this ?
I th ink th at  is a very  phoney issue, and one th at  sh ould  be discu ssed  

today.
Secre tary Blum enthal . I th ink the  c ha racter  of  th e IM F is  so sub-

* s*antia llv diff eren t from th at  of  t he in ter na tio na l develop men t ban ks 
th at  rea llv  th at  ques tion  should not pr op er lv  arise . All IM F mem bers  
not only  have rig hts, bu t also o bli ga tions  that  are  very  im po rtan t to 
the  int ern ati onal mo net ary  syste m, as the y are  to ou r own economic 
intere sts  in th is cou ntry.

I f  we were to  ap ply hum an rig ht s con sidera tions to IM F tran sa c­
tion s, th at  in fac t would constitu te a den ial to member countries of  
the  IM F of  the  righ ts  to  which they  are  legally en tit led  so long as 
they meet th ei r o bligat ion s un de r the IM F.
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tion to provide financing to the IMF. That is something tha t they are 
obligated to do. Thus, we would really seriously impair  the ability 
of the IMF to function.

If  you introduce into this  k ind of an international financial mech­
anism, which has all of the benefits that  have been referred  to, poli ti­
cal considerations of this kind, they simply could not function and 
member countries would cease to be willing to meet thei r obligations 
since they would be deprived of thei r rights.

Mr. Conte. Thank you.
Mr. Mahon. Are there further questions on my righ t ?
Mr. Addabbo. Mr. Secretary, it never ceases to amaze me. When the 

world has a problem we can come up with immediate solutions; when 
our own cities have problems it takes us months and months to come 
up with a program.

Looking a t your statement on page 2 and speaking of this facility, 
that would almost be a criterion for setting  up a program to help our 
own cities—being able to borrow from the Federal Government, work 
out the ir balance of payments, et cetera.

Getting back to this matter before us without taking  unnecessary 
time, why are we seeking to establish a separate facility and not just 
increase our contributions or everyone’s contributions to the Intern a­
tional Monetary Fund? Why this separate facility?

Secretary Blumenthal. This is in the first place considered to be 
a temporary facility  for a limited period of years. It has certain other 
different requirements attached to it.

As I indicated, a country has to have a problem that  requires stabi­
lization over a longer period of time, and it has to be of a magnitude 
larger than amounts available through drawing  on the regular 
tranches. It  is supposed to deal with the adiustment requirements in 
the world tha t exist at the present time, and hopefully only for a lim­
ited period of years.

So it is not therefore  quite the same thing  as the 6th quota increase 
and the possible 7th quota increase that  is being discussed in parallel. 

TEMPORARY NATUR E OF TH E FACIL ITY

Mr. Addabbo. Is there any limit of time on how long our money, i f 
we do contribute to this  separate facility , will lie tied up? Have there 
been any regulations promulgated? 1 year. 2 vears. 5 vears, 10 years?

Mr. Solomon. Yes. The maximum period in which countries that  
are qualified can make drawings is 5 years. Repayment is in 3.5 to 7 
years a fter  each drawing. So then the facility  ends.

I should point out. Mr. Addabbo. tha t the United States share in 
this facility is less than it is in normal quota increases, the normal re­
plenishment. Then our share is around 21.5 percent. In this case it is only 17 percent.

The OPEC countries altogether put up only about 10 percent of 
quotas—that determines their voting power and that is all they would 
put under a regular replenishment: under this temporary replenish­
ment. they have been putting up 48 percent.

Mr. Addabbo. It  lias been mentioned, quite properly, that this will 
benefit to a great extent OPEC, and is why OPE C i s  putt ing up 50
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percent. In view of the fact that much of the problems with the 
balance of trade throughout the world lies at the foot of the OPE C 
countries, would this not be time to use this wedge to revamp the en­
tire IMF and get the OPEC countries to increase thei r overall con­
tribution to IM F, rather than to set this 7-year program, which again 
is going to be a permanent program—it is going to be eventually 
welded into a permanent program because you are reviewing IMF  
investments every 7 years?

Would it not be better for the world economy and better for all, 
now that we have OPEC against the wall on th is one question where 
they may not  be able to get pa id some of their  ext ravagant bills, nowT 
is the chance to get them to increase their contribution to the entire 

- IMF?
I am willing to bet. without looking, that most of that  money has 

gone to the OPEC nations or nations dealing  with the  OPEC nations, 
the loans.

>  VOTING RIGHTS

Mi. Solomon. Every country in the world would like to increase 
its share of the IMF and would be only too happy to put more money 
in to get a bigger voting position. We want to retain the United  
States veto on key decisions, and we have such a veto.

These contributions are part of the otlicial reserves of each govern­
ment, and therefore they are not considered anyth ing but monetary ex­
change transactions. It is not a real expenditure, and therefore it is 
“easy money.’’ to use a crude term, for countries to put up to get a 
bigger voting share in the fund. It is not in our interest—I am not 
making judgments about any particular  country, and I am sure under 
the normal criteria  certain OPEC governments mav qualify for larger 
shares—but it is not in our interest to say to other countries, come 
put your money in. Participation  involves only these monetary t rans­
actions. and we do not want to give up our veto share-----

Mr. Addabro. Are we giving up our veto share under this facility?
Mr. Solomon. No. Even though we are putting up only 17 per­

cent, this does not affect our voting.
Mr. Addabbo. Even with the money given to this new fac ility?
Mr. Solomon. No.
Mr. Addabbo. Can we not change the rules so that  the same rules 

would apply to the IMF voting?
Mr. Solomon. The only other way, other than temporary facility, 

would be to put it up as regular quotas. Regular quotas are roughly 
• in proportion to voting shares. That is provided for in the charter.

Mr. Addabbo. If  you are changing the cha rter and changing ground 
rules-----

Mr. Solomon. We are not changing the charter.
» Mr. Addabbo. You are changing the ground rules for a temporary

facility?
Mr. Solomon. Right.
Mr. Addabbo. Would it not be possible to change the entire ground 

rules, so we retain this veto power but make those people who have 
benefits from the fund share a little more of the burden without ob­
taining the benefits of a full control?
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Mr. Solomon. It is like a corporation, if you put up 10 percent of 
the money for the stock, you want 10 percent of the voting power. 
Traditionally, and we have always insisted on this- ----

Mr. Addabbo. But you are not doing it with this facility.
Mr. Solomon. On this one we are getting a better deal. We put up 

17 percent, but it is not affecting our voting power.
Mr. Addabbo. What I am saying is, why can we not redo the IMF  

fund to get the same benefit ?
Secretary Blumenthal. Nice work if you can get it, except you 

cannot get it. It is a good idea but you cannot do it.
Mr. Addabbo. Except  you have the OPE C nations to a certain ex­

tent at a disadvantage, where they are looking for this money, and 
perhaps this is the time you can possibly get it. *

Secretary Blumenthal. The Articles of Agreement of the IMF, 
negotiated many years ago, real 'v preclude the possibility of doing 
tha t on regula r quota increases. There are dozens and dozens of coun­
tries involved. You would never be able to agree to that,  that  other x
people put up the money and we have the votes. That is a nice 
arrangement.

Mr. Addabbo. Mavbe you should try  it.
Secretary Blumenthal. T admire you for your ingenuity but I do 

not think we can <ret tha t result.
Mr. Addabbo. We have it right here.
Secretarv Blumenthal. We are very proud of this.
Mr. SoijOMON. This is the best deal since the Louisiana Purchase.
Mr. Addabbo. It  still leaves $1.7 billion.
Mr. Cederbero. Off the record.
[Discussion off the record.1
Mr. Cederbero. What would happen if we did not have this facility, 

and we need the stabilization, would we be usin^ United States dollars 
from some other appropriations  to assist stabilization?

Secretary B lumenthal. We would have a lot more countries in very 
serious trouble; there would not be enough official resources available 
for them to carry  out these stabilization projects ; we would have a 
lot more disturbance in international exchange statistics; our exports 
would suffer, agricu ltural as well as indu str ial : and the whole world 
would be worse off. The IMF has functioned well to prevent that  situa ­
tion from occurring. You need those resources.

Mr. Steed. The Chair recognizes the gentleman from Alabama.
Mr. Edwards. Thank you, Mr. Chairman.
Have you made a statement on the record where the name Witteveen 

Facility  came from ? ♦
Secretary Blumenthal. Yes; it comes from the name of the Manag­

ing Director of the IM F, who is a gentleman by the name of Witteveen.
Mr. Steed. It’s just that  simple.
Secretary Blumenthal. Tt is jus t that  simple. He had one of the 

first ideas, he convened the first meeting, and it became known as the 
Witteveen Facility.

Mr. Steed. I know Mr. Addabbo’s concern about Xew York and the 
need for money. I was looking at the breakdown of the budget; about 
17 percent of our budget goes to States and localities, does it not?

Secretary Blumenthal. I think that is about right.
Mr. Steed. That is what a chart says.
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Secre tar y Blum ent hal . OK . .
Mr. Steed. Which would  be about $85 bill ion , if  m y ma th is rig ht .
So we are rea lly  not  short -ch anging  the  State s and  localit ies,  are  

we ?
Mr. Addabiio. We paid in 26, tho ugh. M e are  sti ll being sh or t­

changed .
Mr. E dwards. Come on down where we live where the  tax es are 

cheaper . Most of us th in k abo ut the  In te rn at iona l Mo netary  Fun d as 
a fun d t ha t is there  p rim ar ily  for  the  benef it o f o thers .

US E OF FU N D  BY  T H E  U .S .

You say in your sta tem ent  th at  we hav e used the  fund  23 times, 
draw ing  on our asse ts for  more th an  $3.5 bill ion . M ou ld you  give us 
some examples of wh at has caused us to draw  down on our asset s?

Secre tar y Blum enthal . Yes, I th in k Air. Solomon has  d eta ile d ex­
amples o f the occasions  when we did  that .

Mr. Solomon. There  have been periods like  in the  ea rly  Seventi es 
when cou ntr ies  would come in , because we w ere ru nn ing a b ig  ba lance 
of pay ments  defic it, they would come in with do lla rs and ask  us to 
redeem them for othe r usable cur rencies or  gold . AVe do no t hav e 
oth er usab le cur rencies bu t we have gold . Ra ther  than  pay out the  
gold , we drew' usable  curr enc ies from the fun d and  pa id them, and 
took  those do lla rs back.

Mr.  E dwards. I s th at  typ ica l of  most of  the  23 inst ances when we 
have used the  fun d ?

Mr. Solomon. I t is t rue  o f mos t o f them. There  m ay hav e been some 
typ es of  tra nsac tio ns  as w’ell w here —th is get s fa ir ly  technica l—to  fa ­
cil ita te othe r exchanges  in the  fund , bu t in those cases we were also 
runn ing a bala nce  of  pay ments  deficit . In  every case it rep res ented  a 
resource fo r us to d raw’ du rin g a per iod  o f t ime  when we were ru nn ing 
a ba lance o f pay ment deficit.

CO NSE QUEN CE S OF FA IL U RE TO R E PL E N IS H  T H E  FU N D

Mr. E dw ards. Tell me in simple lan gu age th at  Mr. Long and I  can 
underst and, w hat  w ould h app en if  the C ongress  does not go a lon g w ith  
th is request ? MTiat is th e pra cti ca l effect of  fai lur e to respond to your  
recommenda tion  ?

Mr. Solomon. The fac ili ty would no t be act iva ted . T he  F un d would 
con tinu e to opera te wi th its  low level of  r esources; it  would  m ean th at  
you wou ld have a v ery  limit ed ab ili ty  to  re spo nd,  i f the re  were a shock 
to th e in ter na tio na l m one tary  system.

I am not say ing  th at  the in ter na tio na l mo net ary  system  wou ld col­
lapse, by no means ; I am say ing  it wou ld be weakened,  if  we fai l to 
make thi s rep len ishment,  th at  is.

Mr.  E dwards. I s replenishm ent  th e pr op er  word ?
Mr. Solomon. W ell , it is a tem po rary  rep len ishment,  I suppose, is 

the  w’ord.
MTe a re beefing up  the resources of  th e Fu nd  to meet ce rta in  spec ial 

typ es  of  problem s because of  th e lar ge  imbalances,  the  lar ge  defic its 
in the world  tod ay an d the gr ea te r need fo r bala nce  of  paym ents as ­
sistance.  So I th ink,  even tho ugh it  is a tem po rary  rep len ishme nt,  I 
w ould s till  use th at  word.
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Now, there are some other factors. If  other countries cannot get 
access to balance of payments assistance when they need it, then they 
will put on restrictions, for example, import restrictions. This is very 
disruptive to our  exports and those of the world as a w’hole, and it also 
means tha t they are not pursuing the proper type of stabilization 
program.

In the long run, they would he much better off if they followed 
appropriate stabilization programs, as we have seen in the case of 
Great Britain and It aly.  Great Brita in, as you know, drew funds from 
the International Monetary Fund, undertook a proper stabilization 
program just about a year and a half ago, and is now beginning to 
show excellent prospects for solid grow th and is beginning to repay 
the Fund. So it is better to have that  type of stabilization program »
rather than to have these abrupt import restrictions which a country 
will pu t on if  it cannot go to the Fund and get balance of payments 
assistance as part of that  program.

Mr. Edwards. Ts it fair  to say that it would he inappropriate to pu t >•
this fund in the general category of foreign aid ?

Mr. Solomon. Yes. I t is not foreign aid a t all. It  is a flow’ of financ­
ing back and forth, a two-way flow. Countries are debtors at some 
times, creditors at other  times.

As the Secretary has pointed out, we have drawn frequently, and 
Brita in has drawn. Other highly industrialized countries have drawn.
It  is not simply or typically less developed countries who draw from 
the IMF. In fact, the longest par t of total drawings has been by the 
more developed, industrialized countries.

This is not a foreign aid institution in any sense. It is an inst itu­
tional propping-up of the international monetary system, and we 
w’ould really be hurt ing ourselves badly if we did not prop up this 
system when it needs propping up, particu larly  when we can do it with 
as cheap a price ticket as this.

Mr. Steed. Off the record.
[Discussion off the record.]
Mr. Steed. The committee will recess for 10 minutes.
Mr. Myers. Mr. Secretary, might we continue to expedite your time 

and ours too? We in the minority do not get the opportunity very 
often to function as chairman. So while the chairman is away the 
minority will play.

TRADE BA LA NC ES

Mr. Secretary, as I  look at this, it seems that it is actually used as 
a fund tha t we contribute to so that we might participate more in -
trade and, consequently, we are getting ourselves just a little  bit deeper 
into debt as fa r as international balance of t rade  and balance of pay­
ments is concerned.

My concern is that we are not going to be exporting more agricul- atural products; we are not exporting fuel lx'cause of our present 
policy; we are not going to be selling more manufactured goods.
What will w’e be selling tha t necessitates that w’e continue to be part ­
ners in trade?

Secretary Blumenthal. Well, actually, if you look at our trade 
balance you will find th at on everything but energy we have a surplus 
of some $15 billion or so; it is that $45 billion tab for eneTgy imports
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tha t is causing the very substantia l deficit. That  means that  we are 
successful in exporting a very large variety of products.

I guess it is something like $120 billion of exports in total. We have 
had very good success in expor ting agricul tural products. I would 
expect that in 1978 agricultura l exports will increase over 1977. Simply 
with the additional resources tha t the Export-Import Bank has avail­
able, we ought to he able to export manufactured goods in increasing 
amounts as well. Also, the depreciation of the dollar agains t certain 
currencies will make our goods more competitive in certain parts  of 
the world, so we are not without hope.

Mr. Myers. We certain ly need the sales. I do not want to discour­
age that  o r do anything th at might cause us to be in an in ferior  posi- 

" tion as f ar as selling more goods abroad. It seems th at our policy has
been rather negative in this regard, and I think you would gain a lot 
more votes in Congress if this administration  would d isplay a more 
aggressive interest in foreign sales.

* My second question is, is this $1.7 billion in the budget that  you 
have presented ?

Secretary Blumenthal. No. The $1.7 billion is not in the budget. 
We are recommending tha t only $200 million, representing a con­
tingency reserve for possible—and I emphasize the word “possible”— 
exchange losses, lx1 subject to appropriation . And that  would have to 
be in a supplemental appropriation for 1978.

Mr. Myers. Then your request in 1978 would be only for a $200 
million supplemental approp riation?

Secretary  Blumenthal. Tha t is correct.
Mr. Myers. Not for the $1.7 billion?
Secretary B lumenthal. That  is correct.
Mr. Myers, You have used the term “replenish the fund .” which 

concerns me. I t is not really replenishing. You are not adding, or are 
you really replenishing a fund that has been absorbed or used up?

Secretary Blumenthal. No, we are adding to the resources of the 
Fund, as there are additional needs in the world. There has been the 
6th quota increase, where the resources were added to, and there may 
be a 7th quota increase in the future. For now. we have this temporary 
Witteveen Facility.

Mr. Myers. Quite frankly . I am famil iar with the Interna tional 
Monetary Fund , but this part icular separate facility I am not.

ADMINISTRATION OF THE  FUNDS

* Is there actually an agency tha t will administer  these funds?
Secretary Blumenthal. It will be administered by the normal

staff of the IMF.
Mr. Myers. Why do we call it supplementary? Why not put it

* directly in the IMF  ?
Secretary Blumenthal. It is supplemental to the regular quotas 

and the regular resources that exist in the Fund, and as we testified 
earlier  today, the division between the various participants is some­
what different.

In the normal quota increases, partic ipation is in accordance with 
the percentage of the quotas tha t a country has. In this parti cular 
instance, financial participation is not determined with regard  to those
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quotas, but is divided almost equally between a number of industria l­
ized countries and a number of oil-exporting  countries.

N O N -P A RTIC IP A TIN G  NA TI ONS

Mr. Myers. This introduces my next question and probably my last.
This has often been called, the IMF, as the Group Ten. Now i t is my 
understanding th at of the 10 par ticip ating nations, only 7 have offered 
to contribute to this supplementary fund, leaving out Britain, F rance 
and Ita ly.

In  earlier colloquy this afternoon, you identified Italy as possibly—
I use the term “possibly”—one of the recipients. Why are these 3 
nations not participating? If  there is a reason why not, why make 
Italy partic ipate  in these funds when they are not a contributor?

Secretary Blumenthal. The supplemental Witteveen Faci lity is 
available to any member of the IMF.  So tha t you do not have to be a 
contributor to the supplemental facility in order  to be eligible to draw <
on it if you qualify, if you meet the various criteria.

Therefore, even though Ttalv is not a contributor to the supple­
mental facility, does not subscribe to it, I taly , like any oth er member 
country, like the United States or anyone else, would be able to draw on 
it if the need arose.

Mr. Myers. Why are they not pa rticipating? They are in the Euro­
pean Common Market; they can protect  themselves in this regard  
against our exports; so why are they not contributing to this fund?

Secretary Blumenthal. The only countries who contributed to it 
are those with relatively strong economic and financial status at the 
present time.

As you know, It aly  is going through a difficult adjus tment process.
In fact, thev are in the midst of an IMF stabilization program r igh t 
now. They have certain targets  which the IMF  has set for them th at 
they have to meet. They have drawn on the IMF,  so they are not in 
a strong enough position where they f elt they could participate in this 
additional facility.

Mr. Myers Is tha t true of Brit ain and France too?
Secretary Blumenthal. It  is true of Brita in, which also, as Mr.

Solomon indicated, had gone through a stabilization program and had 
drawn on the fund. France I  do not believe has, but France did not feel 
that thev wanted to participate.

Mr. Myers. As to per capita debt, there are few countries that  exceed 
us. I am not sure we are in a good financial position to help anvbody 
at this time. These debts are subordinate, or are they debts? You say *
not a debt.

Really. as fa r as our contribution is concerned, we treat it as an asset.
Secretary B lumenthal. I t is an exchange of assets.

liability for repayment

Mr. Myers. Let me ask you th is question. I do not want to get em­
broiled in this  because I  am afra id T could not understand it. being an 
old country banker; we do not deal in those big terms. But as a
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borrower or user of  these funds, is there any security that a nation has 
to give? I f so, are they treated  as second mortgages, as loans on cred it?

Secretary Blumenthal. Mr. Solomon.
Mr. Myers. Who do they pay back first?
Mr. Solomon. We are not lending to countries.
Mr. Myers. I know that.
Mr. Solomon. As a Fund  needs more resources, it draws on the 

creditors. Then the Fund is liable, and it is probably the most prest ig­
ious monetary organization in the world and its resources are more 
than ample to repay. So the Fund is liable for repayment to the 
creditors.

Mr. Myers. To the contribut ing credito r nations?
* Mr. Solomon. Right.

Mr. M yers. But no one has ever collected yet?
Mr. Solomon. This is a different situation than the quota increases. 

The quota increases are permanent  fund ing of the International Mone-
“> tary Fund. The money circulates, flows back and forth as different

countries have balance of payments needs.
This, on the other hand, is just a temporary emergency facil ity and 

this will be terminated. It automatical ly will expire, you see. The fund 
is responsible for repayment to the United  States and the other 
creditors.

Mr. Myers. Would you provide more for the record on this as f ar 
as terms are concerned?

Mr. Solomon. Sure.
Fact Sheet on IMF Supplementary F inancing Facility

1. PURPOSE

To provide supplementary  IMF financing to members that  (a)  face serious 
balance of paym ents financing needs larger  than the ir access to regula r IMF 
resources and (b) are  prepared  to adop t app rop ria te correc tive economic and 
financial policies.

2. AMOUNTS AND PAR TICIPATION

Firm  commitments (sub ject in some cases to par liam entary  approval) to 
provide financing totaling SDR 8,705 million (approximate ly $10.2 bi llion) have  
been made by fourteen  countries, in the amounts listed in Table 1 (as  of 
December 19. 1077). Discussions are  still in progress with othe r countries.  The 
proposed U.S. sh are  of  thi s tota l is SDR 1.450 million ($1.7 billion). The faci lity  
will enter into force when the IMF has  completed formal financing agreements 
for a tota l of at  leas t SDR 7.75 billion, including agreements with at  leas t six 
count ries each provid ing at  least SDR 500 million of financing to the  facili ty.

£  3. TER MS OF FINA NC ING PROVIDED TO IM F

Period of financing .—Commitments will rema in effective for five years. Actual 
drawdowns will be repaid over 3 (A to 7 years, equivalent to an average matur ity  
of 5 Vi years.

m Inte rest .— Inter es t will be adjusted semi-annually, and will be equal to the
yield on U.S. Tre asury securities of comparable  matur ity  (rounded up to the 
nearest one-eighth  of one percen t). A r ate of 7 percent will apply until Jun e 30, 
1978, based on the  rat es prevailing at  the time the facil ity was agreed.

Denomination of claim s on the IMF.— Special Drawing Rights.
Liquid ity of claims on the IMF.— Particip an ts will receive in exchange for

the ir financing liquid reserve claims on the IMF that  can be encashed at any 
time upon represen tation of balance of paym ents need. Claims may also be sold
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to ot he r par ti ci pan ts , o th er IM F mem be rs o r o th er tr an sf ere es de sign at ed  by 
th e IM F.

4. TE RM S AND CO ND ITIO NS  ON USE  OF SU PP LEM EN TA RY  FIN A N C IN G  BY  IM F  MEM BE RS

Eligi bi lit y.— Ther e a re  ba sica lly  th re e c ri te r ia : (a ) th e  mem be r’s ba la nc e of 
pa ym en ts  fin an cing  need mus t be g re a te r th an  it s  re m ai ni ng  ac ce ss  to  re gu la r 
IM F re so ur ce s;  (b ) th e  mem be r’s prob lems m us t ju s ti fy  an  ad ju st m ent an d re ­
pa ym en t pe rio d long er  th an  ap pl ies to  th e re gu la r IM F re so urc es ; an d (c ) th e  
me mb er m us t pr ov ide a de ta ile d econo mic pr og ra m  th a t th e  IM F is sa tis fied  is 
ad eq ua te  to  so lve  th e co untr y’s prob lem s an d is co mpa tib le  w ith  th e IM F's  pol i­
cie s on  us e of  it s re so ur ce s in th e up pe r (m or e co nd it io na l)  cr ed it  tr an ch es .

Access.— Acces s wi ll para ll e l access to  th e  IM F’s re gula r cr ed it  tr an ch es  an d 
Exten de d Fun d Fa ci li ty . In  co njun ct ion w ith  us e of re gu la r cr ed it  tr an ch es , an  
eli gible mem be r’s access to  s up pl em en ta ry  fin an cin g wi ll in it ia lly  be in  an  am ou nt  
ap pr ox im at el y eq ua l to  it s qu ota in  th e IM F.  Th e pr op or tio ns  o f  qu ota th a t can 
be dra w n in co nn ec tio n w ith  each  cr ed it  tr anche a re  sho wn  in Tab le  2. Su pp le­
m en ta ry  fin an cin g wi ll be  ma de  av ai la ble  in  am oun ts  up  to 140 pe rc en t of  qu ota 
in co njun ct ion w ith  us e of th e F und 's  Ext en de d Fun d Fac il ity.  Th e IM F may  
de cid e to  pr ov id e la rg er  am ou nt s of fin an cing  in sp ec ia l ci rc um stan ce s.

Pe rio d of  av ai la bi li ty .— Me mb ers  wi ll be ab le  to  ap ply to  th e IM F fo r us e of 
th e fa ci li ty  a t an y tim e w ith in  tw o yea rs  o f th e da te  t he  fa ci li ty  e nte rs  into  for ce. 
Tb>s pe rio d will  be  revi ew ed  an d ma y lie ex tend ed  fo r a th ir d  ye ar . D ra wings  
w’ill no rm al ly  be mad e ov er  two to  th re e ye ar s,  prov ided  th a t al l dra w in gs  m us t 
be co mn let ed  w ith in  five y ear s o f t he  facil it y 's  ent ry  in to  fo rce .

Rep ay men t.— Rep ay m en t of dra w in gs  under th e su pp le m en ta ry  fa ci li ty  wi ll 
be mad e in eq ua l se m i-a nn ua l in st al lm en ts  be ginn ing no t la te r th an  3 ^  yea rs  
an d comp let ed  n ot  l a te r th an  7 y ea rs  fr om  t he  da te  of  dra w ing.

Charg es.— Cha rg es  on dr aw in gs  und er  th e su pp le m en ta ry  fa ci li ty  wi ll be eq ua l 
to  th e ra te  of  in te re st  pa id  on fin an cin g prov ided  to  th e fa ci li ty , pl us  a m ar gin 
th a t wi ll av er ag e sl ig ht ly  les s th an  one -q uar te r of  1 pe rcen t. Th e m ar gin wi ll be 
used to  mee t IM F ad m in is tr a ti ve ex pe ns es  in co nn ec tio n w ith  ope ra tion s of  th e 
faci lit y.

(-

PA RTICIPAT IO N IN AND CO MM ITM EN TS TO IM F SUPPL EMENTARY FINA NC ING FA CILIT Y

In dustr ia l countr ie s:
Belg iu m ............................
Ca nada ..............................
Germany......... .................
Ja pa n................... ............
Nether land s....................
Sw itz erla nd .....................
Un ited Sta tes......... ..

Sub to ta l.......................

Oil  ex po rting  co un tr ie s:
Ir a n ...................................
Oatar ................................
Saudi A ra bia ..................
Ven ez ue la.......................
Un ited Arab  Em ira tes.
Kuw ait .............................
Nigeria ........................... .

Subto ta l.....................

To ta l

Ap prox im ate
do lla r

SDR (m ill io ns)
eq uiva lent  

(m ill io ns) •
As pe rcen t 

o f to ta  1

150 182 1.7
200 242 2 .3

1,050 1,271 12 .2
900 1.089 10 .5
100 121 1.2
650 787 7 .6

1,450 . 1.7 55 16. 8

4,50 0 5,4 47 52. 3

685 829 8 .0
100 121 1.2

2,06 3 2, 500 23.9
500 605 5.7
150 182 1.7
400 484 4 .6
220 266 2 .6

4.1 18 4. 987 47.7

8,61 8 19. 434 10 0.0

♦

i A t SDR per do lla r rate o f $1.21 (the  rate fo r Feb. 9 .1 978 ).
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TAB LE 2 — RELATIONSHIPS BETWEEN DRAWINGS ON SUPPLEMENTAR Y FINA NC ING AN D IMF 
CREDIT TRANCHES  

(Percent of quota]

Drawings on credit tranches

1st c red it tran che . 
2d credit  tra nche. 
3d credit  tranche. 
4th credit tranche 

Tota l...........

Para llel drawings avai lable 
from  supplem entary 

financing facil ity

Before Af ter
amendment amendment

of IMF of IM F
articles articles

12. 5
34 .0 30. 0
34 .0 30. 0
34 .0 30. 0

102.0 102.5

•S
Exp lana tory  Note.—As p ar t of the  J amaica agreemen t on mone tary reform in 

Janu ary 1976, countrie s’ potentia l access to the cred it tran che s was temporar ily 
expanded by 45 percent, so t ha t each cred it tranche  is temp orar ily equal to 36.25 
percent of quota. This expansion will lapse when the  amendments to the IMF 
Artic les of Agreement now in process of ratification take  effect, and each cred it 
tran che  will then revert to 25 percent of quota. As long as thi s temp orary 
expansion is in effect, draw ings  of supplementary financing will be available  
only in connection with draw ings  on the  upper cred it tranches , and in a n amount 
equivalent to 34 percent of quota  in conjunction with draw ings  on each of the 
second, th ird,  and four th credit  tranc hes.

After the temporarv expansion in cre dit  tran ches lapses, draw ings  of supple- 
HK'iifary financing will be perm itted in conjunction with draw ings  on the first 
credit  tranche, in an amount not to exceed 12% percent of quota, and drawings of 
the equivalen t of 30 percent of quota will be permit ted in conjunction  w ith draw­
ings on each of the thre e upper credit tran ches. No d rawings of supplementary 
financing will be permitted  unless  a country has agreed with the  IMF on a pro­
eram extending into the upper credit tranches . The amounts  ava ilab le in con­
junc tion  with  draw ings  on the upper credit tran ches will be subject to review by 
fhe fund  from time  to time, and may be modified in ligh t of the relativ e ava il­
abili ty of supplementary  financing and reg ula r IMF resources.

Mr. Myers. T would appreciate more information on the interest, 
and so forth, that is contributed and how contribu ting nations may 
sometimes get their money back, if ever.

Secretary Blumenthal. A point on the interest; I do not know if 
it was made before. The interest we would be set ting is slightly greater  
than the borrowing cost of the Treasury. So we are not losing any 
money.

Mr. Maiion. The gentleman from Ohio.
Mr. Miller. Thank you, Mr. Chairman.
I have here a report on H.R. 9214, which is the authorizing  legisla­

tion for the supplementary’ financing facility. It  states  tha t a regular  
quota increase, an unwieldy and time-consuming process involving 
all 132, would not likely provide the new money in time, which means 
it could not be done that  way.

Now, what I am wondering is this, are we setting this  up as a sepa­
rate facility, and are we dividing it 50-50 among the  industrial na­
tions and the OPEC nations ?

31-157  0  -  78 - 8
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Of the total 132 members, all of those could draw on that fund, is 
that correct?

Secretary Blumenthal. That is correct.
Mr. Miller. Do we have any of the 132 member nations tha t are 

in arrears  in their contributions  to the fund now ?
Mr. Solomon. No. I would like to explain one point. They can only 

draw on this facility  at the same time as they draw on their regular 
credit facilities under thei r regular quotas.

This facility is only for those countries that  have a larger balance 
of payments need, a more difficult adjustment period and will need 
longer terms, therefore, to repay.

Mr. Miller. Let me rephrase this a little if T may then.
In their  regula r account, the 132 members would be paying  into w

IMF and the regu lar account, is that correct ?
Mr. Solomon. Yes.
Mr. Miller. Are there any of those nations that  are in arrears in 

their regular account ?
Mr. Solomon. No, that is not permitted in the fund. This is a very 

tigh t operation, with everybody having strict mathematical obliga­
tions and entitlements.

Mr. Miller. Now, another part  of the report indicates that in fact 
it would cause no balance of payments problems if OPEC countries 
invested the proceeds of its surplus in each country roughly in propor­
tion to that country’s deficit. This has not happened.

It  falls back a little to the problem that we spoke of earlier where,
Mr. Secretary, you and Dr. Long had quite a colloquy concerning the 
oil problem and the price of oil that the OPEC nations charge us. It 
does appear that the OPEC nations need this badly. Yet 1 heard you 
mention, when you were questioned on what would happen to the 
fund if we did not enter that  fund, as I recall, you stated it would 
not come into being.

In Mr. Solomon’s testimony on the last page, as I recall, it says the 
others were waiting for us to take the lead, and for our Congress to 
act.

EFFECT OF U.S.  NOT  CO NTRIB UTING

What would happen if we did not act? What would happen if we 
say no ?

Secretary Blumenthal. If  we said no, the facility would not come 
into being, there would be substantially reduced resources available to 
the IMF  to be used in stabilization efforts of different countries. As a 
result, there would be a lowering of  confidence in the world financial 4
structure and in the international monetary system, and the IMF 
would be less able to help countries go through these adjustment 
programs.

Tha t would possibly result in these countries taking other measures, >
such as put ting  on import res trictions, in order to  straighten out the ir 
imbalance. When they do, that  would hurt  our exports and mean a 
loss of jobs in this country. So the creation of this facility is not some­
thing  that we do as a favor to the OPEC countries or that is primarily 
of benefit to the oil exporting countries: it is something we do because 
we all have an interest in maintain ing our trade.
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Indeed, the point can be made tha t a country like Mexico exports 
oil and yet they also have balance of payments problems, and the need 
for internal stabilization. They have an IMF program now, that might 
want to draw on the resources of the Facility. Mexico, as you know, is 
a very important  market for United States exports. So there are 
reasons which go far beyond the interests of a few OPE C countries 
as to why this is a desirable step for us to support.

Mr. Miller. What would happen, again, if  we said no and one of the 
countries, let’s assume it may be th at Italy possibly could borrow from 
the fund. I believe it has lieen mentioned perhaps that Greece would 
borrow from the fund. Maybe that  is not a good indicator of who might 
need this, but if  tha t nation did not have the fund to rely on and could

• not meet thei r balance of payments, would they then have to stop 
importing the oil ?

Secretary Blumenthal. They would not stop importing the oil be­
cause they need the  oil to run the ir economy. They would stop import­

’s ing other things, probably things that  we ex port; that  is what would
happen.

Mr. Miller. But at the present time we are behind in our exporting 
and we have a total, as I see in your own testimony, of $170 billion 
per year, which is our total trade. That  is not our exports but our total 
trade, and we have a deficit, as we said, of some $309 billion. So for 
one country we apparently would not be hurt  very much, but the 
OPEC countries would be hurt.

Secretary Blumenthal. Xo. What would happen is tha t they would 
have to cut back on their imports of other things, the kinds of things  
tha t we export in th at $120 billion, and it would mean that  our deficit 
might well increase substantial ly as a re sult of that .

We have $120 billion worth of goods and services that we export, 
and we want to increase th at, we do not want to see it decreased.

Mr. Miller. That is true but, by the same token, would we be better 
off to keep dollars here, because eventually it seems tha t the Intern a­
tional Funds cost us dollars? Right  now there would be in a bill, in 
this supplemental, $200 million, and if we were not involved that $200 
million would not be needed. So are we be tter off in the long run per­
haps to keep our dollars here, if we are helping other nations much 
more than we are helping ourselves ?

Secretary Blumenthal. I think we are helping ourselves jus t as 
much by main taining the jobs that are represented by these substantial 
exports tha t we are having. Even the $200 million is no more than a 
reserve against contingencies, and really it would not be very likely# tha t it would be used, certainly not in its entirety.

GENESIS OF rROGRAM

Mr. Miller. I f I have time for one more question, Mr. Chairman, I 
would like for you to unravel for us how this thought came about. 
Someone had to si t down and say, “Look, we have a problem.” Some­
one I would assume would have to sav “This country X, this country 
Y, this country Z, will have a balance of payments deficit” of so many 
dollars. Tha t would have to be totaled up to come up with a $10 billion 
figure, about $5 billion for the OPE C and $5 billion for the industrial nations.
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Can you tell us how this idea and program were conceived in the 
beginning and by whom on our part ?

Mr. Solomon. Mr. Miller, in the last 3 years that we have full data 
on, 1974, 1975 and 1976, there were approximate lv $225 billion of 
balance of payments deficits, an average of $75 billion a year. The 
IMF provided roughly 7 percent of total financing. The hulk of it.
Even with this Witteveen Facili ty we calculate that  the TMF share of 
the global financing of balance of payments deficit will be between 10 
and 11 percent, no more than that.

The recycling of surplus funds from surplus countries, whether 
OPEC or industrialized, will still continue through private  capital 
markets. We have made calculations as to what a s trong in ternational  
monetary system requires in terms of official financial hacking, back- •
up power like this , and we arrived at the conclusion that this was an 
appropriate order of magnitude.

There is an ear lier history to this  which might be of inte rest to you 
as well. j

In the  previous Administration it was proposed to the Congress that 
a special support Fund , composed of OECD countries, be created. The 
United States took the lead in that. It was negotiated. All other  coun­
tries ratified. The Congress did not.

The Congress had two main objections. The first was that the OPEC 
countries were not contributing a dune. The second obiection was that  
onlv OECD members would be eligible to  draw from this.

We came into office, we consulted with the Congress and the chair ­
men of the various committees said to us that,  if you can correct these 
two defects, as we see the scheme, we would support it.

Mr. Witteveen took the in itiative,  the Managing Director of I nter­
national Monetary Fund. With ou r support, it was negotiated over a 
fi months’ period, whereby the OPE C countries came in for  roimhlv 50 
percent, and all members of the fund. 130-odd countries, are eligible.

The Senate Foreign Relations Committee reported this bill out. I 
think unanimously. The Senate Banking Committee has reported it 
out. I know of no opposing votes. House Banking and Currency re­
ported it out by a very large margin. The committees that have studied 
this in great  detail and substance, with whom we consulted as we did 
the negotiations over a 6 months’ period, have been very supportive.

That is the history on this one.
Mr. Milter. Did I understand you to sav that we the Uni ted States, 

then, conceived the idea and we, the United States, contacted the 
OPEC  countries, conveying the message that they had better come 
through because they were in trouble from the balance of payments <problems that the ir customers have : is tha t correct ?

Mr. Solomon. The initiative was on the part of the Managing Di­
rector of the  fund. Mr. Witteveen, strongly supported by the United 
States. Secretary Blumenthal and I had considerable bilateral dis­
cussions with the OPEC  countries, arguing that  it was to their  interest 
to come into this  because they have an interest in mainta ining a strong 
international monetary system.

You are right basically that  this is a product of a deliberate, 
carefully-thought-through program. It is not an initiative, I assure 
you, of the OPEC  countries. I t is our initiative  and that of the indus-
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trialized countries in which Mr. Wittcveen, on behalf of the h und, took 
the negotia ting initative and we backed him up.

Mr. Miller. Mr. Chairman, this could go on quite a while. I think 
I have used my time.

Mr. Mahon. Yes.
Mr. Miller. 1 would be happy to have some questions answered that

I will present, if you will answer those for the record.
[Mr. Miller’s questions and the answers submitted by the Depart­

ment of the Treasury follow.]
Question. If the  U.S. provides the requested  $1.7 billion for  the  IMF Supple­

mental Financing Faci lity what will be the actu al cost to the  U.S. ? Do we re­
ceive int ere st payments and at  what rate?  How long would thi s loan run?

w Answer. The only cost to the U.S. that  could result from U.S. par ticipat ion  in
the Facility  would be rela ted to exchange rat e changes. An exchange valuat ion 
loss to the  U.S. would occur if the  dol lar were to appreciate in term s of the 
SDR—the uni t in which our claims with  the  IMF are  denominated—over the 
period of U.S. part icipation in the  Facility . In this  event, the U.S. could receive 
in repayment  fewer dollars than it had transf erred  to the IMF. Appropriation of 
a $200 million contingency reserve to meet such losses is included in the  Pres i­
den t’s proposed FY 1978 Supplemental.

There will be no inte rest  cost to the Treasury from U.S. transa ctions  under 
the Facil ity. The IMF will pay intere st to the U.S. at  rates slightly above those 
paid on Tre asury securities of comparable matur ity  (the ra te  of intere st paid 
by the IMF will be ad juste d periodically to reflect changes in market ra tes) .

The U.S. commitment under the  Facility  would extend for a maximum period 
of twelve  years: our  financing could be draw n upon at  any time during the  first 
five years; actual  drawings would be repaid over 3% to 7 years, for an average 
ma tur ity  of 5% years.

Question. $200 million would be a reserve to cover possb le dol lar losses in 
1978 when the U.S. incurs a dol lar loss with apprecia tion of the  dolla r. Is it 
possible to lose thi s much for that  and lat er  years?

Answer. The $200 million contingency reserve would be appropriated to cover 
possible losses for  the duration  of U.S. par ticipat ion  in the  Faci lity . The appro­
pria tion  would not be charged until U.S. part icipation in the  Fac ility term i­
nate s—no la ter tha n (twelve year s af te r the  Fac ility  is estab lished. At t ha t time, 
the extent  of any changes in the  value of  U.S. monetary  assets arising from U.S. 
part icipation in the  Faci lity can be determined and the app ropriat ion charged 
to the extent  of any valua tion losses.

The $200 million is, therefore, a contingency reserve aga inst losses which 
might result, from an appreciat ion of the dol lar rela tive to the SDR—the  unit 
in which our  c laims on the IMF are  denomina ted—during the  period our  claims 
are  outsta nding. While it is impossib le to determine  exact ly what the maximum 
loss might be. we have considered that  $200 million is reasonable  and should 
be more tha n adeq uate  to cover any losses which might occur in practice.  Even 
if the  tota l U.S. p ar tic ipa t’on in the  Fac ility  of SDR 1,450 million were utilized,  
the average apprecia tion rela tive  to the SDR could be as much as 11 percent 
without fully  using up a $200 million contingency reserve. Since the  dol lar’s 
weight in the SDR basket  is one-th ird, in ord er for the  dol lar to apprec iate  by
II  percent rela tive  to the  SDR, it would have to appreciate by more than 17 
percent on average vis-a-vis all oth er currencies in the SDR basket dur ing the 
period our  claims  on the IMF are outs tand ing.  While no one can pre d’et ex­
change  ra te  changes, a change of thi s magn itude  seems very improbable . The 
contingency reserve is ju st  th at—a contingency—and in no way represe nts a

•  judgment about what is  likely to hannen.
Question. This  change in the IMF act ivi ty represents a change  from the 

tradit ion al role of IMF. Some ha ve critic ized this. Wha t is your view?
Answer. While the terms and cond itions of the  Witteveen Fac ility  diffe r in 

some resi>ects from regu lar IMF financing—in order best to meet the balance 
of payments financing problems of the  n»xt few years—the Fac ility  does not 
represen t a change from the tradit ion al financing role of the IMF. Th at role, 
as I see if. is to promote a stron g and onen world economy by provid ing balance- 
of-payments  financing to coun tries  in need, in conjunction with inte rna tional ly 
respons ible adjustment measures by the  borrowing countrie s designed to resto re



economic viability and correct the balance-of-payments problem and financing 
need.
Question. Do you think tha t the recycling of petro dollars causes risks to 

the U.S. and to banking systems?
Answer. I do not think the recycling of petro dollars causes serious risks for 

the U.S. or for the banking system. The bulk of the funds representing the 
OPEC surplus has been placed in private capital markets, including banks, and 
then lent to borrowers. Thus both the assets and liabilities (loans and de­
posits) of the banks and other institut ions are  increased. Interna tional bank­
ing activity  has expanded greatly in the past few years, but we see no evidence 
that  the banking system as a whole is under severe st rain as a result of this 
expansion. The problems that  the international monetary system now faces 
derive not from the general expansion of banking in recent years, but from the 
fact tha t certain individual nations face severe balance of payments adjustment 
problems and need far larger amount of official financing than will be available 
in the absence of the Witteveen Facility.
Question. How does the IMF financing affect private  banks? Are there adverse 

effects?
Answer. Priva te banks make loans on the basis of a borrower's creditworth­

iness. If they have doubts about a borrower’s ability to repay, they will tend to 
curtail thei r lending. Adoption of an IMF program by a country usually in­
volves the introduction of policy measures which will improve the country’s 
economic prospects and strengthen its creditworthiness. Thus the experience 
has been tha t banks have typically been willing to expand thei r lending to a 
country afte r it has entered into a stand-by agreement with the IMF, because of 
the prospect of stronger creditworthiness.
Question. If the OPEC nations funded the Supplementary Financing Fa­

cility of the IMF instead of investing thei r petro-dollars in the U.S.A. where they 
are secure and draw high interest, could that  OPEC investment in SFF solve 
the financing problem there?

Answer. The Witteveen Facility is a cooperative arrangement between the 
OPEC countries and the major indust rial countries. The OPEC countries have 
provided substantial  amounts of funding to the IMF. and would not be willing to 
provide the ent ire amount needed for the Witteveen Facility. The approximately 
50/50 sharing of participation betwe°n the o'l-nrodu°ing and industr ial coun­
tries—which was agreed afte r extended negotiation—is a reasonable and equi­
table way of financing this  facility, which will be of benefit to all nations.

Mr. M<ller. Thank  you, Mr. Chairman.
Mr. Mahon. Mr. Early.
Mr. E arly. Thank you. Mr. Chairman.
Mr. Secretary, in your statement you say tha t this fund is only 

temporary.
Secretary Blumenthal. That is correct.

ESTA BL ISH ME NT  OF FACILIT Y

Mr. Early. When was it originally  established ?
Secretary Blumenthal. This par ticu lar facility has not yet been 

established. It would not come into being until it is approved by the 
Congress, until the United States is in a position to make good on its 
pledge.

ESTA BL ISH ME NT  OF THE IM F

Mr. Early. I see. But we have had an Interna tional Monetary 
Fund in the past.

Secretary Blumenthal. The Internationa l Monetary Fund,  I be­
lieve, was created in 1945.

Mr. Early. Was that established on a temporary basis? 
Secretary Blimentiial. No, that was on a permanent basis.
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U.S.  CONTRIBUTION

Mr. E arly. Our  contr ibu tion to th is  $10 bill ion is $1.7 bil lion , or 
17 percen t?

Secre tary Blum enthal . Th at  is c orre ct.
Mr. E arly. W her e is that  rel ative  to ou r contr ibu tion in the  pa st?  
Secre tary Blum enthal . In  the  IM F I believe  our share  is 21.5 

perc ent.
Mr. Solomon. At the  moment  it is 22.93. I t will be about 21.5 perce nt 

af te r th e 6th quo ta increase takes effect.

TOTAL OPEC PAR TIC IPA TIO N IN  IM Fft
Mr. E arly. The  OPE C cou ntr ies  have  not contr ibu ted  in the  pa st,  

have they ?
Secre tary Blumenthal . The  O PEC cou ntr ies  are  also pa rt ic ip an ts  

* in the  IM F,  but the  sum to tal  of  th ei r pa rti cipa tio n is, I  believe, 10
perc ent.

Mr. E arly. S o if they are go ing  to  pick up 48 percent , which cou n­
tries  are wi thd raw ing ?

Secre tar y Blum enthal . Inste ad  of  t he ful l IM F mem bers hip , wi th 
each of  132 countr ies  ha vin g a ce rta in  share , we he re ha ve o nly  14 coun­
tries who are  pa rti cipa nt s in th is spec ial fac ilit y. So the  sha res  th at  
exist  in the  regu lar IM F rea lly  do not ap ply here , it is di str ibuted  
diff eren tly.

Mr. Early. Are  the re reasons  why  the y should not contr ibu te?
Secre tary Blum enthal . The  o nly cou ntr ies  tha t came in were those 

who are  in the  relatively strongest economic pos ition. O PEC cou n­
tries on the  one band and  the majo r ind ustriali zed, larges t countrie s 
on the oth er,  lik e th e Un ite d Sta tes , G erm any , J ap an , and a few others .

BE NE FIT S TO ACCRUE TO OPEC FROM FACIL ITY

Mr. E arly. I appre cia te,  Mr. Se cre tar y, th at  you wan t to act  in the  
best in ter es t o f the  Un ited Sta tes , b ut do you give any  credence to Mr. 
Lo ng ’s tes timony , sim ply  th at  it might become a vehic le which gives 
the OPE C c ountr ies  reason to  n ot  co nsider  l owerin g the  oil prices?

Secre tar y Blum enthal . I do no t believe th at  th at  has  any impac t 
on the  pric e of  oil one way or  th e oth er.  It  certa inl y is a benefi t to the  
OPE C cou ntr ies , the re is no dou bt about th at , jus t as it is of  benef it 
to all oth er cou ntr ies  who are pa rt of  the  wor ld com munity .

Mr. E arly. I s not  the  su pp ly /dem an d pri nc ipl e in effect here? I f  
the  c ountr ies  c ould no t pay  the  high er  prices, they could not sit  the re 
with th ei r oil?

Secre tar y Blumenthal . No. Co un tri es  need the ene rgy. They 
o would  have to be buyin g the  ene rgy . Th ey  would have  to  cut  back

someplace  else. T he ir  fa cto ries  have to keep runn ing,  you know. W here 
they  would  c ut  back would be more than  l ike ly,  or  ju st as im po rta nt ly , 
in products th at  we export—or  in prod uc ts of cou ntr ies  to whom  we 
export,  so you get it in a n ind ire ct way.

Mr . E arly. I  am a junior  m emb er here , th is being my fo ur th  year . 
It  is a bad  prec edent to  pass an ap pr op riat ion bill before  th e au th or ­
izat ion bill. Do you rea lly  feel m uch of  a dem and  fo r expedienc y?
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Secretary Blumenthal. The authoriza tion bill actually precedes this.
I understand the vote will be on the House floor next week, Tuesday or Wednesday. So that  will really be in the proper sequence.
Mr. E arly. Just discussing it before the authorization is passed is a bad precedent.
Secretary Blumenthal. We have discussed this matte r at some length with the Chairman. Tt has been before the Congress for some time so this is not—although it is important that  it be acted on promptly—it is not a rush job. It is not something that  has just come up.
Mr. Early. I see.
Thank you, Mr. Secretary. u
I have no furthe r questions.
Mr. Mahon. The gentleman from Florida .
Mr. Young. Mr. Chairman, thank you very much.

<*
AMOUNT SUBJECT TO APPROPRIATION

Mr. Secretary, although the $200 million you will be asking for in the supplemental will go through the appropriations  process. T have had the feeling tha t it has been your desire to avoid bringing this particular  $1.7 billion request to the Appropriations Committee.Am I right on tha t ?
Secretary Blumenthal. Tt is correct that we do not feel that the entire $1.7 billion should be subject to appropr iation, that is correct.Mr. Young. But  the full $1.7 billion would be available and be on call should the Witteveen Faci lity determine to use it.
Secretary Blumenthal. Yes, but it would be rotated. We would be getting another asset in return  on which we could draw, and then we would be repaid within the period specified when the Fund  goes out of existence. So I  would sav th at in the past, these transactions with the IM F have been handled as an exchange of assets and have not been subject to any kind of appropriation. This time we would suggest that only the amount tha t possibly can be subject to some exchange risk be appropria ted.

REPAYMENTS AND DEFAULTS

Mr. Young. But should the situation develop that  there was no exchange or tha t the money was not return or repaid, then the $1.7 billion would in fact be spent as fa r as we are concerned ?
Secretary Blumenthal. Well, there would have to be a default in (that  case, and as Mr. Solomon has indicated, that has never happened on the paid of the IMF.  The IMF would be liable to us, and tha t is the best credit risk you can get.
Mr. Young. I understand what you are saying on that matter, but nfrom my s tandpoint of someone not really indoctrinated in this inte r­national monetary business, and one who is responsible to taxpayers back home fo r billions of dollars th at are spent, if  the $1.7 billion does not get paid back, or we don’t get an exchange for it, it is gone. I t is in fact spent.
Where in our accounting system will the $1.7 billion show up? Will it be then added to the national debt or will it show as an expenditure



127

and an obl iga tion? W ha t I am ge tti ng  at  is the  way  th at  I perce ive 
you wa nt  to do i t, it doesn’t ap pe ar  th at  i t w ill be accoun ted fo r.

Mr. Solomon. There  is no way  th at the  money can not be rep aid , 
unles s you assume a breakd own of  the en tir e in ternat iona l mo net ary  
system. Th ere  is absolut ely no wav, because th is is ju st  pa rt  of  the  
opera tions  of  the I nt erna tio na l M oneta ry Fu nd .

Now as ou r le tte r of cre dit  is draw n upon, the  money doesn’t go in 
at  once, it is ju st  draw n upon as is needed bv the  Fu nd . O ur  net 
cre di tor pos ition in the  Fu nd , which is par t of  the  official reserves  of 
the  U ni ted  S ta tes  Gove rnm ent  in crea ses autom atical ly.  W e are  simp ly 
changin g one form  o f money fo r a no ther  fo rm of  money. I t is a t empo­
ra ry  drop  in ou r cash bala nce  in the Treasury , the general  account,

U fo r an  increase in  other  mo netary a ccounts  of the T reasury.
Mr. Young. A s I admi tte d to  you,  I don’t un de rst an d all of  the 

intrica cies of all of thi s high  finance on the in ternat iona l level bu t I 
do un de rst and $1.7 bill ion.  I  un de rst an d wh at you are  say ing , th at  
there is no way th at  it wi ll n ot  be replaced or repa id.

Secre tary Blum enthal . Le t me be clear, Mr. Young. I  th in k you 
are  ask ing  wh at  would  happen, an oth er  way  of ph ra sing  vour  ques ­
tion , if  the  in ter na tio na l mo netary system broke down and the  IM F 
went broke, es sen tial ly, a nd co uld n’t pa y back.

URG ENCY OF PROBLEM

Mr. Young. Probably  th at  is th e th ru st  of my ques tion.
Secre tar y Blum enthal . T hat  is rea lly  what yo ur  que stion amoun ts 

to, and Mr. Solomon’s response qui te pr op er ly  is th at  t hat  is a pr et ty  
inconceivable situa tion.

Mr. Young. Let ’s go to th at  question fo r ju st  a mom ent,  because  
obviously the  s itu ati on  in the  world  is d iffe ren t now. I t  is a new prob ­
lem, because  you  tell us that  th is is a  new p roble m and an urgent  pro b­
lem, so there is som eth ing  dif ferent  ha pp en ing in world  finance, in 
in ternat iona l economics,  t ha t is b rin gi ng  about the  need fo r this  F un d,  
so the re is som eth ing  di ffe rent ; correct  ?

Secre tar y Blum enthal . There  are gr ea te r needs  fo r resources in 
orde r to enab le cou ntri es to ca rry  ou t stabil iza tio n progam s.

Mr. Young. And  with the  problem s t ha t are  e xis tin g an d new prob ­
lems developing, and  ex ist ing  problems expanding , I th in k we would 
be safe in assum ing  th at  before  it gets  a lot be tte r, it  cou ld ge t a lot 
worse.

Secre tar y Blum enthal . Not  in a sense of  cou ntr ies  de faul tin g on 
j)  th ei r ob ligations to  the  IM F.  That  rea lly  has no t hap pen ed.

FUTURE INCREASES TO IM F RESOURCES

n  Mr. oung. B ut  suppose the  p rice of  oil goes u p consider ably more ,
as we discussed yes terday  was possible. The pre sen t price  of  oil is 
cre ati ng  a lot of  the  p roble m tod ay, e special ly with the  U ni ted Sta tes , 
which has a very str on g economy. Suppo se the  pri ce of  oil  does go up 
con siderably  again  in the next few yea rs. The pro blems th en  could  be 
magnified even ove r and  above wh at thev  a re toda v;  isn ’t th at  true ?

Se cre tar y Blum enthal . Maybe, a nd  it  m ay be a t t hat p oint  that  the 
IM F may need addit ion al resources. Th at  is why the fith quota  increase
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was im po rta nt . T hat  is why there may  be a need fo r a 7th  quota  in ­
crease.  T ha t is c orre ct. .

Mr. Young. So in effect we could be ju st  pu tti ng  off the  day ot  
reckon ing  by sim ply  ad din g more re sources  to I M F, rat he r tha n t ry in g 
to balance them out.

I read an a rti cle in one of th e W ashing ton papers yest erd ay whe re an 
economist sta ted , and he rep res ents a Ta xp ayers  Union , th at  if  the 
Un ite d State s today had  to bala nce  its  books, it would be ba nk rupt . 
Maybe by con tinu ous ly ha vin g to add addit ion al fun ds  or  au thor ity  
to assi st tro ub led  c oun tries, we are  ju st  p ostpo nin g the  inevitabl e day 
fo r them a s well.

Secre tary B lumenthal . I th in k the  need  to increase  resources is 
rea lly  qui te log ical , because the  volum e of  t rad e increases. Grow th in 
all those coun tries requ ires  a la rg er  stock of  money, of resources, in 
orde r to  kee p t hi s flow going, so th at  is n ot  necessar ily an indic ation  of 
moving closer to bankrup tcy .

PRE REQ UISITES TO DRAWING FROM FUND

Mr. Young. Who  will decide wh at co un try ’s requ est will be on 
orde r from thi s Wi ttevee n Fa ci lit y?

Secre tary B lum enthal . The  executive b ran ch  of  the I M F .
Mr. Young. Th ey  will det erm ine  which countri es and  how much 

those cou ntr ies  could draw . The Un ite d State s cou ldn ’t move in and  
wi thd raw  th e enti re $10 billion .

Secre tary Blum enthal . Tf we qu ali fy , because of a balance-of - 
pay ments  need, if  we get into  difficulty, the n we can draw  on it,  yes. 
We would have t he  same r ight s as a nyb ody  else.

Mr. Young. But  i t would be sub jec t t o the  app rov al of the  m ana ge­
ment of  the  fac ili ty.

Secre tar y B lum enthal . W e wou ld hav e to dem onstra te ou r need,  
dem ons trat e t hat  we  qua lify .

Mr. Young. Obviou sly, the  need and the  p roblem have  been  dem on­
str ate d or  the re would n’t be such a dr ive  to crea te th is new fac ilit y.

Is n’t th at  a pr et ty  safe  assum ptio n ?
Secre tar y B lumenthal . No. Wh en I  was re fe rr in g t o d em onstrate d 

need, I was tryi ng  to lie respon sive  to yo ur  question of  how could we 
get  our money  b ack  quick ly if  we needed it. We could  get it, draw  on 
th at  $10 bill ion , as a matt er  of  fac t, if  ou r own situa tion got to  the 
po int where  we ha d a demonstrated bal anc e-of-paym ents ne ed to  draw  
on it.

Mr. Young. Ob viou sly,  t he manag ement  would look upon a requ est 
fo r wi thd raw al from thi s fun d to th at  co un try ’s ba lance-of-pay ments  
prob lem. T would imagine  t ha t the  more serious  the  problem, th e more  
generous the  fund  wou ld be.

Is  tha t a p re tty  safe assumption  ?
Secre tar y B lumenthal . The  size of  drawim rs w ould be based p ar tly 

on the  quo ta th at  th at  cou ntry has. So whi le the need is one cri ter ion , 
the  size of  the  coun try  and  the  size of its  quota would be anoth er 
cri ter ion .

Mr. Maho n. T here is a recorded vote in progress in the  House. We 
can vote and  then  come back.
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Mr. Young. I would rather do that, as a matter of fact. I  don’t like 
putting questions in the record and having them answered for the rec­
ord, because we very seldom see the answers in time. I  would rather 
recess and come back, i f the Secretary’s time is such that tha t may 
be done.

[Short recess.]
URGENCY OF PROBLEM

Mr. Young. Mr. Secretary, I apologize. We were t alkin g about the 
urgency of the problem I th ink when we broke u p .

Fir st of all, there is a problem; correct?
Secretary Blumenthal. There is a problem, yes.
Mr. Young. Next you say that the problem is urgent.
Secretary Blumenthal. Yes.
Mr. Young. Can you explain to me the urgency ?
Secretary Blumenthal. The urgency lies in the fact tha t the re­

sources of the Fund th at are now available for stabiliza tion programs, 
available for additional programs, are on the order of $5-$6 billion. 
Therefore  in view of the fact over the next several years a number 
of countries may be going through stabi lization programs, i t is high ly 
desirable to have additional resources available. This $10 billion should 
be added to the IMF resources that are now available.

Mr. Young. If  we are able to know for sure that there is a problem 
and we know for sure tha t it is urgent , we must be able to have a 
pretty  good idea of where to look for tha t problem. In other words, 
we should be able to look towards the part  of the world where the 
problem exists; is that right ?

Secretary Blumenthal. I t could be in any number of  places. It  is 
really very difficult to point to a pa rticu lar country and say that  is the 
country tha t is going to apply. It really depends on the circumstances.

Mr. Young. Mr. Secretary, why is that?
Secretary Blumenthal. I  am sorry ?
Mr. Young. Why is that? If  we know the problem is there and we 

really feel the urgency, why is i t tha t it is hard to determine where 
tha t problem or where that urgency is?

Secretary Blumenthal. I don’t, think tha t it is for us to say this 
country or th at country will apply. We don’t know. I t depends on the 
economic developments in those countries, which could go e ither way 
over the next several months or the next year. It could be any number 
of countries  in the developing world—in Lat in America, in Africa or  
elsewhere—or i t could be some developed countries in Europe. 

PURPOSE OF FU ND

Mr. Young. The  funds that we are talk ing about a re not going to 
go for development though; correct ?

Secretary Blumenthal. Oh, no. This is not economic aid.
Mr. Young. Right. That is what I understood, tha t it was not 

economic aid.
Secretary Blumenthal. Yes.
Mr. Young. And i t was not fo r development.
What about the argument th at we hear so often that  really what this 

fund is going to be used for is to take care of countries tha t are already
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so far in debt to private lending agencies that they have to have this 
money to actually survive economically?

Secretary Blumenthal. No. I think  really this is quite different. I t 
is for economic stabilization. It  allows countries to determine what kind of internal programs they will have in order to get back on an even keel. By signing an agreement with the IMF, countries are be tter 
able to go into the private market and to get much more in the way of resources from the private banks.

The total  amount of resources tha t come through the IMF  are only a very small percentage of the total amount of borrowing by coun­
tries—about 7 percent only. This is a way in which a country can 
establish its credibility, its willingness to go through a stabilization 
program and—with that. “Good Housekeeping Seal of Approval”— Lcan then go out and borrow additional amounts from private sources. 

ADEQUACY OF PROPOSED FU ND ING

Mr. Young. With the problem that  exists in many parts of the world 
relative to balance of payments, how much of a solution is th is $10 billion going to be? It  looks to me like it will be merely a drop in the bucket.

Secretary Blumenthal. That is why the additional $10 billion tha t 
this supplemental facility involves would be an important addition.
Even tha t is only a drop in the bucket, in terms of  what may be re­
quired in total by countries who have to borrow. But it will be an 
important key to getting  access to the capital  markets. A bank or fi­
nancial ins titution that is approached to make a loan will want to see 
whether there is a chance for stabilization in the borrowing country.
If  there is an IMF program in effect then the assurance of a workable system with some milestones to be met is much greater.

Mr. Young. If  Peru or Zaire were to make applicat ions for funds from this facility , would it be your position that they should be pe r­
mitted to withdraw SDR’s?

DRAWING RIGHTS OF MEMBER NATIO NS

Secretary Blumenthal. I f they are members of the IMF, they have 
the same r ights and obligations as any other country of the 132 or so members. If  in the opinion of the Managing Director and Executive 
Board they meet the criteria  for  this supplemental facility, and if they 
assume the obligations of the stabilization program negotiated with 
the fund, they would have the same righ t to draw on this as any o ther (country.

Mr. Young. Would that  same answer then  apply to Uganda, Viet­
nam, Laos and Cambodia, who also are members of IMF?

Secretary Blumenthal. It would apply to all member countries of IMF. c
Mr. Young. So we are concerned about their  economic stability, 

whether they are Communist and aggressive and vicious like Vietnam 
in its relationship now with Cambodia. They would s till have a right 
to the funds that we are providing.

Secretary Blumenthal. We don’t have, ns a member country,  any 
concern to  help them particularly . We certainly don't. But this is an
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international  fund established in an international institu tion, estab­
lished to maintain stability in the world. All member countries have 
certain rights  and obligations. These r ights and obligations are exer­
cised without reference to any political considerations, and none of  
the 132 countries under  the char ter and the Articles has a right to de­
viate from them introducing political considerations.

HUM AN RIG HTS

Mr. Young. You know with  such a strong position t hat  the Pres i­
dent has taken on the question of human rights, it is just amazing to 
me tha t his administ ration would support contributions  to any fund 

( j  tha t might help stabilize or end up in the hands of a nation like Viet­
nam, that  is not only going to get U.S. money through the World 
Bank, through the United Nations Development Program, and now 
possibly through IMF from this stabilization fund, and I  have a ha rd 

> time reconciling in my own mind why it is th at we can speak out so
strong for human rights, but yet we are probably making money 
available to go to a country like Vietnam. I have difficulty with that.

PRIV ATE LOANS

Mr. Secretary, you talked about how the private loans might be more 
available to a country that  can show stability because of its involve­
ment in this IMF fund.

Did I quote you correctly, or state  your statement correctly ?
Secretary Blumenthal. You are r ight, that  if a country has entered 

into a stabilization agreement with the IMF, it has an easier time 
securing private  loans.

DEBT PROBLEMS OF DRAWING NATIO NS

Mr. Young. I  do have a problem with this whole question, to be very 
honest with you. My real problem is this:  By doing this, by making 
more private loans available, o r any other types of loans through the 
multilateral internat ional banks, it just looks to me tha t we are in 
fact helping many countries get so fa r in debt tha t they will never get 
out.

Am I  wrong on that? If  I  am wrong, I  would like to know why.
Secretary Blumenthal. I think  there is a substantia l difference be­

tween this and the internat ional development banks who are making 
. j  development aid available. The IM F’s resources are used fo r stabil iza­

tion programs particularly  designed to get countries out of trouble. 
They have to make commitments about what they will do to correct 
their interna l situation, to balance the books, to cut down on their  

c  spending, to raise taxes. That is really quite a different situation from
where we are talking about making contributions of economic aid or 
through development bank, a quite different purpose.

Mr. Young. Was there testimony before the legislative committee 
on this authorization bill that  went into the extent of those require­
ments for change or improvement? Did you discuss that with them?

Secretary Blumenthal. I did not testify  before that  committee. I 
think Mr. Solomon did.
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Do you want to speak to that?
Mr. Solomon. The committee went into great detail, Mr. Young, in regard to the types of condi tionality in the IM F standby programs.
Do you have something specific in mind?
Mr. Young. No. You have talked about having certain guidelines tha t countries would have to follow if they are going to get this IMF 

help.
Mr. Solomon. Right.
Mr. Young. They are going to have to clean up their fiscal act, so to 

speak.
Mr. Solomon. Ix't me explain very briefly. The typical IMF s tabil­ization program requires that  the public sector deficit he reduced, if it is excessive. The way of doing that  is normally left open to the Lgovernment. It  can raise taxes, raise revenues, or it can reduce expenditures.
Second, i f the domestic monetary base is excessively inflating, then they put in ceilings on monetary expansion. They work out with the <

government what the permissible rates of monetary growth would he.Third, if the exchange rate is unrealistic, so that the country’s economic growth is being severely hurt , then they work out with the 
government what the exchange rate policy would be.

These are the three main areas, because they do not look at projects.
They do not look at specifics in that sense. They look at the broad monetary and macro-economic factors.

Mr. Mahon. Mr. Solomon may expand his remarks for the record 
in response to the question.

Has the gentleman from Florida further questions?
ANTIC IPA TED SUCCESS OF PROPOSED FACIL ITY

Mr. Young. All right, Mr. Chairman. Jus t let me ask one more question.
Do you believe this effort will be successful enough over the period of time you ant icipate this facility will be in existence, and will that 

be the end of it, or do you expect that we will increase it and extend it, add to it?
Secretary Blumenthal. I don't expect that this supplemental fi­nancing facility will he increased or extended over th is period. There no doubt will be consideration of whether or not there should be a 7th quota increase, and eventually other quota increases in the normal course of  events, but this part icular facility  I think will stand on its own feet. It  will go out of existence as contemplated. <Mr. Y oung. Mr. Secretary, I appreciate your time and consider­ation, yours too, Mr. Solomon, and yours too, Mr. Chairman. Thank you very much.
Mr. Mahon. We have a few questions that we will ask you to supply information on for the record. We thank you for your patience and 

for your assistance. We will give this matter  very serious consider­ation. We realize that you feel that this would be a stabilizing in­
fluence throughout the world, and tha t it would be helpful to the I nited States and to the economy of the United States.

We hope that in looking at the transcrip t you will feel at liberty to include information that will he helpful to us in making sure what
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the real facts are, and what yon feel the proposed action by the 
Congress would do for the United States. Of course our prinicpal 
interest, as I know yours is, is that of the United States.

Secretary Blumenthal. Right.
Mr. Maiion. The United States does not exist in a vacuum. It  is 

part of the entire world.
Thank you very much.
Secretary Blumenthal. Thank you very much, Mr. Chairman.
[Mr. Mahon submitted the following questions for the record. The 

responses were provided by the Department of the Treasury.]
Question No. 1: Mr. Secre tary, you have generally alluded to it  in your sta te­

ment, but  could you discuss  more specifically why this new fund is so urgently  
needed? Would it  make any difference if the  Appropriat ions Committee just 
handled it in the reg ula r manner and repo rted a bill in May or J une ?

Answer. The Witteveen Faci lity is needed urgently  to reinforce  the  abili ty of 
the Int ern ationa l Monetary Fund to meet world balance of payments financing 
needs and promote economic stabilization by member coun tries  in a period  of 
par ticula r difficulty, thu s helping to assure  a stab le and smoothly functioning 
internatio nal  mone tary system.

The U.S. economy depends heavily  on, and benefits grea tly from, the in terna­
tional mone tary system, which provides the framework for world tra de  and 
financial flows. A gre at deal of U.S. economic ac tivi ty, in a wide var iety  of prod­
ucts, depends on export markets  overseas . For example, our exports account  for 
on the  order of one-eight of manufacturin g jobs and nearly one-third of farm  
acreage and the  dol lar is the principa l currency  in the int ern ational monetary  
system. In  order to reduce unemploymen t, in order to achieve our grow th objec­
tives, in order to mainta in a strong dollar, it is essential that wc have an open 
and growing world economy.

The need for the Fac ility  arises from the unprecedented imbalances in in ter­
nationa l paym ents resulting from the quin tupl ing of oil prices, deep and perva­
sive recession, per sist ent  inflation, and hes itant economic recovery and  growth 
in most count ries. Large imbalances are expected  to continue for the  nex t few 
years . The need for internatio nal  financing  has  grown rapidly as a consequence 
of these  developments, and countries  have  borrowed in the  private financial 
markets—as well as from official sources of financing, prim arily the IMF—on an 
unprecedented scale.

Some coun tries  are  approaching or have  reached the limi ts of the ir credi t- 
worth iness  and  mus t take measures to ad just and  place the ir external positions 
on a more sus tainable  bas’s. In the absence of adeq uate  financing, coun tries  
facing serious paymen ts difficulties could be compelled to ad just abrupt ly 
through measures harmful to the ir own economies and the world economy gen­
eral ly—for example, excessive domest ic deflation, trade  res tric tion s and other 
controls  on intern ational transact ions , or inappropr iate  exchange ra te  policies. 
Others could rea ct in kind, in an effort to protect the ir own positions from the 
effects of such measures. Such a process would have an extremely  serious and 
adverse impact on the  U.S. and world economies. It  is clear ly in the  inte res t of 
the United Sta tes  and other count ries to minimize such risks by assuring that  
official balance of payments financing is ava ilab le to meet potentia l needs, and 

U by a ssuring  that  such financing is used to suppor t cooperative programs  of  de lib­
era te and orde rly adju stment,  designed to res tore  borrowers’ cred itworth ines s 
and place the ir external positions on a  more sus tainable  basis.

The IMF is the world's principal source of official balance of payments financ­
ing, and its  lending policies are  designed to promote needed adjustment through 
inte rnationally  app ropriated policies. As a consequence of the paym ents  develop­
ments noted above, recourse to the IMF has  been very heavy over the  past few 
years. Its resou rces are  now very low. both by his torical standard s and in rela­
tion to potential  needs for balance of paym ents financing. There  is an urgent 
need for  addit ional IMF resources; the Wit teveen  Fac ility is designed to meet 
this need. It  will support sound a nd effective adjustment programs by borrowers  
whose needs are partic ula rly  serious  and exceed amounts available under the ir 
norma l access to IMF resources.



The Witteveen Facility  was negot iated  in 1977 on very favorable terms  for  the United States. All othe r par tici pan ts have been prepa red to act iva te the Faci lity for months—no othe r nation  requ ires  appropr iations  to  pa rtic ipat e. U.S. leadership and credib ility in the inte rna tional  financial arena are  at  stake . Fu r­ther delay in U.S. part icipation can only add to the  uncerta inties which now exist in the internatio nal  monetary  system—uncerta inties which adversely af ­fect U.S. economic performance and the stabili ty of the  dolla r—and could lead countr ies to take actio ns which would be har mful to the  U.S. and world economies.
Question No. 2: Mr. Secreta ry, one of the  concerns we have  in this  Committee is the ever-increasing requests for foreign  aid. Is this request foreign aid or something else? Please be very specific in answering this.
Ansiver: The Witteveen Facility  will not provide foreign aid or development assistance. It  will help enable the IMF to provide temporary balance of pay­ments financing to members—developed and developing alike—experiencing pay­

ments problems.
The Intern ational Monetary  Fund  is the world’s cent ral monetary ins titu tion , not a development bank or aid agency. It  differs  fundamentally in charact er, purpose and opera tion from the intern ational development  banks. The purpose of the IMF is to promote  internatio nal  mone tary cooperation and to foster an open, growing world economy. Its  resources are  used to meet members’ general balance of payments needs, not for the financing of a specific projec t as is typi­cally the case in fo reign aid and development  lending. There  is no “one way flow” of resources in the IMF from developed to developing countries, as is in the case in the development  banks. All members have an obligation to provide  re­sources when they have a balance of paymen ts need.
The Facility  will be open to all IMF members, developed and developing alike, on the basis  of uniform  terms and crit eria. Financing provided unde r the Fa ­cility will be keyed to implementation by the  borrowing member of a stabili za­tion program designed to correct  the member’s balance of payments problem and enable it to repay  the loan. Such programs are  aimed at improving the  broad  macroeconomic conditions in a country. Fina ncing from the Fac ility  will be re la­tively short- term (ave rage  maturi ty of 5*4 years) and at  market intere st rat es (the  U.S. T reasury borrowing rate  a t comparable ma tur ity ).
Question No. 3:  Mr. Secre tary, are  you confident we will ac tually get our money back in th is program?
Answer: Yes. I am completely confident that  financing provided by the U.S. will be repaid  as  scheduled. The stabili zatio n program which a borrowing member is required to develop and implement in conjunction with borrowing under this  

Fac ility  is designed to correct the member's balance of payments problems and enable it to repay the loan.
The repayment  schedule provides for repayment  in equal semi-annual ins tal l­ments beginning not lat er  than years and completed not lat er  than 7 years from the date of drawing. A borrowing member will be expected to make ear ly repayment, however, as its  balance of payments and  reserve position improves.
The IMF has an excellent record. There  has  never been a defau lt.
Question No. Mr. Secretary, we have had long discussions  about  how much midget author ity  is required for this  program and the  e xten t to which this  fund should be subject to the regu lar appropr iations process.
Could you give us your views on this?
Answer: U.S. transactio ns with the IMF under th e Witteveen Facil ity are mone­tary  exchanges. When the U.S. provides dol lars  under the facili ty, it will acquire, in exchange, a liquid claim on the IMF, which is counted as pa rt of official U.S. 

inte rnational mone tary reserves. The only potenti al expenditu res that  may be incurred in connection with U.S. part icipation in the  facil ity are  possible valua­
tion losses on U.S. holdings of monetary asse ts because of exchange rat e ex­changes. These losses can arise because the  U.S. will provide dolla rs to the IMF. 
while the IMF’s t ransact ions, and so the amount of the  U.S. claims  on the IMF. are denominated in SDK’s.

The U.S. could have exchange valu ation  losses on its holdings of moneta ry asse ts only if the  do llar  value of the SDR appreci ates  on a net basis over the life 
of the Witteveen Facil ity. In tha t event, the $200 million contingency reserve appropriat ion would be charged. On the other hand, if the dollar value of the SDR were to depreciate on a net basis over the life of the Faci lity, the resu lting  
exchange valuation  gain would be recorded as a miscellaneous receip t to the Treasury.
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Ac cordi ng ly , th e P re si den t’s prop os ed  su pp le m en ta l ap pro pri a ti ons fo r FY 
78 includ e $200 mi llion  fo r th is  co nt inge nc y rese rve.  Th e $200 m ill ion re se rv e 
wo uld  const it u te  new bu dg et  au th ori ty , and an y ch ar ge s again st  th e  re se rv e 
wo uld  co nst itut e bu dg et ou tla ys .

Qu estio n No.  5:  Mr . Sec re ta ry , co uld you pr ov id e a li st  of  part ic ip ati ng  co un ­
tr ie s in  th e IM F alo ng  wi tli  th e ir  cu rr en t bal an ce  of  pa ym en ts  si tu ati on?

A nsw er : Ava ila bl e ba lanc e of  pa ym en ts  in fo rm at io n fo r IM F mem be rs  co ve r­
ing  th e year s 197 0-76 is prov ided  in th e en clo sed Su pp lemen t to th e IM F ’s “Bal ­
an ce  of  Pay m en ts  Yea rbook.” The  d a ta  is  de no min ated  in Sp ec ial  D ra w in g 
Right s. D ata  on cu rr en t ac co un t ba lanc es  is  prov ided  se par at el y, in  do llar s,  
alon g w ith  th e offic ial 1977 fig ures  fo r th e U.S . Th e ta bl es  in th e “B al an ce  of 
Pay m en ts  Yea rboo k” includ e al l IM F mem be r co un tr ie s plus  Sw itz er la nd  wi tli  
th e ex ce pt ion of  th e fol low ing , fo r which  no d a ta  is a v a il ab le :

3
Om an
Q ata r
U ni ted Arab Em ir at es  
Grena da
N et her la nd s A nt ill es
Su rina m
B ahra in
Le ba no n
A fg ha ni st an

Cam bo dia
Lao, P.D . Re pu bl ic
Ne pal
Viet  Na m
B uru ndi
Co mo ros
Guine a Re pu bl ic
Les otho
Lib er ia

The  es tim at ed  1977 curr en t ba lanc es  fo r OE CD  co un tr ie s (e xc ep t th e  U.S.)  
a re  g ive n in th e ta bl e belo w.

Cur rent  balan ces o f m aj or  OECD co un tr ie s1

1977 :
Can ad a _________________________________________________________
Ja pan  __________________________________________________________
Fra nc e __________________________________________________________
G e rm a n y ________________________________________________________
It a ly  -------------------------------------------------------------------------------------------
Uni ted Kingd om ________________________________________________
Belg ium-L ux em bo urg ___________________________________________
N e th e r la n d s____________________________________________________
Ir el an d _________________________________________________________
D e n m a rk ________________________________________________________
N o rw a y _________________________________________________________
Sw ede n _________________________________________________________
F in la n d _________________________________________________________
Icelan d _________________________________________________________
A us tr ia  _________________________________________________________
Sw itz er la nd  _____________________________________________________
S p a in ___________________________________________________________
Por tu ga l ________________________________________________________
Greece __________________________________________________________
T u rk e y ___________________________________________ ______________
A u s tr a li a _________________________________________ 1_____________
New  Z ea la nd____________________________________________________

1 Goods, Services,  a nd Net Pr ivate  an d Official T rans fer s.

Billions  
— $4. 5

10
- 3

2. 25
1

. 75 

.5  
. 5

- .  5 
- 1 .7 5  
- 5 .  25 
- 3 .  25

- .  25 
0

- 2 .  75
3. 25 

- 2 . 5  
- 1 .  25 
— 1. 25 
—2. 75 
- 3

- .  75

U.S.  cu rr en t ac co un t:  1972 -197 7
Balan ce  on C urr en t A cc ou nt : Billions,

1972 _________________________
1973 ______________________________________
1974 _________________________
1975 _______________________
1976 ______________________
1977 ______________________________________________

Source : Treasury  : Office of Balance of Pa ym ents March 22, 1978.

rounded 
— $9. 9

— .4 
— 1.9
11 .6  

- 1 .  4 
- 2 0 .  2

31-157 0 -  78 - 9
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TABLE  1 . - GOODS, SER VIC ES,  AND TRA NSF ERS  

[In millions of U.S. dollars]

1970 1971 1972 1973 1974 1975 1976

World.............

Indust rial cou ntri es.

Cana da............ ..
Jap an...................
Aus tria ................
Bel gium.......... ..
Denm ark______
France .......... .
Germa ny............ .
Ita ly....................
Netherlan ds____
Norw ay________
Sweden.......... ..
Sw itz e'lan d____
United Kingdo m. 

Other Europe.............

F in la n d .. ..
Greece........
Ic e la n d .. ..
Ir e la n d .. ..
Malta..........
Po rtu ga l.. .
Sp ain ..........
T u rk e y .. ..
Yug osla via.

Australia,  New Zealand, South A fr ic a .. ..  —

Aus tra lia____
New Zea lan d. 
South Afric a. .

Oil exporting  country s.

Alg eri a...........
In do ne si a. ...
Ira n................
Iraq ________
Kuwa it...........
Lib ya ..............
Nig eria...........
Saudi Arabia. 
Ve ne zu ela ... .

Other less developed area s. 

Other Western Hemisphere.

2,171  9,73 9 1,675  -6 ,9 9 6  -1 0 ,4 2 6

8, 332 10,845 6, 592 9,607 -1 8 ,0 0 7  11,932 -9 ,0 8 9

1,077 422 -3 8 8 107 - 1 ,  540 -4 ,7 1 9 -4 ,2 3 0
1, 970 5, 797 6,62 4 -1 3 6 - 4 ,  693 -6 8 2 3,680

- 2 0 -1 0 7 -1 8 7 -3 2 9 -4 5 7 -3 3 5 -1 ,4 8 6
713 846 1,142 1,153 911 705 -2 9 9

-5 4 4 -4 2 3 - 6 3 -4 6 4 -9 81 -4 9 2 -1 ,9 0 6
297 530 297 -6 91 - 5 ,  942 - 3 -6 ,0 3 3
844 876 748 4,371 9, 721 3, 894 3, 399
902 2,041 2, 266 - 2 ,  510 - 8 ,  039 -5 3 0 -2 ,8 5 6

-5 2 2 -1 5 9 1,290 2, 342 2,061 1,658 2,415
-2 4 2 -5 2 4 - 5 9 -3 6 5 -1 ,1 1 6 - 2 ,  506 -3 ,7 9 3
-2 6 5 214 269 1,215 -9 3 3 -1 ,6 2 4 -2 ,4 6 4

70 80 220 280 171 2, 587 3,501
1,669 2, 580 257 - 2 ,  258 - 8 ,  338 - 3 ,  759 -2 ,5 2 4

833 251 -9 ,1 6 0 -1 0 , 532 -1 0 , 827

-2 4 0 -3 4 1 -1 1 7 -3 8 9 -1 ,2 1 5 -2 ,1 8 3 -1 ,1 7 1
-4 0 5 -3 6 4 -4 0 4 - 1 ,  185 -1 ,2 4 1 -9 9 9 -1 ,0 8 4

7 - 4 4 - 2 0 - 1 3 -1 5 5 -1 4 4 -2 4
-1 8 3 -1 8 3 -1 2 5 -2 2 4 -6 7 9 -6 6

- 6 6 25 36 13 64 63
354 341 -8 3 0 -8 32 - 1  226

79 856 581 585 - 3 ,  233 - 3 ,  488 —4; 287
- 7 0 24 124 615 -6 3 4 - 1 ,  848 -1 ,9 6 4

-3 4 8 -3 5 9 415 485 1, 186 -1 ,0 3 6  ..

.. -2 ,0 6 3 - 2 ,  243 688 596 -5 ,1 9 9 - 4 ,  426 -4 ,1 0 9

-8 5 4 -8 1 2 561 474 -2 ,6 1 4 -5 8 2 -1 ,3 9 1
-2 9 47 249 212 -1 ,1 2 8 -1 ,4 0 0 -7 5 1

.. -1 ,1 8 0 -1 ,4 7 8 -1 2 2 -9 0 -1 ,4 5 7 -2 ,4 4 4 -1 ,9 6 7

-5 8 7 1,067 999 5,120 55,155 26,937 34,487

-1 2 6 43 -1 2 4 -4 4 3 160 -1 ,6 6 1 -8 8 3
-3 1 0 -3 7 2 -3 3 4 -4 7 6 598 -1 ,1 0 9 -9 0 7
-5 0 7 -1 1 8 -3 8 8 154 12,267 4,707 5,064

64 141 505 746 3, 033 2, 704

645 783 238 66 1,832 59 2,481
-3 6 8 -4 0 6 -3 4 2 - 8 4,897 42 -3 4 2

71 910 1,473 4,293 26, 702 19, 986 24,154
- 5 6 86 - 2 9 788 5,666 2,20 9 1,458

._ -7 ,8 2 6 -1 0 , 268 —6,941 - 5 ,  835 -2 1,1 1 4 -3 0 , 907 -  20. 888

..  -3 ,3 9 8 - 4 ,  788 - 4 ,  349 -4 ,4 5 7 -1 3, 104 -1 6, 121 -1 1 ,2 2 0

r

Argentina_________  ______
Bo liv ia__

.......... -1 5 9 -3 8 7 -2 2 4 715 125 -1 ,2 8 2 648
_____  - 2 3 -4 0 - 4 5 -2 1 117 -1 5 9 -1 1 9

Brazi l_____________________ -8 3 7 -1 ,6 3 8 -1 .6 9 0 -2 ,1 5 7 - 7 ,  561 -7 ,0 5 3 - 6 ,  625
Ch ile .. _____ -9 1 -1 9 8 -4 71 -2 7 9 -1 7 8 -5 6 5 43
Colombia........ . . . . . . . ..........  -2 9 3 -4 5 4 -1 9 0 - 5 5 -3 5 0 -1 0 9 341
Costa Rica _________________ .......... -7 4 -1 1 4 -1 0 0 -1 1 2 -2 6 6 -2 1 8 -2 0 2
Dominican Rep ubl ic....... ......... .......... -1 2 5 -1 2 4 - 4 8 -9 8 -2 4 2 -6 1  .
Ecua dor. . . . . . . . . . . . . . . . . .......... -1 1 3 -1 5 6 - 7 7 7 38 -2 2 0 - 1
El Salv ado r___________  ___ _____ 7 -1 8 10 -4 8 -1 4 0 -9 9 50
Guatemala____ ________ . . ____  - 8 -4 9 - 1 2 8 -1 0 3 - 6 6 - 8
Ha iti_____________________ .......... 2 4 7 - 1 - 2 2 -2 7 - 1 3
Hon duras____  ___________ ..........  -6 4 - 2 3 - 1 3 - 3 5 -1 0 6 -1 2 0 -1 0 9
Mexico___________________ _____ -1 ,0 6 8 -8 3 5 -9 1 6 -1 ,4 1 5 -2 ,8 7 6 -4 ,0 4 2 -3 ,3 1 2
Nic ara gua .. .......... - 4 0 - 4 5 22 -6 6 -2 5 7 -1 8 5 - 6 6
Panama . . .......... -6 4 - 7 3 -9 9 -1 11 -2 2 4 -1 6 9 -1 9 5
Paragu ay..................  . .  ___ ..........  - 1 6 - 2 3 - 5 -1 6 -5 4 -9 0 - 9 5
Peru _______________ 202 -3 4 -3 1 -2 61 -7 2 5 -1 ,5 4 1 - 1 ,  193
Urug uay. . . .  -4 5 -6 4 59 37 -1 3 3 -2 0 3 - 7 4
Baha mas . ............ -4 0 -1 01 37 58
Barbado s___  ____ _____ ..........  -4 2 - 3 5 - 4 3 -5 2 - 4 8 -4 2 -5 7
Gu ya na .. ..........  -2 1 - 6 - 1 5 -6 3 - 9 - 2 3 -1 4 0
Jamaic a.........  ............  ...... ..........  -1 5 3 -1 7 2 -1 9 7 -2 4 8 -9 2 -2 8 3 -3 0 3
Netherlands  An tilles . . .  . ..........  -2 51 -1 1 7 - 6 4 -1 04 -1 7 5 - 3 8 - 3 5
Surin am . _____ _ ..........  - 1 3 - 7 - 6 -1 6 6 131 24
Trin idad  and Tob ago _______ .......... - 8 0 -1 3 8 -1 6 1 -2 6 271 302 204

r

0



0
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TABLE 1.—GOODS, SERVICES, AND TRANSFERS—Continued

{In m illions of U.S. dollars]

1970 1971 1972 1973 1974 1975 1976

Other Middle  East___________ -8 5 9 -8 1 5 -2 4 0 -1 7 2 -1 ,9 2 4 -3 ,6 1 2 - 2 ,  389

Cyprus____________  ___________ -2 2 -1 5 - 2 5 - 7 8 -7 2 -3 7 -1 1Egypt--------------  ------------ . -1 5 4 -2 0 7 -1 7 0 77 -3 27 -1 ,3 97 -8 07
Is rael___________  ____ -5 85 -4 6 2 - 4 8 -4 7 0 -1 ,5 96 -2 ,2 81 -1 ,0 5 4
Jordan. .......... .......................  ...... -1 7 -6 0 4 12 9 67 82
Syrian Arab Republic____________ - 7 0 -5 8 28 339 167 93 -7 7 2
Yemen Arab Republic______________ - 5 129 297
Yemen, Peoples Democratic Republic / - 9 -1 1 -2 8 -5 1 -1 0 0  .

Other A s ia ._______  ____________  . . . -2 ,0 2 1 -5 95 - 4 ,  972 - 7 ,  006 - 3 ,  674

Bangladesh..............
B u rm a........ . .........
China, Republic o f. .
In d ia .. .......... .........
Ko rea .......... . .........
Malays ia...................
Pakistan...................
Phil ipp ines_______
Singapore................
Sri Lanka.................
Tha iland...................
F ij i................ . ..........
Papua New Guinea. 
Western S am oa.. ..  

Other Af rica....................

Benin...............................
Botswana.........................
Ca me roon .......................
Central African Em pi re ..
Chad................................
Congo, Peoples Republic.
Equatoria l Guinea............
Ethiopia........................... .
Gabon.............................. .
Gambia............................ .
Ghana................................
Ivory Coast.......................
Kenya............................ ..
Madagascar......................
Ma law i...............................
M a li ..................................
Ma uri tan ia........................
M au rit ius. ..... ...................
Morocco.............................
Niger ................................
Rwanda.............................
Senegal ............................
Sierra  Leone.....................
Somalia.............................
Sudan................................
Swaziland..........................
Tanzania...........................
Togo...................................
Tu nisia ..............................
Uganda..............................
Upper Vol ta......................
Zai re..................................
Zam bia..............................

- 6 3
1

-3 9 2
-6 2 3

8
-6 6 7
-4 8

-5 7 2
- 5 9

-2 5 0
-1 4

* " - 5 *

- 4 3
172

-6 4 3
-8 4 8
-1 0 8
-4 8 2

- 2
-7 2 4

-3 6
-1 7 5
- 2 8

—3

-4 6
512

-1 5 3
-3 7 0
-2 4 8
-2 41

7
-5 31
-3 3
-5 1
- 3 2
-2 4
-1 1

-2 36
-6 0
565

-5 2 9
-3 07

105
-7 1
474

-6 0 6
- 2 5
-4 6
- 5 7
205
- 8

-4 75  
- 7  

-1,115
1,207

-2,027
-2 73  
-9 17  
-2 07  

-1,1 21 
-1 36  
-8 7  
- 2 9  
217 
- 1

-5 71
-8 0

-5 87
-1 4 8

-1,8 88
-1 86

-1,0 52
-9 2 3
-7 9 6
-1 09
-6 07
-2 4
-2 2
- 1 2

-2 6 0
- 3 0
396

-3 0 8

-7 7 8
-1,105
-8 7 6

- 6
-4 6 9

-3 8

-1 3

-4 8 6  -1 ,2 3 1  -8 1 7  -5 9 4  -1 ,0 9 9  -4 ,2 2 8

- 1  .................. - 6 -1 1 2 - 2 2 .............

- 3 0 - 4 4 - 5 5 -1 7 -1 7 -1 5 3 -1 0 8
- 1 2 - 9 1 - 3 -1 5 -3 7 6

2 3 12 - 7 - 4 -6 0 - 5

- 6
- 6 7
- 2

- 9 4
- 8

-7 8
- 1

- 9 3
16 ..

-2 4 6 -2 2 4

-3 2 -4 5 8 75 55 -4 6 - 3 3
- 3 18 - 4 - 3 6 210 58 28

-6 8
- 1  .. - 4 6 11 - 1 7

-1 4 6 109 127 -1 72 - 2 -8 9
- 3 8 -1 0 6 -9 7 -2 1 9 -6 1 -3 8 4 -2 0 6
- 4 9 -1 1 2 - 6 8 -1 2 6 -3 0 8 -2 1 5 - 8 4

-4 0 33 -1 1 - 2 4  .
-3 5 - 3 3 -4 9 - 2 8 - 3 5 - 7 8  ..
- 2 - 9 - 1 2 -2 8 - 3 6 -5 4 - 3 3
- 5  . . 14 47 -4 3 -5 6

8 - 5 16 . . 54 18 .
-1 2 4 - 5 9 48 97 229 -5 3 8 -1 ,3 9 7

16 12 25 -1 3 - 8  ..
7 . . - 5 22 1 -1 0 17

- 1 6 - 2 6 11 -1 01 -6 6 -8 6  ..
- 1 6 -2 0 - 9 - 2 9 -6 1 -6 3  ..
—6 1 - 7 -3 9 -5 2  . . - 6 9

-4 2 -4 2 -5 2 25 -2 7 5
55

-2 7 3

-4 3 0
22

-2 3 8

-1 6 6
25

- 3- 3 6 -1 0 0 -6 6 -1 0 8
3 - 4 -1 3 - 6 132 - 6 6  ..

- 5 3 6 - 4 -6 1 29 -1 8 3  . .
20 -8 6 16 43 -2 4 -5 6 43
9 1 4 3 - 4 - 4 2

-6 4 -1 2 5 -3 6 5 -2 79 -4 72 -6 0 0  ..
108 -2 4 8 -2 0 8 143 77 -6 11  ..

Question  No. 6: Mr. Secretary, could you expla in the difference between this  
fund and the  reg ula r IMF  program?

Answer: The Witteveen Facility  is specifically designed to meet the official 
balance  of payments financing needs of a limited number  of countries experiencing 
par ticu larly serious payments difficulties and with financing needs which are  
large  rela tive  to the ir normal access to IMF financing. Accordingly, there are  a 
number of differences between the  term s and condit ions of the Fac ility  as com­
pared  to regular IMF operations both in the provision of the financing and in its  
use by borrowing members.

The financing for this  Facil ity is being provided by seven indust ria l and seven 
OPEC natio ns (see atta che d Fact Sheet),  whereas  the  financing for regular  IMF



operations conies from members’ subscription payments. (A general increase in 
IMF quotas—and the accompanying increase  in members’ subscr iption pay­
ments—is tlie regu lar means of inc reasing IMF resources, but it is a lengthy and 
time-consuming process.) The inte rest  ra te  paid to par tici pan ts providing financ­
ing and charged borrowers under  the Faci lity  will be tied to the  U.S. T reasury 
borrowing rate and will be substanti ally high er tha n the  in terest  r ate on normal 
IMF transact ions . Financing will be avai lable over periods of two to three , as 
compared to the usual one-year period for regular IMF stand-by arran gements , 
and in amounts gre ate r than are  availab le under  regular credi t tran che  access, 
reflecting the par ticu larly serious adjustment problems to which the  Faci lity  is 
directed (see Fact Sheet for detailed explanat ion of access under Fac ility).  The 
period of repayment  will also lie somewhat longer than with regu lar IMF bor­
rowing. with repayment scheduled in inst allm ents beginning not lat er  than 3*̂ » 
years  and completed not late r than 7 years from the date of draw ing (as com­
pared to 3 to 5 years under regu lar IMF borrowing arra nge ments). The policy 
conditions associated with  financing by the  Facility  are  the same as the  condi­
tional ity of IMF lending in the “upper” (more  conditional) credi t tranches.

Fact Sheet on IMF Supplementary F inancing Facility 
7. Purpose

To provide supplementary  IMF financing to members th at  (a)  face serious 
balance of payments financing needs larg er than the ir access to regu lar IMF 
resources  and (b) are prepa red to adopt app ropriate correc tive economic and 
financial policies.
2. Amoun ts and Participation

Firm commitments (sub ject in some cases to par liam enta ry approval) to pro­
vide financing tota ling SDR 8,603 million (approxim ately  $10.5 billion) have 
been made by fourteen countries, in the  amounts listed in Ta lde 1 (as of Febru­
ary 17, 1978). Discussions  are  stil l in progress with  othe r countries. The pro­
posed U.S. sha re of this tota l is SDR 1.450 million ($1.7 billion).  The facil ity 
will enter into force when the IMF has completed formal financing agreements 
for a tota l of at leas t SDR 7.75 billion, including  agreements  with  at  least six 
countries each providing at least SDR 500 million of financing to the facili ty.
3. Terms o f Financing  Provided to IMF

Period of Financing. Commitments will remain effective for  five years.  Actual 
drawdowns will be repaid over 3% to 7 years , equivalent to an average maturi ty 
of 5(4 years.

Interest.  Int ere st will be adjus ted semi-annually , and will be equal to the 
yield on U.S. Trea sury  secur ities of comparable ma tur ity  (rounded up to the 
nearest one-eighth of one percent) . A r ate of 7 percent will apply unt il Jun e 30, 
1978, based on the rate s prevailing at the time the facili ty was agreed.

Denomination of Claims on the IMF. Special Drawing Rights.
Liqu idity of Claims on the IMF. Partic ipants  will receive in exchange for 

the ir financing liquid reserve claims on the IMF that  can be encashed at  any 
time upon representation of balance of paym ents need. Claims may also be sold 
to o ther part icipants , othe r IMF members or other tran sfe rees designated by the 
IMF.

Terms and Conditions on Use of  Supplementary Financing by IMF Members
Eligib ility. There are basically  three cr ite ria : (a ) the member's balance  of 

payments  financing need must be greate r than its remaining access to regu lar 
IMF resources ; (b) the  member's problems must jus tify  an adju stment and 
repayment period longer than applies to the regular  IMF resources: and (c) 
the member must provide a detailed economic program that  the IMF is sa tis ­
fied is adequate  to solve the  country’s problems and is compatible  with the 
IMF's policies on use of its resources in the uppe r (more condi tiona l) credi t 
tranches.

.leer##. Access will paralle l access to the IMF’s regular  credit tranches and 
Extended Fund Facil ity. In conjunction with use of regu lar credit  tranc hes, an 
eligible member's  access to supplementary financing will init ially be in an 
amount approximately equal to its quota in the IMF. The proportions  of quota 
that  can be d rawn  in connection with each credi t tranch e are shown in Table 2. 
Supplementary financing will be made available in amounts up to 140 percent 
of quota in conjunction with  use of the Fund's Extended Fund Facil ity. The 
IMF may decide to provide  larger amounts of financing in special circum­
stances.
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Pe rio d of  Ava ilab il ity.  Mem bers w ill  be ab le  to  ap ply to th e  IM F fo r use of 
th e fa ci li ty  a t an y tim e w ith in  tw o years  of  th e dat e th e fa ci li ty  en te rs  in to  
for ce. T hi s pe rio d wil l be revi ew ed  an d may  be ex tend ed  fo r a th ir d  ye ar . 
Dra win gs  w ill  no rm al ly  be m ad e ov er  tw o to th re e ye ar s,  pr ov id ed  th a t al l 
dr aw in gs  m us t be comp leted  w ithin  five yea rs  of  th e fa cil it y ’s entr y  in to  force.

Rep ay m en t.  Rep ay men t of  dra w in gs under  th e su pp le m en ta ry  fa cil it y  wi ll 
be mad e in eq ua l semi-a nn ua l in st a ll m ents  be ginn ing no t la te r th an  3y> yea rs  
an d co mplete d no t la te r th an  7 years  from  th e dat e of  d ra w in g.

Charg es.  Cha rg es  on dra w in gs unde r th e su pp le m en ta ry  fa ci li ty  will  be eq ua l 
to th e ra te  of in te re st  pa id  on fin an cing  pr ov ided  to  th e fa ci li ty , pl us  a m ar gin 
th a t wi ll av er ag e sl ight ly  les s th an  one -q ua rter  of  1 pe rcen t. Th e m ar gi n wil l 
be used  to  mee t IM F adm in is tr a ti ve ex pe ns es  in conn ec tio n w ith  ope ra tion s 
of th e fa ci li ty .

PARTICIPATION IN AND COMMITMENTS TO IMF SUPPLEMENTARY FINANCING FACILITY

J
Approximate

dolla r
SDR equiv ale nt*  As percen 

(m ill ion)  (m ill ion)  of tota*

Ind ust ria l countries:
Be lgium .............
Canada...............
Germany............
Japan ..............
Neth erla nd s, ...  
S w itze rl and .. ..  
United States . .  

Subto tal.........

Oil exporting coun tries :
Ira n..............................
Q a ta r..........................
Saudi Arab ia...............
Venezuela ................
United Arab Emirates
Kuwait.........................
Nigeria .........................

Subtotal...................

To ta l........................

150 183 1.7
200 244 2.3

1,050 1,282 12.2
900 1,099 10.5
100 122 1.2
650 794 7.6

1,450 1,770 16.8

4,500 5, 494 52.3

685 836 8.0
100 122 1.2

2,048 2,500 23.9
500 610 5.7
150 183 1.7
400 488 4.6
220 269 2.6

4,103 5,008 47.7

8, 603 10,502 100.0

* At dollar  per SDR rate of $1.22 ( the rate for  Mar. 15, 1978).

TABLE 2.—RELATIONSHIPS BETWEEN DRAWINGS ON SUPPLEMENTARY FINANCING AND IMF CREDIT TRANCHES 

IPercent of quota|

Parallel  drawings available from 
supp lementary financing  facil ity

Drawings on credit tranches

Before
amendment Af ter  amend­

of IMF ment of IMF
articles artic les

L> First credit tranche ........................................................................................................................
Second credit tra nc he ....................................................................................................................
Third cre dit  t ranc he ,.....................................................................................................................
Fourth credit tranche .....................................................................................................................

12.5
34 30.0
34 30.0
34 30.0

Total 102 102.5
------------------------------------------------------------------------------------------------------ ---------------------------------------------------------------— — 0

Explanatory note: As part  of the Jamaica agreement on monetary refo rm in January 1976, cou ntr ies ' potential  access to 
the credit tranches was tem porar ily expanded by 45 percent, so that each credit tranche is tem porarily  equal to 36.2« 
percent of quota. This expansion wi ll lapse when the amendments to the IMF Artic les of Agreement now in process o 
rati fica tion  take effect, and each cre dit tranche w ill  then revert to 25 percent  of quota. As long as this temporary expansion 
is in effect, drawings of supp lementary  financing w ill  be available only  in connection with drawings on the  upper cred it 
tranches, and in an amount equ ivalent to 34 percent of quota in con junction with drawings on each of the  second, th ir d , 
and fou rth cred it tranches. After  the temporary  expansion in cred it tranches lapses, drawings of supplem enta ry financing  w ill  
be permit ted in conjunc tion with drawings on the  first cre dit  tranche, in an amount not to exceed 12)^ percent of quota , 
and drawings of the equivalent of 30 percent o f quota w ill  be permitted in conjunct ion with draw ings on each of the  three 
upper credit t  anches. No drawings of supplementary financing will  be p ermitted  unless a coun try has agreed wi th the IMF 
on a program extending in to the upper credit tranches. The amounts  available in coniunction with drawings on the  upper 
cre dit  tranches w ill  be subject  to review by the fund from t ime to  time, and may be modified in ligh t of the rela tive  availa­
bi lit y  of supp lementary financing and regular IMF resources.

3



140

[Mr. Young submitted the following questions for the record. The 
responses were provided by the Department of the Treasury.]

Question No. 1: Since Uganda. Vietnam. Laos, and  Cambodia are  a ll members 
of the IMF, can we expect tha t they will be draw ing from this  facil ity?

Answer: Any member of the IMF which qualit ies on the  basis  of balance of 
payments need and willingness to adopt the  app rop ria te stabi lizat ion measures 
in conjunction with an IMF borrowing arrang ement  would be eligible to draw 
under this  Faci lity. It  is not possible at  thi s time to predict which partic ula r 
countries would be draw ing from the Facil ity.

Question No. 2: Will the re be any cons idera tions  at  a ll to the social conditions 
within the countries in question or is the  IMF closing its eyes to the  human  
rights situa tion in these  countries?

Answer: Countries seeking IMF financing are  by definition in balance of pay­
ments difficulty. They need to stab ilize their  economies and adju st the ir payments 
positions—thereby restorin g the ir abil ity to at trac t capital. Without IMF assist - 
ance. countries  may feel compelled to impose add’tional economic rest rict ions— 
protection ist trade  measures, exchange controls, excessive domestic infla tion— 
which can impose har sh burdens on the  poor. In contras t, a country seeking to 
correct  its problems with  the help of IMF financing designs, in cooperation with 
the Fund, a stabil izatio n program th at  is both suited to the borrower's own cir - f
cumstances and consis tent with its  obligat ions to follow internationally  respon­
sible policies. In cooperation with the IMF, countrie s can establish the  economic 
stab ility  that  is necessary to susta inab le growth and improved living conditions 
for all its citizens. The effect and purpose  of IMF programs is to help crea te the 
economic conditions in which the well-being of the citizens of member countries  
can be improved, and the ir basic human needs bet ter fulfilled ra ther  tha n 
deprived.

Question No. 3: T he balance of payments problem for many of these count ries 
is linked to the ir own internal domestic economic system. How can you separa te 
the human righ ts factor , which is a pa rt of this  intern al economic system, from 
purely economic considerations.

Answer: We believe that  the IMF. by promoting a sound, open and growing 
world economy, makes a very valuable cont ribut ion toward a world economic 
environm ent tha t is suppor tive of U.S. human  rig hts  and human needs objec­
tives. However, IMF programs are  directed toward broad macroeconomic ob­
jectives which will help to ensure  th at  the problem causing the need for IMF 
financing is corrected, and not to countries’ policies with respect  to human 
rights . It would be beyond the IMF's  chart er and capabiliti es for it to atte mpt 
to become involved in the social and polit ical policies of its  members, and such 
an effort would be damaging to the IMF’s economic purposes  and objectives.

Question No. Tn his  testimony on behalf of this facil ity before the  House 
Banking Subcommittee on Inte rna tion al Trade , Investment and Monetary  Policy.
Arthur  Burns  st at ed :

“It  is not possible to sta te precisely  how larg e an addit ion to the IMF ’s 
financial resources will be required to deal adequately  with external financing 
problems over the nex t several years, or how much of the amount poten­
tially  avail able  under the Witteveen Faci lity  will actu ally be needed.”

It seems to me that you a re committ ing the United States to an endeavor which 
cou ld prov e to be mo re co st lv  and in  fa ° t cou ld ac tu ally  be ineffec tiv e in ad dre ss ­
ing the balance  of payments problem. Would you c are to comment on Dr. Burns ’ 
stateme nt? /I

Answer: I wou’d agree with Dr. Burn s that  i t is not possible to sta te precisely  
what the requirements for additional IMF resources over the next few years 
will be. One cannot predict with cer tain ty ju st  w hat the demand for IMF financ­
ing will be during this  period. Drawings on the Fund  during the las t thre e years 
(1975-1077) totalled more than $17 billion, and the potent ial demands  on Fund 
resources during the next few years  are  even larger. The $10 billion committed 
under  the Witteveen Fac ility  is needed to help enable  the Fund to meet those 
demands. It is vital  that  the IMF have—find be known to liove—adeq uate  re­
sources in reserve  to meet whatever urge nt problems may arise , even if it turns 
out tha t less than the full amount is actually drawn.

The only cost to the U.S. tha t could resu lt from U.S. participa tion in the Fa ­
cility would be rela ted to exchange rat e changes. An exchange valuation  loss to 
the U.S. would occur if the dollar were to appreciate in terms  of the SDR—the 
uni t in which our claims  with the IMF are  de nominated—over the period of U.S.
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par ti ci pat io n  in th e Fa ci li ty . In  th is  ev en t, th e U.S. co uld rece ive in re pa ym en t 
fe wer  do llar s th an  it  ha d tr an sf e rr ed  to  th e IM F.  A pp ro pr ia tio n of  a  $200 mi llion  
co nt inge nc y re se rv e to me et such  losses  i s in clud ed  i n th e P re si den t s prop os ed  I Y 
1978 Su pp lemen ta l. The re  wi ll be no  in te re st  co st to th e T re as ury  from  U.S. 
tr ansa cti ons un der  th e Fa ci lit y.  Th e IM F will  pa y in te re st  to th e  U.S.  a t ra te s 
sl ig ht ly  ab ov e th os e pa id  on T re asu ry  se cu ri ti es  of  co m pa ra bl e m atu ri ty  (t he 
ra te  of  in te re st  pa id  by th e IM F will  be ad ju st ed  pe riod ical ly  to  re fle ct ch an ge s 
in  m ar ket  ra te s ).  . . .  ..

Th e po te nt ia l bene fit s to  th e Uni ted S ta te s fro m ou r part ic ip at io n  in  th e  
W itt ev ee n Fac il ity  fa r ou tw eig h an y co st s which  we  mig ht  in cu r.  The  U.S. 
eco nom y de pe nd s he av ily  on, an d be ne fit s gre at ly  fro m,  th e in te rn ati onal mo ne­
ta ry  syste m, which  pr ov ides  th e fr am ew or k fo r wor ld  tr ade  an d fina nc ia l flows. 
A g re a t de al  of  U.S.  eco nomic ac tivi ty , in a wide va ri et y of  pr od uc ts , de pe nd s on 
ex po rt  m ar ket s ov erseas . For  ex am pl e,  ou r ex port s ac co un t fo r on th e ord er of 
on e- sixth of  m an uf ac tu ri ng  jobs  an d nea rl y  on e- th ird  of  fa rm  ac re ag e an d th e 

> do llar  is th e pr in ci pa l cu rren cy  in  th e in te rn ati onal m on et ar y syste m.
The  in te rn ati onal m on et ar y sy stem  is cu rr en tl y  un de r se riou s st ra in . P ay­

men ts  im ba lanc es  am on g nat io ns  a re  larg e,  an d th er e is  a dan ge r th at,  w ith ou t 
ad eq ua te  ba lanc e of pa ym en ts  fin ancin g, co unt ri es  wi ll be forced  to  ta ke ex ce s­
siv ely  har sh  an d re st ri ct iv e m ea su re s wh ich  could  ha rm  th e U.S . Co nfiden ce in 

A th e sy ste m is  low an d grow th  jio lic ies  a re  hesi ta n t.  Th e W it teve en  Fac il it y  is
de sig ne d to  re in fo rc e an d prom ote confi dence in th e syste m by te m pora ri ly  
in cr ea sing  th e re so ur ce s of  th e In te rn ati onal Mon etary Fu nd , our princ ip al  
in st ru m en t fo r ass uring a st ab le  an d sm oo thly  fu nc tion in g m on et ar y sy ste m. By  
st re ng th en in g the IM F —an d thn a st re ngt hen in g the m on et ar y sy st em  and the 
wo rld  ec on om y— th e W it te ve en  F aci li ty  w il l he lp  as su re  a sound, gr ow ing U.S. 
econom y and a stab le  d ollar.

Que sti on  No. 5:  IIow  long can we  ex pe ct  th e  oi l-p rodu cing  co untr ie s to  ru n  a 
su rp lu s?  So we  ca n ex pe ct  th is  prob lem to ex is t a t le as t th a t lon g?

Ans w er : The re  co nt in ue s to be a g re at de al  of  unce rt ai n ty  re gar di ng th e m aj or 
fa ct ors  th a t wi ll h e ir  on tlie  OP EC  pa ym en ts  ou tlo ok . In  broa d te rm s,  ov er  th e 
ne xt few  years  in cr ea se d oil su pp lie s from  non-O PE C sources, p ri m ari ly  th e 
Nor th  Sea an d Alask a,  wi ll re su lt  in re la tivel y fla t de man d fo r OPE C oil. 
As suming th a t th e pr ic e of oil does no t in cr ea se  in re al  te rm s duri ng th is  pe rio d,  
th e ag gr eg at e OP EC  su rp lu s is  ex pe cted  to  co nt inue , but pr ob ab ly  a t gra du al ly  
di m in ishi ng  lev els  as  OP EC  im po rt s of  goods  an d se rv ices  co nt in ue  to  ex pa nd . 
Ov er th e  long er  ru n,  howe ver, as  th e gr ow th  in non-O PE C oil su pp lie s slows, 
th e ro le  of  co ns er va tion  an d de ve lopm en t of  non-o il en ergy  so ur ce s by  oil im ­
po rt in g na tions su ch  as  the U.S.  wi ll becom e cr it ic al  fa ct ors  in  det er m in in g 
w het he r th e OP EC  cu rr en t ac co un t su rp lu s w ill  re tu rn  to  prev io us ly  high  lev els .

Qu estio n No . 6:  Is n 't  th is  fa ci li ty  go ing  to  ad d to  th e to ta l de bt  of th es e co un ­
tr ie s an d in fa c t comp ou nd  th e prob lem  or  a t le as t po stp one th e da y of r ec ko ning ?

Ans w er : The  pol icy  co nd iti on s th a t will  be as so ci at ed  w ith  th e pr ov is ion of 
fin an cin g by th e Fac il ity  wi ll be de sign ed  to  he lp  co un tr ie s co rr ec t th e ir  ba lanc e 
of pa ym en ts  di ffi cu lti es  an d redu ce  th e ir  fin an cing  nee ds,  no t ad d to  th os e needs. 
By pr om ot ing in te rn ati onall y  appro pri a te  ad ju st m ent po lic ies  on th e p a rt  of  
co un tr ie s ex pe rien ci ng  sev ere pa ym en t dif fic ul tie s, w hi le  pr ov id in g te m po ra ry  
ba lanc e of pa ym en ts  fin an cin g duri ng th e tr ansi ti on  wh ile  th es e jio lic ies  ta ke 
effect,  th e W it teve en  Fac il ity  wi ll he lp  co rrec t— no t co mpo un d— th e prob lems 
now  facing  th e in te rn ati onal fin an cial  sy ste m. By  he lp in g to  im prov e th e cr ed it - 
w or th in es s of  thos e co un tr ie s ad op ting  ad ju st m ent pr og rams, th e Fac il ity  wi ll 

[ I  st re ng th en  th e in te rn ati onal m on et ar y sy ste m to  th e benef it of  a ll  p a rt ic ip an ts  in
z  th is  s ys tem , incu di ng  the Un ite d S ta te s.

Que sti on  No. 7: I f  th e  m aj or fe a tu re  of  th is  fa ci li ty  is th e ad ju st m en t po lic ies  
wh ich  th e  IM F wi ll fo rc e th es e co untr ie s to  un de rt ak e,  ra th e r th an  ad din g to  
th eir  de bt , why  a re n 't  we  in s’s ti ng  th a t th ev  ta ke  th es e co rr ec tive  m ea su re s 
be fo re  the y ca n rece ive an y fin an cin g from  th e I M F?

A ns w er : F in an ci ng prov ided  un de r th is  Facil it y  w ill  be mad e avai la ble  on ly  in 
co njun ct ion w ith th e  ad op tio n by th e bo rrow in g mem be r of  a st ab il iz at io n  pro ­
gr am  de sig ne d to  co rr ec t th e mem be r's  pa ym en ts  prob lems and en ab le  it  to  re pa y 
th e loa n.

Fin an ci ng  au th or iz ed  by a bo rrow in g ag re em en t un der  th is  Facil it y  w ill  no t 
be mad e av ai la bl e al l a t once , bu t wi ll be ph ased  ov er  a pe rio d of  tw o to  th re e  
ye ar s,  duru ig  wh ich  tim e th e IM F wi ll m on itor  th e  mem be r's  pe rf or m an ce  und er  
th e bo rrow in g ag re em en t.
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Question No. 8: J us t exact ly what are  these adjustment policies you w ant  these 
countries to undertake?

Answer: The  conditions of the IMF program s, which are  developed in a process 
of discussion and negot iation between the  Fund and the borrowing member, are  
usually  rela ted to broad macroeconomic objectives: such things as the size of 
the public sector deficit, the  growth in monetary  aggregates, the  c urrent  account 
deficit, the level and ma tur ity  of external borrowing, exchange ra te  policies, and 
trade and payments policies. I n certain cases, where governmental programs, e.g., 
subsidies on imported  goods, have seriously dis torted the economy and have  had 
important balance  of payment costs, IMF programs have, by agreemen t with  the 
government, included c riteri a related to changes in  such programs. IMF programs 
are  designed to ensure th at  the problem caus ing the  need for IMF financing is 
corrected, in an inte rna tion ally  responsible manner.

Question No. 9: The United States has a veto power in the IMF, is that  cor­
rect?  Does this veto apply to loan approvals for an individual country?

Answer: The basic rule  in  the IMF’s Article s of Agreement is that  decisions of 
the  Fund are  taken by a majori ty of th e votes cast. When this basic rule app lies, '
as it does in decisions on financing to individual  countries, the United Sta tes does 
not have a veto power.

There are, however, decisions in the Fun d which are  taken  by a special  ma­
jority, i.e., a majority other than  a  majori ty of the votes cast. Under the  p resent 
Articles, these  special majorit ies include absolute majo rity,  two-th irds, three- 
fourths, four-fif ths and eighty-five percent of the  tot al voting power, as well as 
a unanimous vote. Decisions of an imp orta nt policy cha rac ter—such as an in­
crease  in  IMF quotas—generally requ ire a majori ty vote of four-fif ths (or more) 
of total voting power, which means that  the  U.S. has  a veto power on such 
decisions.

The United States quota  in the IMF is SDR 6,700 million, provid ing for 67,250 
votes, or 22.66 percent of total voting power. Under the Sixth Quota Review— 
expected to take  effect shor tly—the U.S. quota  will increase to SDR 8,405 mil­
lion and our tota l votes in the  IMF to 84,300. Our sha re of total  voting power  will 
decrease to 19.87 percent . Concomitant with  thi s decrease, however, the  special 
majo rity required for decisions of major  policy impo rtance has been rai sed under  
the  Second Amendment to eighty-five percent of tot al voting power, preserving 
our veto power on such decisions.

Question No. 10: This facil ity is considered essentia l for the  short term  prob­
lem, but for the long term  you would expect perm anent increases in the  IMF 
quota stru cture. Is that  correct?  So in effect, this is not a one shot deal, we 
are  going to be a ddressing  thi s specific problem for some time  to come?

Answer: It  is correct th at  the Witteveen Fac ility  is designed to provide tem­
porary additional financing to the IMF during the next  two-to-three years,  and 
tha t, over time, increases  in the IMF quota  str uc tur e should be anticipa ted in 
order to enable it  to meet future  balance  of payments financing requirements.
The Facility  is designed to reinforce the IMF’s abi lity  to meet world balance  
of payments  financing needs and promote economic stabilization by member coun­
tries in a period of ext rao rdinary imbalances, in the  process strengthening and 
promoting confidence in the inte rna tion al mone tary system.

The Facility  cannot. however, eliminate  the  imbalance between the  OPEC 
surp lus countries  and the  oi l importing world. This  can come about only through 
effective programs by the U.S. and othe rs to conserve  energy and develop al te r­
nativ e energy supplies, and through continued growth in the  capacity of oil 
exporting natio ns to absorb goods and services  produced in the  oil importing 
world. The Adm inist ratio n’s energy program is a major step in the direction of 
reduced U.S. dependence on inqiorted energy.

Question No. 11: Why is this  not a bail-out for private banks?
Answer: The Witte veen  Faci lity will not “bail-out" either  countries or banks.

It is not for the purpose of paying off old debts—to banks or otherwise. Rathe r 
it is to enco’irage countries  which cnrren*lv face large  balancc-of-naynirnls 
deficits—resu lting  from domestic economic distortion, excessive imports, or other 
factors—to adopt sound adju stment measures . Without adequ ate official financ­
ing to cover the tran sition period while these  adjustment measures take effect, 
there is a danger tha t coun tries  will feel it necessary to deal with these  deficits 
by excessive deflation or imposing protectio nist measures—steps which would 
be harmful to the U.S.



Typically, IMF financing does not  cover a country ’s full balance-of-payments requ irements  but some lesser amount. Thus a country must  expec t to meet the uncovered portion from other sources—fur ther  private  borrowing, use of reserves, and other sources. IMF financing agreements help to improve confidence in a borrowing cou ntry’s prospects—which helps to keep priv ate  funds flowing.Pas t experience with IMF credits demonstrates clear ly that  lending from priv ate banks  tends  to increase af te r a stand-by arrangeme nt is reached with Iho Fund  ra the r than  declining. In the period 1970-75, the IMF negotiated stand-by agreements providing abou t $2.1 billion. Afte r these agreements were signed, net lending by the priv ate market in the 35 countries involved increased by nearly #.9.6‘ billion during the period  covered by the agreements.The Facility  will streng then the international  monetary sys tem  by improving (lie cred itworth ines s of those coun tries  adopt ing adjustment programs. In­directly, this strengthening  of the system benefits all partic ipants  in the  inter ­national  economy—including American industry , workers , farmers,  and con­sumers  a s well as banks.
Question No. 12: Under Secretary  Solomon te stify ing before the Bank ing Sub­committee, sta ted  that  ther e are  a few countries tha t have reached  the  limits, or are  close to reach ing the limits, of prud ent borrowing from the private banks. My question  is, th at  if you have countries who are  cur ren tly in such a severe deficit situatio n that  they no longer have  access to private lending markets, not to mention official lending markets. If they do not have this a ddi tional facil ity or access to this additional facili ty, they are precluded from add itional  private financing. They will not be able to meet the ir cur ren t debt obligations, some of which are  to privat e financial ins titu tions. They would then be in a default  situation , would they not?
Answer: Such countries  would cer tain ly be in serious  difficulty, but default  would not be the only, nor necessarily  the most likely, alt ern ative  open to them. Countries that  are  approaching the  limits of their  abi lity  to borrow in private markets  must be assured of ade quate financing while they implement adjustment  measures and unt il these measures begin to have an effect. Without adequa te financing, such countries  could be compelled to implement unduly res tric tive  domestic economic measures, protectionist trade and capital  restr ictions, or aggressive  exchange rate practices in order to reduce sharply the ir financing needs. Such measures could have  serious implications for the  world economy in general as  well as adverse consequences for  the  economy of the  country int ro­ducing them. To defend aga inst this dange r, and to promote order ly and inter ­natio nally  respons ible adjustme nt, adequa te official balance  of payments financ­ing must be av ailable to supplement o the r sources  of f inancing d urin g the tra ns i­tion while adjustment takes effect. I should emphasize that  the re are  only one or two countr ies which are  actual ly approaching  a defaul t si tuat ion. The purpose of the proposed faci lity is to encourage coun tries  to adjus t before their  credi t- worthiness in  p riva te markets  run s out.
Question No. 13: Mr. Secreta ry, you have  said the U.S. would be able to draw  on the Witteveen Fac ility  upon a showing of need. Would thi s not require  the U.S. to show a need for financing in excess of its exis ting quota?Answer: Yes. In orde r to draw  from the  Witteveen Faci lity, the U.S., like any othe r IMF member, would have to meet the cr ite ria  for eligibil ity, among which is the requirement that  its financing need from the Fund “exceeds the amount avai lable  to it in the  four  credit tranch es. ’’ (Credit tran che  access currently equals 145 percent  of quota, but will revert  to 100 percent of quota shor tly when the quota increase  agreed under the Sixth  General Review takes effec t). In the event of a balance of payments need, however, the  U.S. could request immediate encashment o f it s c laims on the IMF arising from its parti cipa tion  in the  Fa cili ty before c ontemplating borrowing from the  Faci lity.
Question No. H : Would we not have to go th rough our cred it tranch es before draw ing on th e Facility ? Is this  the sort  of event—a draw  by the U.S.—that was contemplated when the Facil ity was nego tiated?
Answ er: T here  is no requirement that  a member  drawing on the Fac ility  must  have  already utilized its access to IMF financing under the  regula r credit tranches. It is, in fact, anticipa ted that  eligible members will draw  on the Fac ility  in conjunction with drawings on the cre dit  t ranches.
A drawing by the  U.S. was not contemplated, but the  U.S. would, of course, be eligible to d raw  if it met the crit eria, as would any IMF member.
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Question No. 15: Mr. Secretary, on page 3 of your state men t you s tat e that  the 
Faci lity “will encourage  nations in difficulty to take  the  kind of stab iliza tion 
measures th at  are  in keeping with a liberal and open inte rna tional  trade  and 
payments system.”

Is the OPEC carte l “in keeping with a liberal and open in ternat ion al tra de  and 
payments system ?”

Answ er: The OPEC carte l is clear ly not in keeping with a libe ral and open 
inte rna tion al tra de  and payments  system. Its  existence and market pow’er must 
be viewed, however, in terms of the na tur e of th e demand for oil, part icu lar ly its 
low’ price elas ticity , and  the grea tly increased dependence of the  oil impor ting 
countr ies on a limited number of oil exporting producers . The app ropriate re- 
sjionse to t his  si tua tion  by oil importing nations, which is  embodied in the Admin­
ist rat ion ’s energy program now before Congress, is to reduce dependence on f or­
eign oil through conservation, increased domestic oil production, and development 
of alternative energy supplies.

It  is par ticula rly  important tha t, while such measures are  being taken , we 
ensure that  adeq uate  official balance of payments financing be available to coun­
trie s experiencing payments difficulties. Without such financing, countries  could 
be forced to take excessively har sh and res tric tive measures which would erode 
the libera l trade  and payments system which is of vita l importance  to U.S. 
economic prosperity . The Witteveen Fac ility  is aimed at  helping to assure  that  
such financing is available.

Question No. 16: Should we not add ress the problem of OPEC and press the 
car tel to adjus t ra ther  than ask the res t of the world to adju st to th e ca rtel?

Answer: The United States h as concluded an extens ive and continuing dialogue 
with the key oil exporting  count ries—both multila tera lly with other consuming 
countr ies and bila terally—ever since the abrup t increases in the price of oil in 
late  1973, early 1974. At the Washington  Energ y Conference in early 1974, rep re­
sentative s of  th e major  consuming c ountries  met to  discuss  the oil price situa tion, 
leading  to estab lishm ent of the Internatio nal  Energy Agency. The multil ate ral  
pa rt of the  dia logue continued in Paris  over a two-year  period in the  Conference 
on Interna tional  Economic Cooperat ion, and we had numerous b ila teral consulta ­
tions with oil e xporting  countries.

In this  dialogue, we have atte mpted continuously to make clea r the conse­
quences of potions taken by the car tel as well as the implicat ions of actions they 
were considering, such as price increases. In the  CIEC. for example, we believe 
that  w’e were successful in convincing the  OPEC that  the ir actions had played a 
maior role both in depressing demand in th e indu str ial  countries and in increasing 
infla tionary pressures. Similarly , meeting recently in Caracas, the major export­
ing nations were successful in preventing an OPEC decision on fu rth er  increases 
in the price of oil. Continued success in these  efforts, however, will depend on our  
abili ty to limi t our own demand for energy imports, which under lines  the  impor­
tance  of the comprehensive energy legisla tion now before the Congress.

Question No. 17: Would our exports not benefit immensely if we could reduce 
the price  of oil and free those funds to purchase our exports ra ther  than OPEC 
oil?

Answ er: The re is no question but that  th e high price of oil has  had a depressing 
effect on the world economy. Real growth  is significantly below what it would 
have been in the  absence of the oil price shock, which forced countrie s to devote 
a major portion of their foreign exchange earn ings to the purchase of OPEC oil. 
Furtherm ore,  growth in many countrie s is significan tly below’ th at  of the U.S.. 
which fu rth er limi ts our exports to  them.
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