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FOREIGN ASSISTANCE AND RELATED AGENCIES
APPROPRIATIONS FOR 1979

TrurspaY, JUNE 3, 1978,

PROPOSED BUDGET AMENDMENTS FOR GREECE AND
TURKEY

WITNESSES

GEORGE 8. VEST, ASSISTANT SECRETARY OF STATE FOR EUROPEAN
AFFAIRS

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

Mr. Lo~g. The hearing will come to order.

Today we are conducting hearings on the proposed budget amend-
ments for Greece, $1,800,000 in military 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 appropriation bill

at a later date. Of course, we need to hold supplemental hearings be-
cause the supplemental bill will be starting its legislative process soon.
Let us first consider the budget amendments for Greece and Turkey.
I weleome the principal witnesses, George S. Vest, Assistant Secre-
tary of State for European Affairs; Morris Draper, Director of Office
of Lebanon, Jordan, 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 welecome the opportunity to be here today to review the Administration’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.8.
security interests in the Eastern Mediterranean, to improving relations with
Greece and Turkey, and to facilitating progress on Cyprus. The key points of the
Administration’s proposals to the Congress relating to the Eastern Mediter-
ranean are (a) the repeal of existing arms restrictions against Turkey; (b) to
provide military 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: (¢)
to provide 250 million in security supporting assistance to Turkey: and (d) a
contribution of a further £5 million of assistance 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 bilateral 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 that 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 greater detail why the Administration is
making these proposals and why we feel that the levels of assistance we are re-
questing are justified. For Turkey, we are asking the Congress to provide foreign
military sales loan guarantees of $175 million so that we can help meet the most
urgent needs of the Turkish military. It is a fact that the material readiness or
Turkish forces has deteriorated seriously in recent years, The $175 million figure
is the same amount as was provided to Turkey last year. We have also requested a
security supporting assistance loan of $50 million to Turkey to assist that coun-
try in resolving its present economie difficulties.

The request to lift the embargo contained in Section 620(x) of the Foreign As-
sistance Act is made so that we can fully cooperate with Turkey in a manner
consonant with the requirements of an alliance important to our mutual security.
This would facilitate joint and allied defense planning, enhance allied support
for Turkey's NATO needs via third country transfers and improve standardiza-
tion, and permit the delivery of items impounded since the embargo was put
into force,

The Administration has decided not to go forward with a multi-year $1 billion
Defense Cooperation Agreement with Turkey and will instead negotiate new
arrangements which will better serve our bilateral and NATO security interests
and permit the prompt reopening of vital intelligence and other U.8. installations
in Turkey. Future security assistance levels to Turkey will be determined on a
vear-to-year basis.

For Greece, an old and important ally, we propose to continue FMS financing
for Fiscal Year 1979 at last year’s level, i.e., $140 million. This proposal reflects
our desire to maintain both Greece and Turkey at last vear's FMS eredit levels.

I want to stress that the Administration believes that its proposals will provide
a core of stability to our bilateral relations with Turkey and enable us to
establish a renewed sense of trust so that we can work together to resolve im-
portant problems. It should be clear, however, that these proposals do not signal
any shift in U.S. poliey concerning Greek-Turkish differences. We intend that
both shall remain our friends and valued allies. We strongly belleve that our
national interests require the restoration of sound, normalized bilateral relation-
ships both with Turkey and with Greece,

As T stated earlier, the Administration is also requesting 85 million in Fiseal
Year 1979 security supporting assistance for Cyprus as a contribution toward the
relief and rehabilitation of displaced persons there. As in the past, these funds
will be proportionately distributed to the two ethnie communities on Cyprus and
will be earmarked for projects such as house construction, health care, and
voeational education. We believe that these new funds will be effectively utilized
by Cypriot authorities for worthwhile refugee programs and will underscore our
continuing concern for the people of Cyprus and our strong interests in promoting
negotiation of a just and lasting settlement on the island.

A New 1.8, ApProA€H TO THE EASTERN MEDITERRANEAN—ADMINISTRATION
ProPosALS ForR GREECE/TURKEY/CYPRUS

The Administration’s proposals concerning the Eastern Mediterranean are
designed to break the impasse which is frustrating progress on the Cyprus prob-
lem; straining relations with two valued allies, Greece and Turkey: and con-
tributing to the serious deterioration of United States and NATO security inter-
ests in the Eastern Mediterranean.

A critical element of the Administration’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 Turkish use of American weapons on Cyprus. The
Administration's program consists of the following elements:

(n) Provision of $175 million in foreign military sales loan guaranties for
FY 1979 to Turkey to meet the most urgent needs of the Turkish military.
This is the same amount of military credits provided to Turkey in 1978.

(b) Provision of $§140 million in foreign military sales loan guaranties for
FY 1979 to Greece, the same amount as last vear.

(e) Provision of a $50 million security supporting assistance loan to
Turkey ns a means of demonstrating our willingness to contribute to a resolu-
tion of Turkey's economie difficulties.

(d) Contribution of a further $5 million of assistance to Cyprus for the
relief and rehabilitation 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 support U.N. peacekeeping forces on the island. The Administration’s
proposal of §5 million has been increased to $15 million by both the House
of Representatives and the Senate Foreign Relations Committee.

(&) Repeal of all remaining portions of the 1975 arms embargo on Turkey
still in foree. This would (1) permit the delivery of grant-military assistance
items impounded when the arms embargo went into effect in 1975; (2) allow
transfers by third countries to Turkey of U.8. licensed and produced mili-
tary equipment ; and (3) make possible Turkish purchases of military goods
and services through U.8. Government channels,

The proposals were favorably reported by the House International Relations
committee on May 3. The Committee added to the proposal an amendment to
the Foreign Assistance Act stating U.8. policy objectives on Cyprus, requirements
for requesting security assistance to Greece and Turkey, and a requirement to
provide the Congress with periodic reports on progress toward a Cyprus settle-
ment. The Committee also voted to provide $35 million in grant aid under the
Military Assistance Program for Greece.

On May 11, the Senate Foreign Relations Committee defeated the proposal to
repeal the embargo but acted favorably on the remainder of the program. The
Administration intends to pursue the question of the embargo on the Senate
floor.

The Administration has decided not to go forward with a multi-year, $1 billion
defense cooperation agreement with Turkey, and will instead negotiate new
arrangements which will better serve our bilateral and NATO security interests
and permit the prompt re-opening of vital intelligence and other U.8. installations
in Turkey. Future security assistance levels to Turkey will be determined on a
year-to-year basis.

For many the most controversial element in the Administration’s package is
repeal 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
Secretary Vance told the House International Relations Committee on April 6,
the enactment of the embargo was appropriate as confirmation of the important
principle that the United States will not condone any unintended use of military
equipment supplied by this country.

Now the time has come to look forward rather than backward. The Adminis-
tration believes that continued maintenance of the embargo is an obstacle to the
search for an equitable, lasting solution to the Cyprus problem and that meaning-
ful negotiations will prove impossible if it continues in force. On the island, a
stalemate has developed, and a very real danger exists that positions will become
even more rigid as time passes. This stalemate is also an impediment to good re-
lations between Greece and Turkey.

Furthermore, the embargo so poisons our relations with Turkey as to put this
relationship at serious risk. This, of course, endangers the security of the Atlantic
Alliance and the entire Eastern Mediterranean region.

We believe the Administration’s program is balanced and fair and over the long
run will lead to an amelioration and strengthening of U.8. relations throughout
the area. We are not choosing sides between Greece and Turkey. They are both
friends and valued allies, Our program will encourage a stable Turkey firmly
aligned with the West and having close relations with the United States. We
believe this is clearly in the interests of all of us, including Greece and Cyprus.
We are also convineed that for these reasons our program offers the best hope for
creating a new and improved atmosphere for solving the difficult problems
plaguing the area.

Finally, the program should not be read as any lessening of the American com-
mitment to a Cyprus solution. From its first days, the Administration has worked
intensively toward a negotiated settlement; this determination has not flagged.
The Turkish side has recently outlined to Secretary General Waldheim constitu-
tional and territorial proposals it believes could serve as an appropriate basis for
resuming serious Cyprus negotiations, The Turks have stated that these are
opening positions and that they intend to demonstrate flexibility once the inter-
communal negotiations begin again. The Secretary General has discussed these
proposals with the parties on Cyprus and is carefully studying how best to pro-
mote negotiations leading to a just solution. We stand ready, if requested, to
assist the Secretary General move these negotiations forward.
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GREECE AND TURKEY : IMPORTANT PARTNERS IN NATO

NATO collective security interests are being undermined by the continuing
instability and deterioration of defense capabilities on the southeastern flank.
The unsettled Cyprus problem, disputes over the Aegean between Greece and
Turkey, and Congressional limitations on assistance to Turkey have distracted
the attention of these two NATO Allies from the common threat and have im-
paired their capability to carry out NATO defense responsibilities.

Close bilateral security relations with the U.S. have been the historical founda-
tion of Greek and Turkish participation in the Alliance. These relations have
been severely strained by events stemming from Cyprus and are in need of urgent
repair.

l()*?:eece and Turkey each plays an essential role in the southern region, and they
complement each other in the overall NATO defense posture. Just as they benefit
from membership in the Alliance, both countries contribute to its overall strength
through their Western political orientation, strategic geographical locations, and
the forces they field.

Greece and Turkey, aligned with the West, are geographically situated in a way
to discourage Warsaw Pact and Soviet aspirations toward the Mediterranean and
Middle East. The Warsaw Pact cannot gain access to the Aegean without crossing
Thrace. All major land, sea and air routes from the Black Sea to the Mediter-
renean and from the Balkans to the Persian Gulf lead across Turkey.

The Greek and Turkish Armed Forces tie down approximately twenty-six
Warsaw Pact divisions plus associated air and naval units in the Caucasus,
Balkans and Black Sea areas. Without having to contend with credible Greek
and Turkish defenses, a significant portion of these Warsaw Pact 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 against the common threat. One without
the other would stand exposed and isolated from the rest of the Alliance. The
Warsaw Pact would face the simplified task of concentrating on only one front
without fear of a flank attack in its thrust toward the Aegean and Mediterranean.
Without close Greek and Turkish cooperation Allied air and naval operations to
counter Soviet combatants and shipping in the Aegean and Mediterranean and to
control sea lines of communications from the Middle East through the Mediter-
ranean to the Atlantic would be complicated.

Both Greece and Turkey provide important facilities to satisfy U.8. and NATO
requirements for forward basing, support of the U.S. Sixth Fleet and other U.S.
military activities, and intelligence collection.

Under present cirecumstances it would be difficult for Greece and Turkey to
carry out NATO wartime assignments effectively.

Greece withdrew its forces from the NATO integrated military command strue-
ture in 1974. This status is still the same, although the future Greek military role
in the Alliance is now being discussed between Greece and NATO. In the mean-
time, vital command and control arrangements and other necessary coordination
requirements are in disarray.

While Turkey remains fully integrated within NATO, a combination of severe
economic problems and the U.S. arms embargo has resulted in a significant reduc-
tion in the capability of the Turkish Armed Forces. Most equipment in the
Turkish armed forces is of 1.8. origin and most is quite old. The effect of the 1.8,
arms embargo in 1975 and continuing restrictions since then has been to stop
almost completely a modest modernization program within the Turkish armed
forces and to prevent the Turks from maintaining aging equipment in “working
order. Cannibalization to keep some major weapons systems in operation has
become widespread, particularly in the Turkish Air Force. Maintenance diffi-
culties have hecome massive and crew training has suffered.

Repeal of Section 620(x) of the Foreign Assistance Act, thereby lifting remain-
ing restrictions on security assistance for Turkey, will not be a panacea for all
the problems of Turkish armed forces. However, it will be a first step toward halt-
ing galloping obsolescence and toward restoring a coherent long-range moderniza-
tion problem,

Most important, elimination of the last vestiges of the embargo will permit
Turkey and the 17.8. to work toward the repair of their bilateral security relations
and thus strengthen Turkey's commitment to the NATO Alliance.

A healthy relationship between the 1.8, and Turkey and the 1.8, and Greece is
essential to confidence in the security of the NATO southern flank and the security
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of the eastern Mediterranean. If these relationships can be restored and rein-
forced, they will serve as a hasis for increased cooperation between Greece and
Turkey as well.

1.8, MILITARY FACILITIES IN TURKEY AND GREECE
TURKEY

The 1.8, maintains seven major installations and twenty-one secondary mili-
tary facilities in Turkey. About 5,000 U.S. military personnel are accompanied by
4,500 dependents.

Two of the seven major installations (Incirlik Air Base and Ankara Air Sta-
tion) and all secondary faeilities are in direct support of the NATO mission and
are in full operation. They provide :

Forward basing of USAF tactical fighter aircraft in support of NATO
defense plans. Accommodations are also maintained for wartime augmenta-
tion by reinforcement aireraft and NATO strategic reserve forces.

Peacetime training. Konya Range is one of the very few air-to-ground
firing ranges east of Spain which is available and adequate for regular use
by theater tactical air forces.

Terminal support for intertheater staging of strategic airlift aireraft, in-
cluding the only U.8. owned and controlled major aircraft refueling facility
in the eastern Mediterranean area.

Naval depot services and stocks for the replenishment, refueling, and avia-
tion POL resupply for units of the .8, Sixth Fleet. Twenty percent of Fleet
fuel assets in the Mediterranean are stored in Turkey.

Major contingency storage of war reserve materials, munitions, and petro-
leunm supplies for use by the 1.8, Forces,

Communications in support of logisties requirements, intelligence, and
command and control of U.8. and other NATO forees in Southern Europe
and the Mediterranean,

In reaction to the 1975 arms embargo, Turkey suspended 1.8, operations at the
other five major installations. One of these is a long range navigation station
(Kargaburum) and the other four are used for intelligence collection (Sinop,
Diyarbakir, Belbasi, and Karamursel). Karamursel is scheduled for closure in
1978 as part of a consolidation program not associated with the current
suspension.

The suspension of 1.8, operations in Turkey has degraded our capability to
collect information on Soviet weapon systems technology, research, training, and
operations,

Valuable data has been lost on Soviet space, missile, and military systems
development and strategic nuclear activities, thereby reducing our level of
confidence in our knowledge of these subjects.

IContinued loss of information which can be collected from sites now in
Turkey will hamper our ability to develop countermeasures to Soviet weapon
systems under development and could allow these systems to reach an
advance stage without our having a complete understanding of their potential
‘threat.

ICertain needed information can be collected only from Turkey. Therefore,
all present losses could not be recovered simply by relocating the facilities
elsewhere. In any event, relocation to recover partially the capability repre-
sented by US intelligence installations in Turkey would cost a significant
amount of time and money,

GREECE

There are four major US military installations (Hellenikon Air Base, Nea
Makri Naval Communications Station, Iraklion Air Station and Naval Detach-
ment Souda) and twelve secondary facilities in Greece. About 4,000 US military
personnel are accompanied by about the same number of dependents. ]

‘Although they do not duplicate those in Turkey, US installations in Greec
serve similar missions: preparation for wartime beddown of forces, training,
strategic airlift, naval support, storage of POL and war reserve materiel and
munitions, communications, and intelligence. Also, rotational USAF and Navy
aireraft use bases in Greece to earry out airborne reconnaissance and maritime
patrol operations in the eastern Mediterranean.

A number of US Navy destroyers were formerly homeported in Greece. How-
ever, in response to Greek desires, the US terminated this program in 1975
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TURKEY : AN IMPORTANT PARTNER IN NATO

Turkey contributes to NATO's strength through its strategic geographical
location, its forces, and its Western orientation.

Turkey’s geographical location is a key element in discouraging Warsaw Pact
and ‘Boviet aspirations toward the Mediterranean and Middle East. Major land,
sea, and air routes from the Soviet and Bulgarian Black Sea areas to the
Mediterranean lead across Turkey.

Turkey has the largest standing army in NATO—approximately 480,000, Along
with the Greek Armed Forces, Turkey ties down approximately 26 Warsaw Pact
divisions plus associated air and naval units in the ‘Caucasus, Balkans, and Black
Sea areas. Without having to contend with credible Greek and Turkish defenses, a
significant portion of these Warsaw Pact forces could be reoriented toward other
areas of NATO where significant money and manpower would be required to
balance them.

Turkey provides important facilities for US and NATO requirements for peace-
time training, forward basing of tactical fichter aircraft, support of the Sixth
Fleet, and intelligence collection.

Unlike Greece which withdrew its forces from the NATO integrated military
command structure in 1974, Turkey remains fully integrated within NATO.

‘A combination of severe economic problems and the US arms embargo has
resulted in a significant reduction in the capability of 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 and continuing restrietions has
been to stop almost completely a modest modernization program within the
Turkish armed forces and to prevent the Turks from maintaining aging equip-
ment in working order. Cannibalization to keep some major weapon systems in
operation has become widespread, particularly in the Turkish Air Force.
Maintenance difficulties have become massive and crew training has suffered.

.8, MimaTary FACILITIES IN TURKEY

In reaction to the 1975 arms embargo, Turkey suspended U.S. operations at
five of seven major installations in July 1975. Four were used for intelligence

collection (Sinop, Karamursel, Belbasi, Diyarbikir) and the fifth is a long-range
navigation station (Kargaburum).

The three-year suspension of U/S. operations in Turkey has degraded our
capability to colleet information on Soviet weapon systems technology, research,
training and operations. Specifically :

'Valuable data has been lost on Soviet space, missile, and military systems
development and strategic nuclear activities, 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 ability to develop countermeasures to Soviet weapon
systems under development and could allow these systems to reach an
advanced stage without our having a complete understanding of their
potential threat.

Certain needed information can be collected only from Turkey. Therefore,
all present losses could not be recovered simply by relocating the facilities
elsewhere. In any event, relocation to recover partially the capability repre-
sented by U.8. intelligence installations in Turkey involves a significant
amount of time and money.

The Government of Turkey has informed us that the lifting of the embargo
would lead to the reopening of these installations. We intend to work out shortly
an interim arrangement followed by negotiations for a permanent basis for
operation of these facilities. If necessary, we will also explore with the Govern-
ment of Turkey immediate reopening upon repeal of the embargo on an interim
basis even if new arrangements have not yet fully been worked out.

Two major installations (Incirlik Air Base and Ankara Air Station) are in
full operation in direct support of the NATO mission, They provide:

'Forward basing of USAF tactical fighter aircraft in support of NATO
defense plans. Accommodations are also maintained for wartime augmenta-
tion by reinforcement aircraft and NATO strategic reserve forces.

Peacetime training. Konya Range is one of the very few air-to-ground
firing ranges east of Spain which is available and adequate for regular nse
by theater tactieal air forces,
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Terminal support for intertheater staging of strategic airlift aircraft, in-
cluding the only U.8. owned and controlled major aireraft refueling facility
in the eastern Mediterranean area.

Naval depot services and stocks for the replenishment, refueling, and
aviation POL resupply for units of the U.S. Sixth Fleet. Twenty percent of
[Fleet fuel assets in the Mediterranean are stored in Turkey.

Major contingency storage of war reserve materials, munitions, and
petroleum supplies for use by the U.S. Forces.

Communications in support of logisties requirements, intelligence, and
command and control of U.S. and other NATO forces in 'Southern Europe
and the Mediterranean.

TaE Cyprus ProBLEM : NEW HoPE FOR A SOLUTION

INTRODUCTION

When Cyprus gained independence from Britain in 1960, a centralized govern-
ment was established with checks and balances to protect the Greek-Cypriot
majority and the Turkish-Cypriot minority. Cypriot Archbishop Makarios was
elected President, and the leader of the Turkish-Cypriot community was chosen
as Vice President. Greece, Turkey and the United Kingdom guaranteed the main-
tenance of this arrangement,

Straing between the Greek and Turkish communities developed immediately
after independence. Violence erupted in 1963-64, 1967 and again in 1974. A UN
peacekeeping force was introduced on Cyprus in 1967, and under UN auspices
talks between Greek-Cypriot and Turkish-Cypriot community leaders were
undertaken.

In 1977 the two communities agreed, for the first time, on principles under
which a new government might be organized. Both the Greek-Cypriots and the
Turkish-Cypriots accepted the idea of two ethnic zones on the island with some
kind of central government uniting them. Specific details as to which activities
were to be handled in the zones and which at the federal level were not resolved.

The United States played an important role in encouraging the two sides to
reach this agreement in principle. It remains an important objective of U.S.
policy to insure that follow-on negotiations successfully resolve these funda-
mental constitutional issues as well as the territorial question of where the
dividing line between the two zones shall be established.

1874 CRISIS AND ARME EMBARGO

The present U.8. arms embargo on Turkey stems from the 1974 crisis. In
July, 1974, elements of the Greek Cypriot national guard, supported by the
Greek military junta in Athens, deposed President Makarios. In his place, they
installed a Greek Cypriot extremist known to be fiercely anti-Turkish and
anxious to unite Cyprus with Greece. Five days later the Turkish Government,
claiming it was acting under the 1960 guarantees, landed military forces on the
northern coast of Cyprus to protect the Turkish Cypriot population and pre-
vent union with Greece.

Shortly thereafter, the coup on Cyprus collapsed, a cease-fire was achieved,
and the legitimate government was restored. The Turkish troops did not leave
Cyprus, however, and in August the Turkish Government landed additional
foreces, taking about 36 percent of the island. These events resulted in bloodshed
and displaced a large number of persons. In 1975, a separate Turkish-Cypriot ad-
ministration was established in the northern part of Cyprus. In succeeding
months, Turkish Cypriots moved north and Greek Cypriots moved south to join
their ethnie communities. It was in reaction to the second Turkish invasion that
the 1.8, arms embargo was imposed.

NEGOTIATIONS BEGIN

As a result of diplomatic pressure by the T.8. and other nations, intercom-
munal negotiations were resumed in 1975 under the aegis of UN Secretary Gen-
eral Waldheim. Some progress was made towards resolving humanitarian prob-
lems resulting from the 1974 fighting, but through 1976 the two sides remained
deadlocked on the fundamental problems of the structure and functions of a fu-
ture government and the future geographic division of the island.
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Early in 1977, however, President Makarios and Turkish Cypriot leader
Denktash met personally under the ageis of Secretary Waldheim and agreed on
a set of principles that would constitute a framework for a comprehensive Cyprus
settlement. Cyprus was to be a sovereign, independent, bizonal, bicommunal
federal republic; the Turkish Cypriots would withdraw from an unspecified
portion of the territory they occupy; and the basic rights of freedom of move-
ment, settlement and property ownership would be respected with certain
conditions.

TURKISH-CYPRIOT PROPOSALS

When Turkish Prime Minister Ecevit assumed office in January 1978, chances
for a settlement improved. Ecevit's predecessors had all ruled with coalitions
which made concessions politically difficult, whereas Ecevit commands an actual
majority. Ecevit has declared that a Cyprus settlement is in Turkey’s own best
interest, and a matter of high priority for his government. Turkish Cypriots,
with Ecevit's encouragement, submitted fresh constitutional and territorial
proposals.

The Turkish Cypriots have amplified the latest proposals to include offers—

That the Turkish Government would make further troop reductions as the
intercommunal negotiations progress;

That some 30,000 to 35,000 Greek-Cypriots could commence returning to
their homes and businesses in the city of Varosha as the negotiations
pProgress ;

That the Turkish-Cypriots are prepared to discuss the reopening of Nicosia
airport for civilian traffic, and to explore the possibility of joint economic
ventures between Greek and Turkish Cypriots.

The Greek Cypriots have stated that these proposals are unacceptable as a
basis for resuming negotiations, and they have maintained this position despite
subsequent assurances that the Turkish Cypriot side is prepared to be flexible
and forthcoming as soon as the two parties are back at the table.

The Turkish Cypriot proposals appear to represent a real advance over the
positions assumed by Turkish Cypriot negotiators in previous rounds of talks.
The constitutional proposal is substantially more developed and the Turkish
Cypriots have for the first time clearly agreed to discuss territorial changes.
These proposals plus the more favorable political environment in Turkey make
this an important and hopeful movement in the search for a solution in Cyprus.

THE RETURN oF GREEK CYPRIOT REFUGEES TO VAROSHA

Recent declarations by the Turkish Cypriots have moved the problem of re-
settling a sizable number of Greek Cypriots in the important seaside town of
Varosha closer to solution.

Prior to the 1974 hostilities in Cyprus, Varosha (New Famagusta) was a
flourishing and prosperous Greek Cypriot resort center of some 40,000 full-time
inhabitants, not unlike a small-scale Miami Beach. In August 1974 the popula-
tion of Varosha fled to the south to escape advancing Turkish forces. Rather
than being opened to Turkish or Turkish Cypriot settlement, as were other
abandoned Greek Cypriot communities, Varosha remained sealed off under the
direct control of the Turkish army.

Varosha is now a ghost town. Yet it is perhaps the single most significant piece
of territory in dispute between the Greek and Turkish Cypriots. For the former,
the regaining of a major Greek Cypriot town of substantial economic importance
has become a sine gqua non of a settlement. For the latter, Varosha is of erucial
significance because of its value to the Greek side and on account of its proximity
to Famagusta Harbor, the only deep-water port in the Turkish Cypriot zone.

Varosha has now become a key element in efforts to resume the Cyprus inter-
communal negotiations. The proposals submitted by the Turkish Cypriots to
Secretary General Waldheim on April 13 included a separate section on Varosha,
which provided for the return of some Greek Cypriot inhabitant subject to the
laws and regulations of the Turkish Cypriot administration, This latter condition
was rejected by the Greek Cypriots. The Turkish Cypriots have now clarified and
elaborated on their proposal: They have specified that up to 35,000 Greek
Cypriots will be able to return to Varosha ; they have conceded that this return
need not await conclusion of a settlement but can commence as soon as negotia-
tions are resumed; and they have given assurances that the future political
framework of Varosha is open to negotiation, thereby admitting the possibility of
a revision to Greek Cypriot control.
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These are welcome clarifications. Nevertheless, we understand why Greek
Cypriots may well be reluctant to return to Varosha while negotiations are
underway, should this mean they will be subject to Turkish Cypriot jurisdiction.

A practical solution would be for the United Nations to assume an interim role
in the administration 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 report on the Cyprus question that, with reference
to the status of Varosha, “it would seem natural to envisage United Nations
assistance in this connection.” Furthermore, the Turkish side has indicated that
in the context of a resumption of intercommunal talks it would accept an interim
United Nations role in Varosha to facilitate the return of the Greek Cypriot
inhabitants.

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

Mr. Vest. All right, sir.

The statement is there for the record.

It is a pleasure to be here.

I would only like to say that you have stated what we are talking
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 particular area.

With that, sir, I would be ready to go straight to questions, if you
would like, or answer anything you wish, of course.

Mr. Loxe. Has Greece returned to full participation in the NATO
military structure?

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 think progress
has been made, and we are concerned to keep 1t going.

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

Mr. Vesr. Yes.

Mr. Loxe. 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 for the moderni-
zation of the forces in accordance with NATO force modernization
goals.

Mr. Lone. Is this something new, to vote credit sales to a country
before it has come into NATO 1

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

Mr. Lone. You say Greece isin NATO?

Mr. Vest. Yes, sir. Greece is a member of the alliance.

Mr. Loxg. Yes.

Mr. Vest. Greece is not part of the integrated military structure, As
such, the discussions are underway to resume that integrated military
relationship, but the forces, the facilities there have continued to be
made available to the U7.S. throughout this period.

Mr. Loxe. I am a little bit baffled. T suppose the administration is
equally baffled.
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Is that the story ?

Mr. Vest. The answer is this: It is a transitory period.

Mr. Lo~a. Yes?

Mr. Vesr. And they did withdraw from the NATO integrated struc-
ture, but when they did so, they left us the continued use of the facili-
ties and bases which are in Greece. We have been able to carry out. our
particular activities in support of NATO from there.

Mr. Loxe. Right.

Mr. Vest. And there are discussions to move back toward a relation-
ship.

Mr. LonG. So looking at it very crudely we are paying rent for the
bases until we can get them, hopefully into full participation.

Is that about it?

Mr. Vest. We have never described it that way.

Mr. Yates. Mr. Chairman, will you yield for a question ?

Mr. Loxg. I will be glad to yield.

Mr. Yates. When did Greece withdraw from the integrated mili-
tary structure, and will you define what. you mean by “integrated mili-
tary structure”?

Mr. Vesr. This was 1974, and in withdrawing from the NATO inte-
grated military structure, that means there are 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 their activities
accountable only to national leaders. At the same time they did not ask
us to leave. The NATO integrated structure is a system by which a
whole series of activities of the NATO countries are carried out. with
common obligations in addition to their normal national activities,

Mr. Loxe. Why should Greece have opted out af. that moment.? A fter
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. Tt was
domestic political differences inside Greece, and in that context, they
took the action.

Mr. Yares. What does that mean ¢

Mr. Vesr. It means that they were upset at what had been done in
Cyprus.

Mr. Yares. Can you tell us what that was?

Mr. Vesr. In Cyprus, They were upset at the interventions in
Cyprus by the Turks.

Mr. Loxa. Basically, what they wanted us to do was to intervene.

Mr. Vest. That is right.

Mr. Loxe. To prevent Turkey from taking over.

Mr. Vest. From taking over. They felt that the NATO allies, and
we, in particular, had not acted sufficiently to keep that from happen-
ing, and this led to deep criticism inside Greece.

Mr. Yares. Was this the so-called junta government that did it?

Mr. Vest. This happened just as Prime Minister Karamanlis re-
turned to power in Greece. There was deep eriticism of NATO and
of the United States. Given the internal political situation, they took
that 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.
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Mr. Loxng. As I see it, they did the things that set it up for Turkey
to try to take over Cyprus, but they couldn’t admit that they were the
ones who were at fault, So they tried to blame it on the United States
basically by claiming that we could, with our 6th Fleet there, have
intercepted, have prevented the Turks from doing this. Really, it is
an internal political thing. They tried to put the blame on the United
States instead of their own leaders, who were really the ones at fault.

Mr. Vesr. It is a bit more complicated than that. I think it is worth
reporting that the activities that led to the problems you are talking
about were by the junta, when they were running Greece. Then came
the episode involving Cyprus, and that led in part to the return of
democratic government in Greece, and Prime Minister Karamanlis,
and he has had to deal with the consequences of this.

Mr. Loxg. Mrs, Smith ¢

Mrs. Sarri. What are the specifies of the administration’s position
on resolving the Cyprus dispute at the present time ?

Mr. Vest. Let me just say our position has been that we have tried
to encourage the Turkish-Cypriot leaders and the Turkish Govern-
ment to come forward and be prepared to engage in meaningful nego-
tiations. At the same time we have proposed to lift the embargo as well,
sinci; this 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 arbitrator,
nor do we have a role, a legal role, to be the decider in this matter.

Mrs. Sarru. Is it your position that the Turks ought to be pulling
out of Cyprus?

Mr. Vesr. Yes, our position is simply that Cyprus should ideally
recover a peaceful relationship, that 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. Yares. Was your answer to Mrs. Smith’s question yes then?
I am not sure.

Mrs. Sarra. Thank you, my good friend. T wasn’t sure whether it
WAs yes or no.

Mr. Vest. Would we like the Turkish forces out ?

Mr. Yares. 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. Loxe. If the gentlelady will yield on that, if we maneuver the
Turkish forces out, how on earth is that going to get Greece back into
full participation in NATO, since the principal lobbying that T 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 that they have taken that 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 negotiation getting
underway, and you have deep political inhibitions domestically in
Turkey where we are seen as imposing and threatening the Turks by
virtue of this embargo.

Mr. Loxa. T don't see how this will get us back in good grace with
the Turks.
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Mr. Vest. No.

Mr. Lowe. T ean’t, for the life of me, see how the termination of
the embargo is going to get Greece back into full participation in
NATO.

Mr. Vest. We see it in stages. We would like to put the Turks in a
free position to negotiate, where they do not have the domestic political
inhibition that we are seeming to be pushing them and threatening
them. We want to encourage them to negotiate. We feel if we can get
those negotiations going on in Cyprus, that will provide a framework
which will be much more healthy between Greece and Turkey. There
is no_question that Greece has taken the position. as has the Greek
Cypriot leaders that they would like to have the embargo continue.

However, it is our judgment if you continue the embargo, this is
only an impediment to getting underway with the negotiations. If 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,

Mbrs. Syrra. T have more questions.

Mr. Loxe. You haven’t completed your 5 minutes yet.

Mrs. Syrru. Thank you very much.

What is the current status of the Soviet relations with Turkey ?

Mr. Vesr. The Soviet relationship with Turkey is the same as with
any other independent country. Tt has given some economic aid and
project assistance,

Mrs. Sarrr. That is my next question.

How much economic or military aid?

Mr. Vest. No military aid of any kind. T can get the figure on proj-
ect assistance for yvou. but it is not an extraordinary activity, and
Turkey’s whole policy position has put it firmly in the NATO alliance,
and in the western structure.

Soviet aid to Turkey, 19541977, is $1.18 billion, not all disbursed.

Mrs. Syrrra. Two more quick questions.

What is the current status of Turkey’s balance-of-payments prob-
lems, and also T want to ask, it Turkey currently involved in any of
the IMF austerity programs, and what are the specifics 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 af-
fected 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 of Turkish workers which are
working in Western European countries.

There has been a very conscientious and ecareful negotiation with
the IMF. and after the change in government in January 1978 when
Prime Minister Ecevit took over, the Turkish Government on March
23 signed a letter of intent to enter into a standby agreement. The
work with the IMF has provided a situation for us to move ahead in
relation to that.

Mrs. Syrri. Would vou want to comment on your position regard-
ing the advisability of lifting the arms 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 that 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 irritant, to resume our relationship with Turkey,
and ultimately. to get rid of an irritant which is making a real diffi-
culty between Greece and Turkey.

Mrs. Syrra. Thank you very muech, Mr, Chairman.

Mr. Y ares. Mr. Chairman, may I follow up on Mrs. Smith’s question
and ask why you come to that conclusion ?

Mr. Loxe. We are calling on you next, Mr, Yates. You will get your
5 minutes next.

Let me just interpose the point that this business of trying 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 that the administration advanced for the recent
weapons sales to the Middle East, weapons for peace.

I just don’t see how vou ean do it. I hear what you say, but I don’t
cet the logic.

Mr. Vest. For us it is obviously not short term. Tt is long term

Mr. Lona. What is that ?

Mr. VesT. Tt is longer term. We feel if we can begin the progress to
straighten out the Cyprus situation, it will provide a healthier rela-
tionship between Greece and Turkey and make it an easier relationship
between us and Greece.

Mr. Lona. T hear what you say, but T don’t get the logic.

Mr. Yates is recognized.

Mr. Yares. How do vou establish the prineipal premise for that con-
clusion # How do vou settle the peace in Cyprus!?

Mr. Vesr. You have had an off and on sitnation for a number of
vears in which either one side or the other would not negotiate. We
feel that we are reaching a situation now where there is increasing
desire on both sides to do something.

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

Mr. Yares. Why

Mr. Vest. Because they feel that if they should go ahead with the
talks, as T understand it, this would make it look as if things are going
well, and would encourage the lifting of the embargo, and they do not
wish the embargo lifted. They wish to proceed under the situation
where they feel they have pressure on the Turks.

Mr. Yares. Why do they not wish to see the embargo lifted? Is it
purely psychological?

Mr. Vesrt. It is a deep emotional feeling.

Mr, Yares. Emotional ?

Mr. Vest. A deep emotional feeling.

Mr. Yares. And it is psychological. We lifted the embargo last year,
didn’t we, in the amonunt of $175 million ?

Mr. Vest. That is correct. but, remember, when we talk about lift-
ing the embargo. there is another factor. That takes care of the amount
that we are talking about, but in addition, the effect of that 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 that is most of our
NATO allies, well, that any of our NATO allies who might be inclined
to provide spares, follow up, subsidiary material, equipment, anything
which has T.S. components or .S, parts, they cannot sell or pass on
that equipment to Turkey.

Mr. Yares. You mean the embargo applies not only with respect to
the United States, but to all of our allies as well ?

Mr. Vest. If they begin to get 17.S. origin equipment, it is counted
within that $175 million.

Mr. Yares. What about the question of the effect of lifting the em-
bargo? The premise upon which the embargo is founded is that
Turkey’s use of military weapons to invade Cyprus was illegal.

If 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. Yares. Do the Greeks see it that way ?

Mr. Vesr. The Greeks make that complaint. T think in all clarity,
though, if you are talking about the 1.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 com-
ment on the fact that Tsrael used U.S. equipment for purposes not
originally intended when they went into Lebanon.

Mr. Yares. 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 thing, that they were defending
their own fellow Turkish Cypriots against a situation inside Cyprus.

I am not saying what is right or wrong, sir. T am only saying that
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, that when you take U.S. arms and use them for reasons
which we did not authorize, you face a penalty.

We think we have made the obiect 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. Yares. 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
that you propose today? Is that justified on the same basis?

Mr. VEst. As far as we are concerned, we think what we are propos-
ing for Greece, Turkey and Cyprus is evenhanded,

Mr. Yares. It is evenhanded? Tn the case of the Middle East you
said the T.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. Vesr. Without wishing to make any parallel to the Middle East.
because T have not worked in that area and T am not responsible for
it, our objective here

Mr. Yates. But you read the cables.

M. Vest. Those that come my way, sir.

Mr. Yares. All right.
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Mr. Vest. T would like to make it clear that in this one we have tried
to be sufficiently evenhanded to show to the Greeks and Turks we are
trying to meet the interests and concerns on all sides, and for the
Cypriots as well, and that is what we are doing with this legislation.

Mr. Yares. Then suppose Congress doesn’t go along with the Ad-
ministration request and does not 1ift the embargo for Turkey? Will
you nevertheless provide FMS and the other assistance to Greece?

Mr. Vest. T am under the firmest assumption that if the section in-
volving lifting the embargo does not go through, we will retain all the
other matters that we have recommended for Greece, Turkey and
Cyprus.

Mr. Yares. It is not presented as a package as was the Middle East
arms sale.

Mr. Vest. No, sir.

Mr. Yares, It is not.

Mr. Vesr. It doesn’t mean that we don’t consider it terribly
important,

Mr. Yares. Oh, we all consider it terribly important.

Mr. Vesr. That is right.

Mpr. Yares. We have these very difficult, complex dilemmas.

Mr. Vesr. Yes.

Mr. Yares. In various parts of the world there are problems that we
would like to have resolved. The question is how they are best resolved.

Mr. Vest. Surely.

Mr. Yares. And you have advanced the proposition that you pre-
sented this morning of the Administration’s proposal. Just as T dif-
fered with the Administration on the Middle East T am inclined to
differ with the Administration on this one. Nevertheless, T will be glad
to consider your proposal.

Mr. Vesr. If I could only make the comment, there is a bottom line
im all of this, and that is how will we make progress in resolving the
differences that now exist on the island of Cyprus.

Onr position is that over the last three years we have seen that the
effect of the embargo is to absolutely set in concrete any chance of
moving.

Mr. Yares. But you don’t know that if the embargo had not existed
that you wouldn’t have been set in concrete, either, do you?

Myr. Vesr. I can never say what might have been.

Mr. Yares. That is right. As a matter of fact, the argument is made
that having had the embargo, the parties weren’t going to negotiate.
Turkey, according to your contention, was not going to negotiate under
pressure. Therefore, you remove the embargo, Turkey will negotiate,
but that isn’t true necessarily, is it !

Mr. Vesr. I think there is a perfectly good reason, sir, to say ves. I
think that the statements that Prime Minister Ecevit has made, that
Denktash, who is the leader of the Turkish Cypriot group, the exten-
sive statements he has put out, the kind of statements that President
Ecevit was willing to make before the National Press Club here about
the desire of the Turkish side to negotiate does speak for itself.

I think it does mean that they are

Mr. Yares, With the chairman’s permission, T would like you to put
those statements into the record as a supplement to your statement.




16

Mr. Vest. Yes, sir, I will be delighted.
Mzr. Lo~ne. Without objection, it is so ordered.
[ The information follows:]

PriME MINISTER BULENT ECEVIT OF TURKEY STATEMENT TO THE PRESS

It is a great honor and a pleasure for me to have this opportunity of addressing
you. We have had a very useful and lively meeting on the occasion of the NATO
Council Meeting in Washington. Every important issue was discussed in a free
way in the true spirit of democracy, and President Carter's press conference fol-
lowing the NATO meeting has been very encouraging for me because he has
stressed the importance of lifting the embargo that has been impairing Turkish/
American relations, as well as Turkey's defense and possibilities of eontribution to
collective defense. He stressed this point in a very explicit and convineing manner.

I would like to take this opportunity to thank him publicly for his remarks
yvesterday.

We attach great importance to Turkish/American relations, which have re-
mained stagnant in recent years and which we would very much like to revitalize
not only in the interest of both our countries, but also in the interest of world
peace as a whole, because I believe that the continuation of a fruitful cooperation
between Turkey and the United States is essential to maintain the delicate bal-
ance on which detente is based.

As a result of the armaments embargo, which has been in effect for over three
years, the eredibility as well as the deterrence of NATO has been seriously im-
paired in a most important strategical and most important part of the world, and
a power vacuum has to a large extent emerged, which is very dangerous even in a
time of detente, because after all, we are still at a stage in human history where
detente and peace is based on a balance of deterrence rather than on higher or
loftier balances.

There may be no imminent dangers in the world today. Turkey may not be
facing urgent dangers these days and in the foreseeable future, but when a serious
unbalance oceurs, it may by itself be a cause of danger for the world.

Regarding relations between Turkey and the United States, the embargo’s ad-
verse effects have been two-fold, not only in the way of reducing our possibilities
of cooperation with our ally and friend, with the United States, not only because it
has materially reduced the defensive capability of Turkey, but the adverse moral
effects of the embargo on our relationship has been even greater, although we have
down everything to see to it that the publie reaction in Turkey as a result of the
embargo should not be emotionalized, and we have been able to see to it that it has
not been emotionalized, and on my party, even when in opposition until the begin-
ning of this year, I have exerted great pressures to insure that it would not be
emotionalized, so that feelings do not get out of control, because, fortunately, in a
way, feelings still play an important role in the world even in international
relations,

The American embargo has also damaged our economy. We have been passing
during the last few years through the worst economic crisis of our republican
history. It would not be fair to say that the embargo has been exclusively re-
sponsible for it, but it has been partially responsible for it. Turkey in any case
had been carrying an unfair degree of burden of responsibility for NATO over the
vears. We failed to realize for a long time that defense and economy are indivisi-
ble. We have overdone, perhaps, our defense commitments at the risk of weak-
ening our economy, yet a defense structure built upon a weak economy is no
reliable defense structure, So, we have been trying to take lessons from past mis-
takes and we believe that if the embargo is lifted, we shall be able and we may
have a chance of establishing our bilateral relations with the United States on a
sounder basis, driving lessons from past e¢xperiences.

We have had problems with the European economic community as well, of which
we are an associate member. I was in Brussels before coming to Washington,
I had contacts with responsible people there, We are trying to improve our rela-
tions with the European economic community on a sounder basis as well. NATO,
the European economic community, are important institutional ties between Tur-
key and the domestic countries of the west, but our relationship with the west goes
beyond that. It has in effect deeper foundations, because at the root of our ability
with the west is the Turkish people’s attachment to democracy, to freedom, and
to human rights, I think 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 continuously since the
Second World War, in spite of immense economic difficulties, and in spite of
immense political and social crises.

If it were not for the Turkish people’s attachment to democracy, our problems
and frustrations with our friends and partners in the west would have taken
Turkey much further away in other directions, but democracy in a sense is a
culture, a culture based on respect for human dignity and human freedom, and
it is this cultural bond that really attaches, that really brings together Turkey
and the west, the democratic countries of the west. Our friends in the west have
usually evaluated Turkey according to the contribution that Turkey might make
to collective defense through the bravery of her people, but I think Turkey de-
serves to be evaluated according to other criteria as well, particularly according
to the criteria of her success in democracy, because, after all, our alliance is not
a mere military alliance. It is a military alliance with ulterior objectives that
much transcends pure defense considerations. It is an organization. It is an al-
lance aiming at solidifying and spreading democracy and freedom, and Turkey
is not satisfied to be considered as the armored guard, frontier guard, of an alli-
ance, if I may say so, but she can perform a better function in this period of
detente and in this rapidly changing and searching world as the frontier 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 tests than before. So, we would appreciate economic support from our
friends, as well as military support, to be able better to serve the cause of democ-
racy and freedom. It need not be and should not be a one way supporting aide.
We know that one way aides is of transitory value. Turkey has enough economie
and industrial basis to cooperate with her partners 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 our international problems, which have
become of concern for the Unifed States as well, that is, the Cyprus issue and
our problems with Greece. Until we took over governmental responsibility at the
beginning of this year, the official attitnde in Turkey was that Turkey's side
could not and would not act under the pressure of embargo in the way of search-
ing solutions for Cyprus on emerging problems. We changed that attitude when
we took office. In fact, we have never subscribed to it even while in opposition.
We said if we don’t consider it a right thing to link the Cyprus issue and Turkish
or Greek problems to Turkish/American relations, then we should unlink them
first in our own minds and in our own actions. So, on the very first days of our
taking over, we declared that we would not be waiting for the lifting of the
embargo, we would not even wait for the signs of the lifting of the embargo, for
taking the initiative in search for solutions to vote the Cyprus issue and to the
Turkish/Greek problems. As we reached complete agreement with the Turkish
Cypriot administration and with our moral backing, and with our sharing of
the political responsibility, the Turkish Cypriot administration came up with
complete and constructive proposals wtih the hope that théy might provide a
basis for the resumption of intercommural talks in Cyprus. However, the Greek
Cypriot administration rejected these proposals offhand and initiated a wide
spread campaign in the world, particularly in the democratic countries, to mini-
mize and to discredit the proposals of the Turkish Cypriot community, and I
must say, they have been rather successful in spreading this false impression
in many countries. On the other hand, again, soon after taking over, we ap-
proached Greece, inviting them to establish a dialogue at the Prime Minister's
level for searching solutions to our problems of mutual concern.

After my second approach, Mr. Karamanlis 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,
technical talks, and the first of such talks was scheduled to take place on the
14th of April, this year, but in the meantime, soon after the disclosure of Turk-
ish proposals, for a solution to Cyprus, President Carter approached the Con-
gress asking them to lift the embargo, and as soon as President Carter made an
appeal, the Greek government in Athens unfortunately postponed the meeting
that was scheduled to be held in Ankara. So, our dialogue was interrupted. It
has fortunately been resumed. We have decided to resume it when we met
again wtih my distinguished colleague, Mr. Karamanlis, three days earlier in
Washington. I hope that it may not be interrupted again, but we have talked
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about these instances to show the counterproductive effect of the embargo. Until
the beginning of this year, many people did accept the counterproductivity of
the embargo from another angle. They said that Turkey and the Turkish Cypriots
will not make a move until the embargo is lifted. We changed this attitude this
year. We made the moves before waiting for the lifting of the embargo, even be-
fore President Carter asked for the lifting of the embargo, but now the Greeks
do not hope, because they are obviously more interested in seeing to it that the
American pressures over Turkey continue and in seeing to it that they have their
chance of what they officially call the long struggle for return to the statistical
attempt in Oyprus. They seem to be more interested in this than in a federal
solution.

If the intercommunal talks were to be resumed, if dialogue went on in a
fruitful way, obviously, people in the United States, and also in the Congress,
would be thinking that, well, the way has been open for a reproachment, we
should be helping it by lifting the embargo, and I have the impression that our,
and I still would like to call them sincerely friends, our friends, the Greeks do
not want that to happen. Therefore, one way or the other, the American embargo
has proved to be a damaging agent, not only for the Turkish/American relations
and for Turkey's possibilities of contribution to western solidarity of defense,
but also to the solution of the Cyprus problem and the problems between Turkey
and Greece,

We believe not only in the possibility, but also in the necessity for establishing
good and close relations with Greece and cooperation with Greece, we believe
that our joint interests, common interests, go far deeper than the present troubles
that strain the relations between the two neighboring countries, and that if we
attain the right atmosphere, and if we could have the right approach, we could
easily solve or transcend our existing problems.

Now, allow me to take this opportunity to tell you briefly about the nature
of the Turkish Cypriot proposals for a solution to COyprus, because, as I said
earlier, the Greeks have spread the impression that they are up to nothing. For
instance, the Greek Cypriot administration claims that the Turkish Cypriot pro-
posals only involve 1 percent of land in the new geographical arrangements con-
templated, whereas the Turkish proposals did not indicate any percentage at all
in order to be flexible. Instead, the Turkish Cypriot administration indicated six
areas in the Turkish control zone in Cyprus, six areas in all of which they are
ready and willing to negotiate with the Greeks for geographical arrangements,
without indicating any percentages, This was a wiser attitude and a more realis-
tic and flexible attitnde, because, after all, there is democracy in both parts of
the island. To sit around the table with a clear cut proposed line would make it
much fore difficult for both sides to negotiate and fto change that line. Apart
from those six regions, the areas in which they are willing to negotiate freely
with the Greeks, the land arrangements, they also proposed that the security zone
extending from the east to the west on the island and comprising three percent of
the territory should also be turned over to the Greeks completely, whereas it's a
no man's land now, and, thirdly, they proposed that Varosha, which is economi-
cally the most important district of Cyprus, could be resettled by Greece, which
meant that over 30,000 Greeks could settle there in a profitable way.

Now, I don't think it would be a wise thing, a realistic approach, to make, if
I may say so, a fictitions percentage. Percentage wise, the district of Varosha
may not mean anything, but economically it is perhaps worth half the island,
and regarding the settlement possibilities that it provides, it could settle more
than 10 percent of the island. The Turkish Cypriot administration also indicated
in the words of Mr. (Danktash) himself that they are open to negotiate the
political framework of Varosha when negotiations start.

Regarding the draft constitution which they propose, the Greek Cypriots have
claimed that this is not a constitution for a federal state. It wouldn't be con-
sidered a constitution even for a confederal state. They said it envisages the par-
tition of the island. Whereas, the draft constitution proposed by the Turkish
riots envisaged joint constitutional legislative and executive bodies composed
of the two communities. They also envisage several joint federal functions, such
as foreign affiars, external defense, banking, foreign exchange and monetary
affairs, federal budget, customs duties and tariffs, external communications,
federal health services, tourism, et cetera. Apart from that, we have encouraged
the Turkish Cypriot community administration te include a project of bringine
water, much needed water to Cyprus by a pipeline from Turkey, which we could
undertake to construct and which would solve the water problem of the whole of
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Cypriots envisaged joint constitutional legslative and executive bodies composed
indicated that 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 present stage.

On the other hand, in spite of the fact that 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 that 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 earlier this vear, and we shall continue to
withdraw them, although, of course, it woud be impossible to pull them all back
before the final Cyprus state takes shape, and the seecurity of the people are 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 that Turkey had toward Cyprus as a guarantor. Together with
Greece and Britain, Turkey is a gnarantor under international 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, but when these disputes are held, it is forgotten that
Turkey in 1974 sent her troops to Cyprus under a treaty obligation. It is actu-
ally an international agreement which is registered in the United Nations.

1 believe that sufficient proofs have emerged to see, to prove, that the Ameri-
ean 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 President yesterday should take an open stand
in ending this deadlock. It was wrong to link our relations with the United States
to our problems with regional countries, and I think it ig high time to unlink
them here.

Thank you very much.

STATEMENT BY TURKISH CYPRIOT LEADER DENKTASH, May 22

I had a discussion on the question of Cyprus with the Secretary-General, H. E.
Dr. Kurt 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 that sustained intensive good faith
negotiations between the Greek and Turkish Cypriot Communities with a view
to reaching a just, lasting and mutually satisfactory 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 that 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 that can provide a starting
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 coneiliation and flexibility.

The Turkish side is prepared, in short, for a genuine and productive dialogue.
It is the belief of the Turkish Cypriot Community that 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 attitude 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 constitute 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 federal’structure should incorporate, as indicated in the constitutional
proposals of the Turkish side, a joint constitutional legislative and executive
bodies as well as such functions as foreign affairs, external defence, banking, for-
eign exchange and monetary affairs, federal budget, customs duties and tariffs,
exfernal communiecations. federal health services, tourism and information ete.

In addition to such federal governmental structure and functions, the consti-
tution must also provide satisfactory safeguards for the rights of individual




20

Cypriots without infringing upon the bi-zonal and bi-communal character of the
federal state envisaged.

The Turkish side is prepared to consider significant geographical re-adjust-
ments in the light of its economie 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 that upon
conclusion of the Cyprus settlement all Turkish military forces will be with-
drawn from the island, except those whose continued presence will be author-
ized under the terms of the settlement. This position is hereby reaffirmed. Since
1975 the Turkish Government has already withdrawn some 16,000 troops from
Cyprus, and it is my understanding that it is prepared to make further such
reductions as the intercommunal negotiations progress.

As further demonstration of the forthcoming approach of the Turkish side T
announce that it is the Turkish Cypriot position that as negotiations progress,
Greek Cypriot inhabitants of the ecity of Varosha may commence returning to
their homes and businesses. We believe that approximately 30,000-35,000 Greek
Cypriots can eventually be accommodated in Varosha under arrangements that
would meet the legitimate security concerns of the Turkish Cypriot and the
Greek Cypriot communities. As far as the long term status of Varosha is con-
cerned the Turkish Cypriot side is fully prepared to discuss alternative formulae
once the intercommunal talks are resumed. It has already been stressed that
the future politieal framework of Varosha is open to negotiations. All these are
envisaged in the Turkish Cypriot proposals and explained to the Secretary-
General, Dr. Kurt Waldheim, on April 13, 1978,

These proposals also indieate that the freedom of movement shall be fully
implemented through progressive stages to be 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 that would increase cooperation between the two national eom-
munities while at the same time preserving the basic bi-zonal and bi-communal
character of the federal state.

The Turkish Cypriot side is also eager to discuss with the Greek Cypriot side
other practieal steps to heal the wounds of the past. Diseussions eould be initi-
ated under U.N. auspices on reopening Nicosia Airport for civilian traffic pro-
viding also for initial United Nations use.

It would also be productive to discnss immediate cooperative efforts in the
economic areas such as the construction of a pipeline to bring water from Turkey
to Cyprus for use by both communities.

It is the Turkish Cypriot view that the resumption of negotiations on a Cyprus
settlement and on related issues should not be dependent on extraneous factors
but should commence immediately. The Turkish Cylpriot Community stands
ready to meet at any time with the Greek Cypriot Community to work in good
faith to reach a settlement of the Cyprus problem.

I understand that both Mr. Kyprianou and myself will be in the U.8.A. for
some time. It will be much better if instead of working with eross purposes, we
would come together in a search of a solution to the benefit of both communities.

I want to reiterate what I said to the press on Friday, May 19, 1978. T am
ready to meet Mr. Kyprianou, anywhere, any time and to discuss the problem
with him even without any agenda.

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

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

Mr. Yares. Isn’t the truth of the matter, the real truth of the
matter, that Turkey is regarded as more important to the NATO
alliance than Greece is, and the whole purpose of this 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 that would be
nice, but you want to do this notwithstanding?
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Mr. Vesr. Sir, T don’t want to give an evasive answer on that. No,
sir, T 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 this case, Turkey.

It would be all very well to see the security situation in the T'nqtem
Mediterranean as done with Turkey. You cannot divorce the impor-
tance of both countries. It is not enough to look at one and say policy
is motivated by dealing with one.

We conldn’t in conscience do that because you would be setting up
something with a big hole right in the middle, and that 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 mmp]o-x and mixed up situation, which provides us
progress in relation to the whole area and both countries, and it is
not a choice.

Mr. Loxe. 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 that there is going to be a great deal of fury there
now.

You said Ecevit’s statements indicated that if the embargo was
lifted there would be a more conciliatory attitude on the part of
Turkey ?

Mr. Vest. No.

Mr. Yates. Is that the impression vou tried to give?

Mr. Vest. T am sorry if T stated it that way that T may have given
the wrong impression.

Mr. Yares. What 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 T 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 greater freedom of action, he will have great free-
dom of action if he does not have the embar go hanging over him.

Mr. Yares. Why?

Mr. Vest. Because domestically it creates a very strong resent-
ment on the part of political leaders and apnkeamon inside Turkey.
It is the same thing as if we were in a situation where he had a matter
which we considered to be our own business, and another country
took a punitive threatening action to try to force us to do something.

It does not go well in domestic politics.

Mr. Yates. So far you have talked in generalities of what Ecevit
may or may not do. Do you have anything conecrete to suggest?

Mr. Vest. As to what he would do?

Mr. Yares. Yes. If the embargo is lifted, is Mr. Ecevit prepared
to ;mo greater concessions to the Greeks than have been made clear
S0 ﬂ.l'

Mr. Vesr. I think what he has said is already in the document which
vou 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 put out and we will
have them here for you. They say what they would be prepared to do
in a constitutional sense, in a territorial sense, and in terms of move-
ment back into the major part of Famagusta, now called Varosha. All
of this is there for the record. In the meantime, Ecevit has stated
publicly that he wants to get rid of the Cyprus problem. He gives it
high priority 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 lift the embargo for that reason.” He has
taken a very forthright, separate and independent statement that he
wants to get rid of the Cyprus difference on its own merits.

Mr. Loxg. Mr. MecHugh.

Mr. McHues. 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 other members. I want to be sure where the Administration
places its priorities.

The Congress clearly imposed the embargo for two reasons. They
have both been mentioned. One was the concern about the principle
that arms givens to an ally by the United States 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 principle in law is there for a very important reason.

My question is whether the Administration agrees that this prin-
ciple is important and therefore should be enforced ?

Mr. Vest. Question one, sir, the principle. 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 that particular matter. At the same time, we now
have an equal thing, which the President and others have stressed as
terribly important, and that is how to make progress to resolve the
situation in Cyprus.

Mr. McHuen. T understand that.

Mr. Vest. And that is why we have come to this situation.

Mr. McHuaHh. I will get to that in just a minute. I want to be clear
in my own mind that the Administration concedes that this is an im-
portant principle and therefore should be enforced. The argument is
over how long.

Mr, Vest. That is correct.

Mr. McHuen. How long that enforcement should prevail.

Mr. Vesr. That is exactly correct.

Mr. McHugHs. T take it the Administration also agrees that in this
particular circumstance Turkey did in fact use American arms?
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Mr. Vest. Yes,

Mr. McHuen. Offensively, in violation of that principle, 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 T 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. McHueHn. I think there is disagreement in terms of emphasis.
The Administration clearly puts its emphasis on reaching a negotiated
settlement, or at least on getting negotiations started.

Many Members of Congress are still concerned about the principle
of law.

Let me go to point number two.

I believe it was our intent when we partially 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 lifting 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. Vesr, This Turkish Government only took effect at the begin-
ning of this year. The earlier Turkish Government, which was a coali-
tion government made up of three parties, within the situation it was
situated politically as T can recall, did very little that you can put
vour finger on. However, it did begin the withdrawal of troops from
the Turkish portion of Cyprus, as an evidence of a desire to move on to
a negotiated situation.

However, it is with the arrival 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. McHuen. And you are referring to Mr. Ecevit’s statement
before the Press Club that he is willing to——

Mr. Vesr. Before the Press Club and elsewhere. In Europe he has
made public statements to the Chancellor of Germany and over na-
tional television there. He has here addressed [T 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 for Greece with the
difference over Cyprus.

Mr. McHuGn. Are there any particular 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 participation by the Greek Gov-
ernment in negotiations if the embargo was lifted?
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Mr. Vest. T think we have to clarify who is involved in the negotia-
tions. The Greek Government is not involved in the negotiations at all.

Mr. McHuen. Greek Cypriots?

Mr. Vest. Greek Cypriots? All right. To date President Kiprianou
has indicated no willingness to enter into negotiations. At each step he
has said the proposals put forward so far by Mr. Denktash and rein-
forced by Prime Minister Ecevit were not an adequate basis for begin-
ning negotiations.

The Secretary General of the United Nations has referred to them
as substantive and concrete, and Mr. Ecevit has repeatedly made the
point that they are only an opening position, and that they are willing
to be flexible and ready to have very serious negotiations on these
matters, but Mr. Kiprianou, for his own reasons, has chosen not to
begin discussions so far.

Mr. McHuen. T would like to be clear in my own mind, then. Why
will the Greek Cypriot position be more oven to discussion with the
Turks or Turk Cypriots if the embargo is lifted ?

Mr. Vesr. Tam put in the position where T have to make judgments
as to what the motivations of the Greek Cypriots, but T would say
it is reasonably evident from statements they have made in one form
]m' another that they simply do not believe that the embargo should be

ifted.

They continue to wish to have pressure of that embargo, and they
therefore don’t wish to take any action which might add to a favorable
atmosphere for lifting that embargo. They oppose the lifting of the
embargo. :

Mr. McHuen. T'see my time is up.

Mr. Loxa. Thank you. Mr. McHugh.

I see some sense to this, if the following steps take place: One, em-
bargo terminated ; two, Turkey unilaterally withdraws from Cvprus;:
then three, Greeve can now end its resentment against the U.S. and
NATO.

Having done that, then agreement in Cyprus becomes possible, but
the kev to all this then, it seems to me, is whether Turkey will unilater-
ally withdraw from Cyprus.

Do we have any understanding that they will do that?

Mr. Vest. Sir, you have jumped each step. Let me point to the
fact——

Mr. Loxe. Ormight?

Mr. Vest. No, sir, I can’t say that automatically in a situation like
that the Turks are going to withdraw.

Mr. Loxne. I don’t see how Cyprus will be any more disposed to agree
to any solution if we resume arms shipments to Turkey than they are
now. It seems to me you have got to have some agreement, some kind of
an idea that with the end of this embargo Turkey says, “Okay. now
our face is not on the line,” if T can mix a metaphor, “and we will get
out.” Then you have the problem solved.

Mr. Vest. You are taking the factor which is obviously one of the
points of the settlement. If there is a settlement between Greek and
Turkish Cypriots, the Turks have said they will withdraw those troops,
but it is part of the essence of their situation that while thev have
reduced the number of their forces. the withdrawal question is part
of the settlement. You have several factors that have to be negotiated.
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One is the constitutional relationship. Two, the territory which has
to be realined. Thxee, certainly the forces have to come out, and you
then would have some form of bi-zonal government for the whole.

Mr. Loxe. If you can't tell me that you have some assurance that
Turkey will unilaterally withdraw from Cyprus on the ending of the
embargo, then I feel the whole thing makes no sense at all.

Mr. Vesr. If T 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 that we have influence on them, we are
able to try to move them along.

That is not going to be an instantaneous negotiation but a much
slower one and we are trying to maintain that kind of a relationship
with each of the parties. Negotiations at no time have moved instan-
taneously 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 T never tried to join
the Foreign Service. My mind would have made sure that T would have
never gotten above the first rung.

Mr. Vesr. Sir, there are often days I feel the same way.

Mr. Yares. Mr. Chairman, Mr. Vest sought to draw a simile be-
tween Israel and Turkey in the use of American arms. He neglected to
say, however, that in Israel’s case it withdrew from Lebanon.

I don’t find Turkey withdrawing from Cyprus.

Mr. Vesr. That is perfectly correct, sir. They have.

Mr. Yares. Then the parallel falls, doesn’t it, in that respect ?

Mr. Vesr. The parallel stops at that point, exactly sir.

Mr. Yares. Turkey isn’t withdrawing.

Mr. Vesr, Certainly.

Mr. Yares. Unlike Turkey, Israel is withdrawing.

Mr. Loxe. It took a member of the committee to bring that out.

Mr. Vest. The point I make is that when that happened no one
even thought of the fact and mentioned the fact that there was such
an illegal use of our weaponry, that is all.

Mr. Loxe. I have a number of questions T 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 right, sir.

Mr. Lone. $18 million is involved.

Mr. Vesr. There will be no problem with that.

[ The information follows :l!

GREERK EQUIPMENT LIsT FOoR ADDITIONAL $18 Mirrion 15 FMS CREDITS FOR
FisCAL YEARr 1979

It is anticipated the Greek government would utilize an additional $18 million
in FMS credits in FY 1979 to finance additional purchases of medium-lift heli-
copters such as the C—47 and/or missile gunboats of the Asheville class. Such
purchases would, of course, be subject to congressional approval.

Mr. Loxg. What are the proposed terms of the short-term balance
of payments loan ? , o\

Mr. Vesr. 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. Loxe, What is that, around 7.5 percent ?
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Mr. Ewina. 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. Lone. How 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. Ewine. Yes,

Mr. Loxe. Why does Turkey have a current balance of payments
problem ¢ .

Mr. Vest. I will just just let Mr. Ewing answer that, if I may. He
has worked more closely with this.

Mr. Ewine. Mr. Vest touched on this before. It is a combination of
a number of factors over the last several years, including the increase
in oil prices that all of us have been affected by, the economiec slow-
down which occurred in Western Europe, and the effect that had on
Turkish exports and Turkish workers particularly in Germany, and
I must say the effort on the part of the Turkish Government to con-
tinue to industrialize and engage in investment activity at a very
rapid rate.

Mr. Loxe. So again we blame it on oil.

Mr. Vest, Not entirely on oil.

Mr. Loxa. Now I see the real meaning of Dirksen’s famous state-
ment. The oil can is mightier than the sword.

Mr. Yares. He meant it for something else, Mr. Chairman,

Mr. Loxe. 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. Ewine. Particularly since the government of Prime Minister
Ecevit came into office in January they have taken a number of steps
to try 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, Lona. We are being asked to provide about $1,700.000, T be-
lieve, to the International Monetary Fund for dealing with balance of
payments problems. Why on earth don’t they go to the International
Monetary Fund for help?

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

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

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

Mrs. Sarra. The biggest in history.

Mr. Loxac. A vast sum. We are being asked to give another $1.8 bil-
lion to the IMF to help countries that are in difficulty because of their
balance of payments as a result of the oil problem very largely, and
now we are told that that is not enough. We have to give additional
amounts through the side door for this purpose.
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Don’t you think Congress has a right to be a little bit impatient
with this sort of reasoning ?

Mr. Ewine. I would just say——

Mr. Loxa. How about that, Mr. Vest ?

Mr. Vest. I understand your point of view, sir.

Mr. Loxa. Do you?

Mr. Vest. But I think this is justified, what we are asking for.

Mr. Lone. I am not sure then you really understand it.

Do you want to respond ?

Mr. Ewine. I would just add that I think that the assistance pro-
vided by the international institutions—and there has been assistance
to Turkey also from the World Bank—the problems are such that
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. Lone. When we pass on this request in the committee for the
$1.8 billion for the IMF, T am entitled to bring up that this by no
means ends the requests that are going to be made on us from countries
to meet their balance of payments problems. We gave Portugal $300
million last year.

My, Yares. Should the record show he is nodding his head ?

Mr. Vesr. Would I ever object to the chairman bringing up such a
thing if he wanted to?

Mr. Yares. I doubt it.

Mr. Lo~xe. 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. Ewixe. I don’t know if we have a complete list, but primarily
the Federal Republic of Germany, Belguim, Norway.

Mr. Loxa. In addition to what they put into the International Mone-
tary Fund, if they put anything in?

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

Mr. Loxa. You will put the full list in the record ?

Mr. Ewine. We will give you a full list.

[ The information follows:]

Amn 10 TURKEY

In additipn to the IMF standby agreement ($450 million over two vears) and
the new IBRD project credits (three project loans valued at almost £100 mil-
lion will be presented to the Board of Directors this year), Turkey will receive
the folowing aid: Federal Republic of Germany, $140 million in project credits
and direct loans; Belginm, $4.5 million loan on concessional terms: Norway,
in the form of cancellation of $3.25 million in outstanding debts, as well as a sev-
eral million dollar credit (terms not known) for feasibility studies for projects
to be undertaken in the context of an economie cooperation agreement signed
in 1978; and Austria (amount not known). Several other countries still are
disbursing funds on old project loans, at various terms, initiated under the
OECD consortium. Cauada, Italy, France, and the UK, as well as the Buropean
Investment Bank have such disbursements in the pipeline, Total economic aid
extended from 1954-1977 to Turkey from the USSR and other Warsaw Pact
states totalled $1,410 million of which $1,180 million was extended by the
USSR. Not all of this has been drawn upon, however. In 1978, the USSR
agreed to expand its total aid by $650 million for a steel mill and other indus-
trial projects.

Turkey and Libya signed an agreement on economie cooperation on June 2,
1978, which included a $100 million program loan from Libya, rollover of cer-
tain overdue debts (oil payments), eredit for 209, of Turkish oil imports from
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Libya ($350 million estimated value) and possible project loans. Other than
three trade credits from the Islamic Development Bank, totalling $36 million,
we know of no other aid from the OPEC area.

Mr. Loxe. So what we are really having here is sort of an unofficial
International Monetary Fund supplemental ?

Mrs. Ssrra. Mr. Chairman, would you yield for a question?

Mr. Lona. I would be delighted to yield.

Mrs. Smrra. I would like to have for the record a breakdown of
Turkey’s other debts to the World Bank, to these various international
agencies that owe money.

Mr. Lo~eg. That was the next question I was planning to ask, and
certainly we would like to have that.

[ The information follows:]

TURKEY ForelGN DEBT: ToraL BY COUNTRY

1. Attached is a chart showing public or publicly guaranteed credits to Turkey
from OECD members. This is not all due in 1978,

2. In commercial arrearages ($1.9 billion estimate), companies from OECD
member countries are owed $1.3 billion, oil producers, largely Iraq, $350 million
and Eastern European states $145 million. The largest debts owed to companies
in the OCED group are to Germany ($326 million), the United States ($209 mil-
lion), UK ($144 million), Switzerland ($122 million), Japan (%107 milion),
Italy ($88 million), France (%75 million), Netherlands ($63 million), Belgium
($48 million), Canada ($37 million), Austria ($29 million), Sweden ($22 mil-
lion), and others with smaller amounts.

3. Table II attached, shows the foreign debt of Turkey. Of the $6.1 billion short
term debt, it is estimated that $5.4 billion will fall due before 12/31/78. The
government of Turkey is negotiating with commercial banks a refinancing pro-
gram which would cover the $1.9 billion convertible lira deposits, the 2386
million banker’s credits, and the $266 million overdrafts. Debt service on official
and officially guaranteed debt already in arrears or falling due before June 30,
1979 to OECD countries (for debt with original maturities longer than one
year) was rescheduled on May 20 (subject to bilateral agreements to be nego-
tiated along the lines of the May 20 agreement). Approximately $800 million
which would have been due prior to June 30, 1979 was covered. Turkey must
pay an estimated $40 million of this amount in 1978.

4. Table III indicates the debt service exclusive of repayments of principal
of current short term debts,

TABLE 1.—CURRENT STATUS OF TURKEY'S PUBLIC DERT
STATUS AT END OF PERIOD (1ST QUARTER 1978) AMOUNTS OUTSTANDING
[in thousands of U.S. dollars]

Officially guarantead
private credits

Official
development Maturities Maturities  Total amount
Country i under 1 yr more than 1 yr! outstanding

L AR
Belgium.
Canada. .

Switzerland__ 3 IR ! . .

United Kingdom : iy 302.321 384.342

United States VL ; : 651.244  1.555.404
876.422  2.634.538 4,912,867

1 Including other official fows.




29

TABLE 2.—FOREIGN DEBT OF TURKEY

1975

1. Medium and long-term debt_____
(1) Multilateral creditors
'a'oBrId Bank group.....

(2) Bilateral cr =
(0] cnn:olnlum countries
cial

) Supphel credits to pl-i-v-ate sector?_
- Short-term debt_ [

Dmsdner Bank. ..
Bankers’ credits . .
BiS

Overdrafts_

Commercial arrears? .
Noncommercial arrears _
Acceptance credits. . ..
Others.

Total (1 plus 11). NI SED )

! Secretariat's estimate including undisbursed credits ($2,000,000,000 at the end of 1577).
% Including officially guaranteed credits.

3 Credits in cash sn:fkln

¢ Including $350,000,000 oil debt,

TABLE 26.—TURKEY: FOREIGN DEBT SERVICE, 1975-79

[Dollar amounts in millions]

1975 19771 1978 2

10 e T S e L SR R $320 $700
Medium- and long-term debts___.__.____ . ... ____ : = ! A '250
Short-term debt s s 78 160 450

Principal 214 40430

Total debt service 534 1,130

Total debt service in percent of exports of goods and workers' F
remittances s v 20.0

1 Estimate.

? Projection.

3 Corresponds to medium- and long-term external debt of the public sector in table 25.
¢ Includes private foreign debt.

* Corresponds to liabilities of the Central Bank and acceptance credits in table 24,

¢ Excluding rollover of short-term debt. ($5,000,000,000).

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

Mr. Vest. Could I make one comment, sir?

Mr. Loxe. Yes.

Mr, Vesr. T think it is worth making. You mentioned Portugal

earlier. You mentioned Turkey now. W "ith every country that is a
:luw ally, that is a major support in the democratic free world, if
such a country periodically runs into budgetary or financial diffi-
culties, we have felt it is worth doing something to help them through
such emergencies,

Portugal, for example, coming straight out of a revolution for the
first time in over 45 years to democratic
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Mr. Lo~e. What is the purpose of the International Monetary Fund,
to help our enemies ?

Mr. Vesr. The International Monetary Fund is not so politically
motivated. We simply are politically motivated in this sense.

Turkey and Portugal are two major countries, major allies, and
democratic countries, and Turkey, we feel, deserves this kind of hel})
at such a time when it is trying to pull up its own bootstraps as well.

I realize you have this with—1I can see the expression on your face,
but nevertheless I just want to make the record. I think such countries
require special consideration in addition to the apolitical IMF kind
of approach as a resort to which these countries can go.

Mr. Lowa. I want this brought up, this backdoor stuff——

Mr. Vesr. Sir, it is not backdoor. It is straight national policies
which we think is worth supporting.

Mr. Lone. T thought that was the purpose of the IMF. You are
giving the same arguments for this extra money to Turkey and
Portugal that are given for our participation in the IMF. Isn't that
true?

Mr. Vesr. I don’t want to get into this at all, sir. T just consider that
Turkey is an exceptional situation.

Mr. Lone. Well, you have got a job to do.

Mr. Vest. No, sir, I believe it. There is a distinction there.

Mr. Loxg. Will the U.S. attach restrictions to this loan such as
specific reform measures——

Mr. Yares. What do we mean by reform measures ?

Mr. Lona. Specific reform measures that Turkey must institute?

Mr. Ewina. No, there are no specific conditions that would be at-
tached to the proposed loan. I might just say, though

Mr, Loxa. We do that when we give money to New York. We are
insisting on some fairly stringent conditions. Maybe not so much as
we would like to have, but from the standpoint of New York they
regard all these conditions as somewhat on the humiliating side. We
do this for New York, but we won’t do this for Turkey.

Mr. McHuen. If the chairman will yield, we also charge a higher
interest rate to New York.

Mr. Loxe. I think the gentleman from New York is entitled to five
minutes on this question, if he wishes.

Mr. Ewine. I certainly can’t speak about the New York case, but
Turkey has made commitments to the International Monetary Fund,
has in effect accepted conditions worked out with the IMF. and this
proposed loan that we would make was recommended after the IMF
and Turkey worked out their agreement.

Mr. Yares. Mr. Chairman, is that because Turkey could not meet
certain commitments of IMF and therefore you felt it was necessary
to give it additional money through this channel ?

Mr. Ewina. Conditions were agreed to by Turkey and the Interna-
tional Monetary Fund. They accepted the IMF conditions. A fter that
took place, we are recommending this amount to supplement the IMF
assistance.

Mr. Yares. Are the same conditions that are present for the IMF
loan present with respect to the money that you propose to make avail-
able to Turkey?

Mr. Loxe. Could you list the reforms and conditions?




Mr. Yares. Are there any?

Mr. Ewina. Yes, there are.

Mr. Vest. We will provide a list.

Mr. Yares. Not for IMF, but I mean through this handle.

Mr. Lone. I thought they said they didn’t ask for any.

Mr. Yares. That is right. That was the basis for my question, the
fact that Turkey went to IMF for money and had to meet certain
IMF conditions. Apparently Turkey wasn’t able to get as much money
as it wanted from IMF with those conditions, is that correct?

Mr, Ewine. Turkey is getting from the IMF the maximum that the
IMF under its rules can make available in this period of time and it
has accepted all of the conditions.

Mr. Yares. Why would you not require the same conditions in your
proposed loan to Turkey that IMF requires?

Mr. Ewine. We certainly can make available for the record the
conditions that Turkey has accepted.

Mr. Loxg. 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 that the IMF is exacting for IMF loans? Why haven’t we
done that? Political reasons?

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

Mr. Loxe. Will those conditions meet the needs of our loan? That
is the point we want to make.

Mr. Ewina. These conditions—yes, I think they will meet.

Mr. Lox~e. They will automatically do that.

Mr. Ewixa. They will not be explicitly written into the loan
agreement.

Mr. Loxag. 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 that detail.

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

[The imformation follows:]

The precise terms of a standby agreement between the IMF and a member
country are not normally made public. Turkey, in its letter requesting the
standby, identified a number of areas in which it felt new policies were necessary,
informed the IMF of the policies adopted or to be adopted, and in some areas,
set quantitative targets or quotas. The IMF, for its part, when basically satisfied
that the proposed economie program will address the causes of the balance of pay-
ment problems, offers the standby with a schedule of disbursements, each dis-
bursement being conditional upon continued adherence to the program and usu-
ally linked to the achievement of specific targets or taking of specific actions.

While the precise “performance criteria” of the Turkey-IMF agreement are
not publie, a number of the elements of the Turkish government's economic pro-
gram have been announced over the past few months, In addition to two devalu-
ations totaling thirty percent, there have been substantial price increases on
products of State enterprises, designed to reduce the budget-financed deficits of
these organizations ; the 1978 budget was restrained, particularly on publie sector
expenditures; import procedures were revised to reduce reliance on short-term
financing ; and a tax reform package amending 210 articles of the tax laws was

3-15T 0O =-T8 =23
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submitted to Parliament; interest rate measures designed to encourage do-
mestic saving and investment, particularly in agriculture and small business,
were adopted.

Mr. McHuen. Will the chairman yield for a minute.

Mr. Lona. Yes, I yield.

Mr. McHugn. T think what you brought up before is interesting.
It is true, isn’t it, that we didn’t attach the conditions because it would
be politically sensitive to do so?

I wouldn’t complain about that, but it is true, isn’t it? Tt is a very
sensitive climate of relations between Turkey and the United States,
and to ask for conditions would simply be politically difficult, isn't
that true?

Mr. Ewine, That is correct, and I think it is our view basically it is
the responsibility of the International Monetary Fund on an inter-
national multilateral basis to work out these conditions with one of
the member countries, and that has been done in this case. It would
be much more difficnlt for some of the reasons you cite of us imposing
or negotiating conditions.

Mr. McHuen. T think that is understandable. T am just curious,
using the New York analogy, the policies are reversed. It is impossible
to extend a loan unless you impose conditions, This seems to be the
opposite in terms of our relations with Turkey.

Mr. Vest. But you are dealing with something inside a country, as
dealing with something which has to have an international framework.

Mr. Y ares. Will you yield ¢

Mr. McHuan. Certainly.

Mr. Yares. I think Mr, McHugh makes a very good point. T would
think that would be the answer which you gave to my question as to
why you were not imposing the TIMF conditions. T assume the condi-
tions you give for thig loan to Turkey are the same as you give to other
countries, not worse or better, is that correct ?

Mr. Ewine. That is correct.

Mr. McHuen. Where you consider the relationship a politically
sensitive one.

Mr. Vesrt. Yes, sir.

Mr. Loxe. What is the current situation regarding Turkey’s ability
to uphold their NATO commitments?

Mr. Vest. PerhapsT should take that one. sir.

Mr. Loxe. What is the current situation and what will it be as a
result of this loan, the resumption of or the elimination of the
embargo?

Mr. Vest. The military capabilities have continued to progressively
decline since 1974 because of its lack of foreign exchange and its in-
ability to finance arms acquisitions from Western Europe, the third
party transfers which I mentioned earlier. The biggest. problem simply
18 in the highly mechanized services, the Air Force, particularly.

The aircraft inventory has gone down. Spare parts have gone down.
Training is down. It doesn’t mean that they are not able to carry for-
ward a minimum of their present missions, but with the lack of train-
ing, a lack of spare parts, a lack of modern material, each year they get
further and further behind.

What we are talking about now is a very large order of activity in-
deed. A simple example. Many of the spare parts for the Turkish
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armed forces are obtained through something called NAMSA, which
isa NATO supply agency.

Anything which is obtained through that agency has to be charged
against the FMS figure that we are considering here. It means they
get less and less.

Mr. Lo~e. Mr, Secretary, presumably if we eliminate 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. Vest. Yes.

Mr. Loxag, This $50 million doesn’t give it to them because $50 mil-
lion is only for balance of payments.

Mr. Vesr. That is correct.

Mr. LoxG. Are we going to then be presented with a big bill for
FMS credit sales to Turkey ¢

Mr. Vesr, No, sir. You have got your $175 million figure right here
before you.

Mr. Loxa. And that is going to be enough to take care of it?

Mr. Vest. And that is the figure.

Mr. Loxe. You are not going to come back. You guarantee, we want
to take careful notice, you guarantee that you will not come back here
for anymore money ?

Mr. Vest. For a supplemental.

Mr, Loxg. For FMS?

Mr. Vest. This year.

Mr. Lo~e. Either in the supplemental or in the appropriation for
next year.

Mr. Yates. You don’t mean that, Mr. Chairman, do you, the supple-
mental or the appropriation for next year? I think he was directing
himself only to a particular supplemental.

Mr. Loxe. Or in the future, whenever this takes effect.

Mr. Vest. We have no plans of any kind for anything, sir.

Mr. Lo~g. That is a copout. Come on, Mr. Secretary.

Mr. Vest. No, sir, I am not the President of the United States.

Mr. Loxe. That is one of the best arguments you ever give, one of
the best answers anybody ever makes to a jury. T have no plans.

Mr. Vest. That is right, sir.

Mr. Loxe. I have no present intention of robbing a bank.

Mr. Vesr. 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
equipmerit, but we have put forward what it is we are asking for, $175
million, and that is that.

Mr. Loxe. And that is all.

Mr. Vest. And that is the same level of 1978.

Mr. Lo~e. And that isall it is going to be.

Mr. Vesr. I take your word for that, ir.

Mr. Lo~e. I want to find out whether you are going to ask for
anymore.

Mr. Vesr. No, I am not going to ask for anymore, sir,

Mr. Lo~e. You are not or the State Department is not ?

Mr. Vest. At the moment the State Department is not going to.

Mr. Loxg. At the moment.

Mr. Vesr. Sir, T am not the Secretary of State.
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Mr. Loxe. On the other hand, the State Department might very
well come back

Mr. Vest. No, sir.

Mr. Lone (continuing). For a fairly great expansion——

Mr. Vesr, No, sir.

Mr. LoNG (continuing). Of future credits.

Mr. Vest. I am being unduly differential to my superiors. We do not
plan to come back for anything more.

Mr. Loxe. That is not my question. Do you plan not to come back
for anything more ?

Mr. Vest. We plan not to come back for anything more,

Mr. Loxe. Very good. '

Mr. Vest. All right, sir. T don’t want any misunderstanding on that.

Mr. Lone. What would be your estimate of the Turkish reaction if
the Turkish arms embargo is not repealed ?

Mr. Vesr, Turkey certainly would be in an exacerbated situation.
There would be many political figures inside Turkey who would be
angry. In a worse case scenario, it could begin to take a cooler relation-
ship to the United States and to NATO.

I don’t see any sign that they are planning to do that at the present
time at all. I think Ecevit is determined to try to go on in the course
that he is in as a NATO leader.

Mr. Loxa. Does this $50 million for security support and assistance
require an end of the embargo? We can give this anyway, can’t we?

Mr. Vesr. It is separate.

Mr. Love. This is a separate deal.

Mr. VesT. Yes, sir.

Mr. LoNe. So in a sense this is a holding payment, in case we don’t
end the embargo, right ?

Mr. Vesr. No, sir. AH the elements in there we think are worthy
in their own right.

Mr. Loxe. T understand, but this is in a sense saying all right we
can’t give you that, but here is $50 million.

Mr. Vesr. That is not at all the premise on which we put it forward,
sir.

Mr. Loxg. I hear what you say. Very well. Those are all the questions
I have.

Mr. Yares. I have some questions.

Mr. Loxg. Oh, you have more.

Mr. Yares. Oh, yes.

Let’s go back to our parallel with Israel.

Mr. Vesr. Sir, I am sorry I ever brought that parallel forward.

Mr. Yates. Israel has agreed to withdraw from Lebanon, and 1
think now is at the point of withdrawing her last troops.

Mr. Vest. Correct, sir.

Mr. Yares. From Lebanese territory. Has Turkey done any of that
with respect to Cyprus? How many troops has Turkey withdrawn
from Cyprus?

Mr. Vest. Since 1974 it has withdrawn about 16,000,

Mr. Yates. 16,000 and how many remain ?

Mr. Vest. A little less than 30,000.

Mr. Yares. A little less than 30,000 troops still remain on Cyprus?

Mr. Vesr. Yes, sir.,
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Mr. Yares. Has Turkey indicated that it intends to withdraw any
of the remaining 30,000 troops from Cyprus?

Mr. Vesr. No, except that it has made a commitment that it will
withdraw all its forces in the context of a settlement.

Mr. Yares. In the context of what kind of a settlement ?

Mr. Vesr, 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 earlier time, as the
negotiations progress.

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

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

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

Mr. Yates. So that in the absence of the Greek Cypriots being will-
ing to renew the negotiations as you state, no further troops will be
withdrawn from Cyprus by Turkey ? _

Mr. Vesr. In the absence of negotiations being resumed, we have
no statement from the Turks that they will not resume withdrawals.
It is just they have merely stated what they——

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

Mr. Vest. What would happen to the Turkish residents?

Mr. Y ares. Yes. Anything ?

Mr. Vest. I have no idea, anything.

Mr. Yares. Couldn’t 10,000 troops adequately protect their interests?

Mr. Vest. I couldn’t say, sir.

Mr. Yares. Could anybody tell us that? Is there a military man
here? Ts there somebody familiar with the conditions?

Mr. Vesr. I will take the question and send an answer, but T am not
aware that there has ever been an estimate of any kind as to what the
ratio should be.

Mr. Yares. Isn’t this one of the conditions that the Cypriots are
raising ; namely, that they don’t want to negotiate with so many Turk-
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 their troops.

You say that it requires a lifting of the embargo for negotiations to
be resumed ?

Mr. Vesr. No, sir.

Mr. Yares. The Cypriots say no.

Mr. Vest. No.

Mr. Yares. The Greek Cypriots say no.

Mr. Vest. No, I say it will assist.

Mr. Yares. How do you know it will assist? You point to Ecevit’s

statement, which really is not anything more than a hope, is it?

Mr. Vest. 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 that are preventing a
negotiation to begin. The Turkish Cypriots are not protesting the
fact that they have those troops there.

Mr. Y ares. The Turkish Cypriots aren’t protesting that ?

Mr. Vesrt. No, sir.

Mr. Yares. I would think they wouldn’t, but do the Greek Cypriots
protest it ?

Mr. Vesr. 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. Yares. You mean they may go back?

Mr. Vest. That is exactly what the Turkish Cypriots and Ecevit
have said. They are willing to have the 35.000——

Mr. Ewine. Up to 35,000,

Mr. Vesr [continuing]. Up to 35,000 Cypriots return to the Fama-
gusta area.

Mr. Yates. If what ? Is there a condition upon that return?

Mr. Ewine. Yes. They have said that this return could begin and
continue as the negotiations take place.

Mpr. Y ates. As the negotiations continue.

Mr. Ewine. That is right.

Mr. Yares. But they don’t say that the Greek Cypriots may return
there now without the negotiations?

Mr. Ewrxe. 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 negotia-
tion itself, and it is all of these that the Turkish Cypriots have said
they would like to negotiate.

Mr. Yares. Let’s turn to Section 620(x) of the Foreign Assist-
ance Act. That is the section of current law that contains the language
providing for the embargo, is it not.?

Mr. Vest. Yes, sir.

Mr. Yares. The Administration requested that that paragraph be
stricken from the new foreign assistance bill. is that correct ¢

Mr, Vesr. Yes, sir.

Mr. YaTes. And the Senate has not stricken it from its version of
the bill, has it ?

Myr. Vesr. That is correct.

Mr. Yares. And the House struck it by one vote did it not ?

Mr. Ewixa. In the International Relations ( ‘ommittee.

Mr. Yares. As T recall the press statements that took place about
that time, I think M. Harrington was delayed by a late plane. Other-
wise that section would still be in the law.

Mr. Vest. That is correct.

Mr. Yares. Let’s Jook 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
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that 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 that substantial progress toward agreement has been made re-
garding military forces in Cyprus.”

Has the President determined and certified to Congress that the
Government of Turkey is in compliance with the Foreign Assistance
Act of 19617

Mr. Vesr. No.

Mr. Yares. It has not. Has the President determined and certified
to the Congress that the Government of Turkey is in compliance with
the Foreign Military Sales Act?

Mr. Vesr. Just one minute, sir. Not in the sense of this act, no.

Mr. Yares. Has the President determined and certified to the Con-
gress pursuant 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. Vest. The President’s action has simply been to recommend
repeal of the whole thing.

Mr. Y ates. Then that condition has not been met, has it.?

Mr. Vest. No.

Mr. Yares. That legislative condition.

Mr, Vest. We have never argued that any of these conditions have
been met, sir.

Mr., Yares. Has the President determined and certified to the Con-
gress that substantial progress toward agreement has been made re-
garding military forces in Cyprus?

Mr. Vesr. No, sir.

Mr. Yates. Nevertheless, even though that is the law and the pros-
pective law, none of those conditions have been met, and yet it is
proposed to lift the embargo.

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

Mr. YaTes. Even though they are not in compliance with the law?

Mr. Vest. Exactly, sir.

Mr. Yares. The proviso to that law says this: “For the fiscal year
1978”—and the Senate version of the act proposes to substitute fiscal
year 1979 for 1978, it says this: “The President 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 services 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 reanest-
ing is necessarv to enable Turkev to fulfill ber defense responsibilities
as a member of the North Atlantic Treaty Organization ?

Myr. Vest. That was done, sir, for 1978.

Mr. Yares. Has it been done for 19791

Mr. Vest. Not as yet because this particular factor of the lifting
of the embargo has not yet been settled.
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Mr. Yares. Even though it is a prospect that it will be a part of
the law, the President has not yet certified that basic condition that
1s a condition precedent to the grant of the $175 million ¢

Mr. Vesr. Yes, he normally would, sir.

Mr., Yares. He will?

Mxr. Vesr. Yes.

Mr. YaTes. You have his assurance on this?

Mr. Vesr. Yes.

Mr. Yares. So that you have the limitation then of $175 million?

Mr. Vesr. Fiscal year 1978.

Mr. Yares. So there is not in your statement as I read it any indi-
cation that the President would make that cert ification, is there?

Mr. Vest. No, sir, it is not in that statement.

Mr. Yares. But isn’t that a condition precedent to our granting aid
if that becomes a part of the law ¢

Mr. Vesr. If you lift the embargo.

Mr. Yares. But 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. Yares. Doesn’t he have to——

Mr. Vesr, No, sir.

Mr. Yares. Before we approve your request for $175 million or a
sum under that for FMS, there would have to be that certification,
i1f a similar provision to the law last year is enacted into law by
Congress this year.

Mr. Vesr. If the law continues to be as it was last year, yes.

Mr. Yates. So that 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. Yares. That is correct.

Mr. Ewine. The authorization 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. Y ares. Thank you, Mr. Chairman.

Mr. Loxe. Thank you, Mr. Yates.

Mr. McHugh ¢

Mr. McHuGn. Thank you, Mr. Chairman.

As I understand it, the Senate Foreign Relations Committee has
rejected a lifting 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
trust something will happen on the Senate floor.

Mr. Yares. They are hoping for it.

Mr. Vesr. I am going on the assumption, sir, that something will
happen on the Senate floor.

Mr. McHuGn. In the event that the embargo is continued, is it your
position that Congress should proceed nonetheless with other parts of
the package you have proposed, specifically, the security supporting
assistance and the contribution of $5 million for assistance to Cyprus
for displaced persons?
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Mr, Vest. Absolutely.
Mr. McHueu. What impact would that have on the posture of the
arties to the potential negotiations? Would it have any positive

implications?

Mr. Vesr. We have put each of those figures in there in the belief
that it will be helpful to provide us a relationship with the countries,
and it will makctlllmn more disposed to move on to negotiation. That is
why we have as well the lifting of the embargo. We think that pro-
vides the same influence, but each of them is a contributory and has
its own value.

Mr. McHuer. Would Congress be justified in your opinion in con-
cluding that we would be taking some constructive steps toward the
promotion of negotiations even if we don’t lift the embargo but we do
these other things which you have mentioned ?

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

Mr. McHuen. Would it be reasonable to conclude that it would have
no impact to do these things if we don’t lift 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 think not lifting the embargo would have a very sizable
impact, and I think it would poison relationships 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. McHucs. I understand your position on the embargo. What
I am trying to determine is whether Congress can reasonably con-
clude that something will be accomplished by providing $50 million
of security supporting assistance and $5 million for Cyprus if we
decide not to lift the embargo. If we are going to report this to the
House, we have to argue that 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. Vesr. T would like to point out that we all know that each new
administration has different capacities for leadership, and you have in
Ecevit this 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 supporting assistance for Turkey. Those are valuable things.
We put them there for the very reason we felt they had value, but that
does not mean that we do not consider that the other has its own very
extraordinary value,

Mr. McHucr. Thank you, Mr. Chairman.

Mr. Lo~xe. Thank you, Mr. McHugh.

The Committee stands adjourned.

Thank you very much, Mr. Vest.
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HON, JOHN J. GILLIGAN, ADMINISTRATOR, AGENCY FOR INTERNA-
TIONAL DEVELOPMENT

HON. JOHN H. SULLIVAN, ASSISTANT ADMINISTRATOR FOR ASIA
BUREAU, AGENCY FOR INTERNATIONAL DEVELOPMENT

HON. JACK MIEKLOS, DEPUTY ASSISTANT SECRETARY FOR NEAR
EASTERN AND SOUTH ASIAN AFFAIRS, DEPARTMENT OF STATE

Mr. Lo~a. The hearing will come to order.

Governor, as you know, ATD has sent up prior 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 India is
committed to helping its poor, or perhaps I should say, is any better
committed to helping its poor than it has been in the past, and if the
ATD 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. Gruiean. Thank you, Mr. Chairman and members of the com-
mittee,

I would like to make a brief statement and then Mr. Sullivan, Assist-
ant Administrator 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 opportunity to appear before you to
discuss the proposed AID program for India 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 participate in India’s first Five-Year Development Plan
since its return to full parliamentary democracy.

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

(41)
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Half a billion poor people live in India, that is, 50 percent of the
poor in all ATD-assisted countries. At least one-quarter of India’s
630 million people are underfed and malnutrition is widespread among
children.

I might say, Mr. Chairman, that the population figure of 630 million
people at the present time is expected shortly after the turn of the
century to top one billion people.

We feel strongly that the United States should participate directly
in this important arena in the st ruggle against world poverty.

The Indian Government’s development goals are articulated in its
draft Five-Year Plan for 1978-1983 which has recently been approved
in prineiple and represents an authoritative statement of country com-
mitment and review of past performance. Its prineipal objectives ave:
(1) increasing employment and production, particularly in rural areas,
and (2) providing more of the basic needs of the poor, such as clean
drinking water, adult literacy, elementa ry education, health care, rural
roads, rural housing for the landless and minimum services for the
urban slums. These goals are remarkably similar to the same objectives
this Agency supports.

Ambitious targets have been set for the next five yvears. The national
budget for agriculture already has been increased 43 percent in 1977
from the 1976 level. Trrigated land is to be expanded during the Plan
by 17 million hectares, almost double the current rate.

PROPOSED IRRIGATION EXPANSION

Mr. Lone. Would you go over that statement again, Governor?

Mr. GiLLiGaN. Yes, sir.

Irrigated land during the period of this plan is to be expanded by
17 million hectares. That is almost double the current rate of expan-
sion of irrigation in India today.

Mr. Lone. What is that compared with the total amount of land in
cultivation ?

Mr. Gruuean. T don't know, sir. We will have to give you that
figure.

[The information follows:]

IRRIGATED LAND IN INDIA

Total croriped area in India is 210 million hectares, of which 107 million, or
31 percent, is potentially irrigable. Trrigated 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 irrigation of 17 million more hectares.

Mr. LoNG. So even by doubling the current amount of land under
irrigation, it still is going to mean a relatively small proportion of their
land that will be irrigated?

Mr. GiLuiean. Yes, sir.

Fertilizer consumption rose from 2.7 million tons in 1975 to a pro-
jected 4.2 million tons in 1977 and further 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 International Food Policy
Research Institute 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 that deficit will be
in Asia. The study estimates that India 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 of grain im-
ports unless rates of agricultural 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 Indian 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 India be able to feed
its own millions in the next decade but also projected worldwide food
deficits would be wiped out.

Mr. LoNe. You mean, one-half as productive per acre or per man?

Mr. GrLuiean. Per 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 International Food Policy Re-
search Imstitute——

Mr. Loxe. Isn't that true of most of the developing world, that if
you give them proper help, the outputs per acre can be far greater 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. Gmrican. That is correct.

Mr. Loxa. Tt wouldn’t be an impossible goal for them to have an even
higher output per acre than we have in the United States?

Mr. Gruuian. It is conceivable that could be achieved. The point
is that not only are they per acre behind American productivity, but
also they are behind productivity in a number of other LDCs.

Mr. Loxg. Yes.

Mr. Grurican, In the Philippines, Indonesia and Taiwan they have
achieved levels of production far higher than those currently 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 eould achieve what
the Indian Government has set out to do, we would not only be able
to solve their problems but also. as the Institute has pointed out, we
could go a long way toward solving global food deficits within the
next decade or two.

Mr. LoxG. Ambassador Moynihan once said—how acenratelv T don’t
know, but he was the ambassador there—that if the great plains of
India were properly cultivated you conld feed the whole world.

Mr. Gizuican. That might be a slight exaggeration, but it isn’t
far from the mark. For instance, it was pointed out in the same re-
port that if the Indian farmer could increase his production by four
percent annually, rather than the 2.5 percent rate of increase that is
presently in effect, India could reduce the projected food deficit of
the developing nations by one-half. In other words, just that incre-
mental change would reduce the global food deficit by half of what
it is presentlv 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 their own land,
and especially the rural poor, India has a recognized vast potential
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for increasing its agricultural 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 im-
proved farmer access to fertilizer, high-yielding seeds, credit. research,
extension services, storage, marketing and electrification., through
allocation of the largest share of the Plan outlays to agriculture and
rural development.

Forty-three percent of their outlays are for agriculture and rural
development. In addition, rural development will benefit through (1)
increased assistance to small-scale and cottage industries and (2)
priority in the allocation of other infrastructure and social-service
expenditures,

The budget for the current Indian fiscal year provides proof that
agriculture and rural development do, in fact. have the top priority
with the Indian Government.

Agricultural outlays will be up 39 percent, compared to a 17 per-
cent average increase for all other expenditures. Special programs for
helping small and marginal farmers and agricultural laborers will
constitute the largest single agricultural budget item.

In keeping with the decentralization policy of the new government,
the states and territories will for the first time undertake over half
of agricultural development outlays.

I would further point out, Mr. Chairman, that in an article sev-
eral months ago in the Christian Science Monitor it was pointed out
that Mr. Desai hopes to solve what is essentially a distribution prob-
lem, and this is the one that has concerned the Members of Congress
as well as us in AID, that hunger still exists despite the fact that
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 distribution; and in this article it was said
that Mr. Desai hopes to solve what is essentially a distribution prob-
lem 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 for expanding integrated rural services in
health and family welfare has been established and the central gov-
ernment 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.,

We are proposing an AID program which will help increase agri-
cultural production and rural employment and combat the resurgence
of malara.

As described in the Advices of Program Change recently submitted,
Wwe propose to initiate the AID program in fiscal vear 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 of 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 grant for small-seale rural technology, the United
States and India will cooperate in research and de wvelopment of such
things as new appropriate technologies for village level industry, fast
growing trees for rural energy, and environmental preservation, and
the use of solar cells for energizing pumpsets in small-seale irrigation
projects.

In fiscal year 1979 we are proposing projects in malaria control and
rural electrification. These are deseribed in the AID fiscal year 1979
presentation submitted to the Congress in February.

In accordance with the desires of the authorizing committees. we also
have held discussions with the Indian Government recarding its food-
grain storage needs. The Indians propose that we fund part of the
construction and related technical assistance costs of one million tons
of storage facilities.

We plan to finance construction of these facilities, beginning in 1980
or 1981 after construction phases down on a program to add 3.6 million
tons of storage facilities—

GRAIN STORAGE

Mr. Loxa. Does India have facilities to store that much grain?

Mr, Grurican. Yes, sir; there is presently a program, as financed by
the World Bank. of $214 million, that would construct an additional
3.6 million tons of storage facilities.

Mr. Chairman, T am providing for the record a brief paper deserib-
ing India’s need, performance and goals for the next five years.

[The information follows:]

PRESENTATION PAPER
1. U.8. INTERESTS IN INDIA'S DEVELOPMENT

There is an historic opportunity for the United States in participating now in
India's development effort.

In returning to demoecratic government with full political liberties, India has
become an example for other LDCs. India also has committed itself to economic
and social progress for the majority of its population. The United States has a
strong interest in seeing India succeed in these endeavors as an important exam-
ple that LDCs can achieve development under democratic governments without
resorting to totalitarian methods. If economic assistance is to serve U.S interests,
it must necessarily deal with India’s massive development problems.

Poverty and population

Half a billion poor people live in India, which constitutes 50 percent of the poor
in all A.I.D -assisted countries. Of Indian’s total of 630 million people, at least one
quarter are underfed and ma'nutrition is widespread among children. Despite
family planning efforts which have lowered the population growth rate to 2.1
percent per year, the population of India increases by one million each month
(see chart).

Food

A recent International Food Policy Research Institute (IFPRI) study em-
phasizes that food production must increase dramatically in developing countries
if consumers the world over are to avold sharply rising costs,

The Institute predicts a 70-85 million ton food deficit in the poor countries by
1990. Over half of that deficit will be in Asia.

The study estimates that India will account for roughly 50 percent of LDC food
production in 1990, However, even with such levels of output, they wil' require
18-22 million tons of grain imports unless rates of agrienltural growth increase.

The potential for such growth is clear, It is recognized by the donor community
and by the Indian Government itself.
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At present the Indian farmer obtains average yields of 1,000 pounds per acre.
If we counld help the Indian farmer become one-half as productive as our Ameri-
can farmers, 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 percent annually, rather than the current
2.5 percent rate of growth, India could reduce the projected food deficit of the
developing nations by one half. (See chart.)

II. INDIA'S DEVELOPMENT PERFORMANCE AND PROSPECTS

Since its election a year ago, the Janata Party Government in India has shifted
development policies toward a rural-based, employment-creating approach. Slow
agricultural growth has been the core of India’s development problen:. Agriculture
has grown at 2.1 percent per annum during the past 10 years, despite recent
record harvests. It has not only perpetuated India s massive rural poverty but
slowed overall growth. As the new Indian Five-Year Plan for 1975-83 states
of the 30 years since Independence: “Per capita agricultural production has re-
mained stagnant. This has proved to be a constraint on the pace of general eco-
nomie development, and fluctuations in agricultural output have often led to un-
planned cutbacks in public investment and bouts of inflation, both of which had
a depressing effect on growth."

Past growth has not been without its benefits : a modern industrial sector has
been created and important investments have been made in industrial and urban
infrastructure. But 75 percent of the population is still rural and unemployment
remaing high. Modern agricultural techniques have been introduced in Lsome
parts of the country and a wheat reserve of 20 million tons has been established
in recent years. This is due mainly to a suceession of three favorable monsoons
in a row—an oeccurrence unheard of in modern times and unlikely to be repeated,

But per capita grain consumption remains very low, over 150 million are con-
sidered seriously underfed and malnutrition 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 almost 36
billion. But the daily lives of the rural poor of India still remain highly depend-
ent on the vagaries of the seasonal monsoons,

If India should suffer several disastrous monsoons as it did in 1966-1967, its
food buffer stocks literally would be eaten up. India would be forced to buy food
on the open world market, which rapidly would erode its present foreign exchange
position. The result would be a severe setback to India's development plans and
increased world grain prices. (See chart,)

The approach of the new government, as reflected in the new Five-Year Plan, is
to shift more resources into rural development, small-secale industry, employ-
ment creation and the meeting of basic human needs, Overall growth in GNP is
projected at 4.7 percent annually, with emphasis on doubling the rate of growth
in agriculture to 4 percent. This is less than the target rates set in previous
plans and probably less than would be possible through an industrial growth
strategy. But, if attained, it will be higher than the 3.2-3.8 percent GNP growth
rates actually achieved under past plans.

India has shifted its development priorities in its new Five-Year Plan. (See
chart.)

Agriculture and rural development

India has a recognized vast potential for increasing its agrieultural produe-
tivity 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 ambitious program
will account for the largest sectoral increase in plan expenditures,

Higher yields per hectare through improved farmer access to fertilizer,
high-yielding seeds, credit, research, exteusion services, storage, marketing
and electrification.

Allocation of the largest share (43 percent) of Plan outlays to agriculture
and rural development,

In addition, rural development will henefit throngh (1) inereased assist-
ance to small-seale and cottage industries; and (2) priority in allocation of
other infrastructure and social service expenditures.

The budget for the eurrent Indian fiscal year provides proof that agriculture
and rural development do in fact have top priority :
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Agricultural outlays will be up 39 percent, compared to a 17 percent
average increase for all expenditures:

Special programs for helping small and marginal farmers and agrieul-
tural laborers will constitute the largest single agricultural budget item ;

In keeping with the decentralization policy of the new government, the
states and territories will for the first time undertake over half of agricul-
tural development outlays.

Employment ecreation

The plan proposes to attack the massive problem of unemployment and under-
employment on many fronts. 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 foree.

Half of the new jobs are to be created in agriculture and related activities.
Employment will be encouraged by :

Land redistribution and consolidation :

Regulation of the growth of labor-displacing farm mechanization :

Encouragement of high growth sectors such as dairying, horticulture,
forestry and fishing,

In industry the emphasis will be on small-scale and household production of
consumer goods, aided by government help in:

Development of new appropriate technologies :
Credit, design and marketing.

Meeting minimum human needs

The new plan sets more ambitious targets and commits more funds to a com-
prehensive program that includes:

Elementary education, whose coverage will be expanded from 69 percent
to 90 percent of children 6 to 14 years:

Adult education, which hopes to make literate 66 million of the estimated
100 million illiterates aged 15 to 35 years;

Rural health workers, health centers, and drinking water facilities, to be
progressively extended in all areas:

Rural roads and electrification, to be substantially increased:

Housing assistance, to benefit 8 million landless laborers and 13 million
urban slum dwellers ;

Improved nutrition, through supplementary feeding programs benefitting
an additional 6.6 million children and nursing mothers.

ITI. NEED FOR EXTERNAL RESOURCES

India will continue to rely mainly on its own domestic savings to finance its
development effort. However, the rural-based expansion of output and incomes
forecast in the new plan will generate a general increase in economic activity,
including use of idle industrial capacity. Even with continued foreign assistance,
this accelerated growth will result in a drawdown of India's foreign exchange
reserves estimated at $1.4 billion.

Foreign assistance will be needed on a steady, dependable basis to avoid repeti-
tion of past interruptions to investment and social programs. Based on past
experience, India's current favorable foreign exchange and wheat reserve position
is needed as a cushion against unforeseen crop failures and natural disasters,

Foreign assistance pledges from the India Aid Consortium, chaired by the
World Bank with membership of the U.8. and 12 other bilateral donors, total
$1.3 billion (net of scheduled debt repayments) for the current yvear. Consortium
assistance has recently emphasized project assistance tied more closely to rural
development, Now the Indians have responded. U.8. aid in the Consortinm con-
text will signal U.S. support for the ambitious rural-based development strategy
on which India has embarked in its new plan.

I visited India in January and met with a number of top officials of the Indian
Government, including the Prime Minister. Two things became olear from those
talks:

First, Indian officials are grateful for assistance received from the United States
in the past and believe it has benefitted their development greatly.

Second, the Indians continue to want 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
accomplishments as:

M-I O -8 .y
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Over the past 20 years, life expectancy has increased in Indian from 32 to
years,

The infant mortality rate has declined from 140 to 122 per thousand.

The population growth rate has declined from 2.4 to 2.1 percent.

The proportion of children enrolled in primary schools has increased from 20
to 65 percent.

On the second count, Indians welcome a renewed assistance relationship in the
kinds of programs which meet the Congressional mandate,

Recently we sent a combined team of private specialists and AID officials to
India to make recommendations on a program for the term 1980-1985. This team
gained access to appropriate Indian development officials at all levels and found
a prevailing spirit of openness and cooperation. Not only did the Indians agree
that our efforts should be in agriculture and rural development, but also expressed
an interest in renewing U.S, assistance to family planning efforts—a subject in
which the Congress has expressed considerable interest,

We recognize that India will sometimes take actions with which we as a nation
do not agree.

But India is a large and proud country, much like the United States, It is
potentially a world power and, moreover, a democratic country whose government
is accountable to the people.

If we in the United States react to unpleasant actions by the Indians by deny-
ing or restricting our economic assistance, we will not change Indian Government
policies. The effects, however, will :

Penalize the Indian poor who need assistance, and

Miss the opportunity to mitigate the projected world food erisis of future years.

At the present hour, this is the historic choice which is ours to make.,
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Mr. GiLuican. Now, sir, we would be pleased to attempt to respond
to any questions you or the committee might have.

Mr. Loxe. Thank you very much, Governor.

Let me say I don’t want to praise you too much because I think if I
did you might lose your job.

r. Girrigan. Feel free,

Mr. Lone. Let me say though that I do think, to date, you have been
the most conscientious. able administrator of our foreign assistance
program. I do think that you are the first administrator who really,
genuinely, wanted to do a good job.

Mr. Giuuiean. Thank you, sir.

Mr. Loxe. I think one of the things we want to be sure of is, is the
current Government of India any more committed to helping its poor
than the past governments? I have looked at India, have been there
several times, looked around the country. I don’t think you have to be a
deep thinker or a close observer to realize that India is two countries.
It consists of about 100 million people who live in the urban sectors
who are the bureaucracy, the military, the business people, et cetera;
and another 500 million people, who are the little villagers, and that so
far, at least from any observation I have ever had, the 100 million
couldn’t care less about the 500 million.

As a matter of faet, I have a sneaking suspicion that they prefer not
to see them develop, because it means an end to their political power,
because when you raise economic power youn share political power; it
means an end to cheap servants. And you haven'’t lived until you have
eaten dinner at a rajah’s home. Actually, I didn’t eat at a rajah’s home;
1 ate dinner in a home that formerly belonged to a rajah, occupied

by the AID administrator of that area at the time, with one servant
for each guest. He was an economist. I had known he was an econ-
omist, and he was out to impress me. He sure as heck did. T am not sure
he impressed me in the way he wanted to impress me.

You don’t get the feeling that this is something that the well-to-do
are particularly anxious to change. We want to make sure it is going to

help the poor.

BANGLADESH

Let’s talk about Bangladesh for a while.

The Center for International Policy recently issued a report en-
titled “Bangladesh : Aid to the Needy ?”

Like the deep tubewells before them, the World Bank’s shallow tubewells will
add to the wealth of the country’s landed elite.

I am quoting from this policy report. There were two people who
lived in the village for 2 years, so they got to see the thing as very
few of us ever do.

“Less than 10 percent of the rural households now own more than
half the country’s cultivable Iand”—this is Bangladesh, one of the very
poorest countries in the world—*while more than 60 percent of rural
families own less than 10 percent of the land.

The village potentates of northwestern Bangladesh were not the only bene-
ficiaries of the two tubewell projects: corrupt government officials took their
share in the form of sundry bribes and kickbacks.

But the man who appears to have benefited most from the tubewell project

18 neither a government official nor a village landlord; he is a private business-
man named Jahural Islam, reputed to be Bangladesh'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 distributors are more responsive to bureaueratie superiors
who want to maintain rural 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 underutilized ; 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 cultivate it,
which causes a slight increase in employment, but at lower pay rates. It causes
an increase in the number of landless peasants.

The landlord doesn’t place the wealth back into the economy but buys imported
luxuries, and there is an increase in rural 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.

That is what T want to make sure we are not going to get into all
over again, Governor, because you had no part 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. GrrigaN. Mr. Chairman, let me say to you that my colleagues
and I at ATD 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.

After the Congress acted last year, suggesting the resumption of a
bilateral program with India, followin r the parliamentary elections
in which a new government was elwrto(i I made a trip to India last
January. Mr, Sullivan was with me, and we spent the better part of
2 days with the permanent secretaries of all of the major cabinet
departments of the Indian Government, attempting to find out pre-
cisely what their 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 at a table about twice this size for, as I say, the better part
of 2 days, as we went through their own economic plans and their
own budgetary proposals.

Their Five-Year Plan was not complete at that time, although they
had the basic outline of it in hand. Their budgetary proposals later
submitted to their congress were in almost final form.

We became convinced on the basis of the obvious switch. in terms
of budgetary priorities of the Indian Government, away from heavy
industrial 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. concentrating on
the rural areas, and as I said a moment ago, the commitment of some-
thing 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 that 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. Lo~a. He surely is.
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Mr. Guuican. And Mr. Sullivan and T visited him in his home,
and we spent an hour and a half with him while he discussed his own
desires to move India off on a new course.

It was following that, that we sent a team of experts from the United
States out to India, to discuss with them over a period of time pre-
cisely what we could do in order to assist them in getting this program
underway.

After they returned to this country, we drew out of their report
specific proposals which confirmed the high priority of the proposals,
which are now offered, for the examination of this committee.

We then chose Mr. Withers, a veteran career development officer
with ATD, as the mission director out there, and we spent a great deal
of time with Ambassador Goheen and with other people in our bureau,
to make sure we would have the best person that we could possibly
assign to this critically important position.

I assure you he is not living in the home of a maharajah, but in ac-
cordance with his own personal preferences, as well as what we con-
sider to be an appropriate lifestyle for our mission people, he is living
quite modestly.

Mr. Lo~a. The amusing thing about this time I was there was that
John Lewis, who was the AID administrator in India, was living in
Rajah’s Row, whereas Chester Bowles, who was the Ambassador, was
living in a very modest home that I might live in or any one of us might
live 1n, on some back street. Bowles was not going to live in the em-
bassy. I think he wanted genuninely to help India, although I don’t
think he understood very well how to go about doing it, though I think
his heart was in the right place.

Mr. GiLuicax. We are convinced that the Desai government means
business and that their initial plans and programs for assisting their
rural poor in India are sound and well conceived, and, furthermore,
that there is ample evidence of the fact that they mean to carry these
programs through and put their money where their mouth is.

We have, in this first irrigation project, which we are proposing for
your consideration, we think, an example of the kind of project which
will achieve the sorts of objectives you have laid out and avoid the
pitfalls of the kind of problem vou just cited in Bangladesh: and if
we did not have that conviction, T don’t think we would have the temer-
ity to come before this committee and propose the kind of expenditure
that we are talking about.

Mr. Loxe. You understand, of course, once bitten and twice shy, and
this committee is really the memory of foreign aid. Administrators
come and go; ambassadors come and go; but members of this commit-
tee and their staff members have been here for a long time. T have been
on the committee for 14 years,

During the history of our foreign aid program we have put a third
of a trillion dollars down the drain, and T think you could make a case
that we have done as much harm as we have good. I am sorry to say
that, though I think our motives in some cases were good; in other
cases I don’t think our motives were good. I think we have used for-
eign aid to sell policy, for the Secretarv of State to do all kinds of
things, T don’t think we were motivated in helping the poor: that was
done to get the nod from the liberal Members of Congress who wanted
this, and get the people back home, the church groups and all, to say
to their Congressman, “Yes, go ahead and vote forit.”
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I don’t think our foreign aid program was ever really motivated to
help the poor. T 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, that you had unwittingly misled Congress and wasted
one great opportunity, because I think, with the increase of popula-
tion 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 prob-
lem licked, and poverty licked now, or the world is just going to be in
desperate straits in another decade or two.

Would you agree with that ?

Mr. Gmicax. I certainly do agree, Mr. Chairman. and T would
further say that that is primarily our reason for being so deeply inter-
ested in India, despite the fact that from time to time that government
is capable of doing things that irritate us for one reason or another.
Nevertheless, if the United 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. Loxe. Mr. Desai told me about some inferesting things going
on, like light technology, which T would very much like to visit in
the recess, if T could.

Mr. Giuican. T was going to suggest that the members of the com-
mittee

Mr. Lone. I would hope to be able to take the whole committee.

Mr. Giuuicax. T 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 anything 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. Lo~e. Governor, T have used up my time.

The ranking member, Mr. Young?

Mr. Youne. Mr, Chairman, thank you very much.

Governor, T want you to know that T would like to see the elimina-
tion of hunger anywhere in the world where it exists: but the example
that Chairman Long has mentioned about Baneladesh s just 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 India: that is, 50 percent of the poor in
all AID-assisted countries, At least one-quarter of India’s 630 million people
are underfed and malnutrition is widespread among children.

Governor, the problem that T have with this is. if it is our obliga-
tion to resolve the problem that you talk about on the front page of
your statement, why doesn’t the Government of India have a similar
obligation ?

FOREIGN GRAIN SALES
Let me tell you what T 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 India to Laos; and in addition India is planning
to ship 1.4 million ters of wheat to the Soviet Union to,repay a loan,
apparently. \ .

Now, if India has the food, whether it is wheat or rice or whatever
it is, if India has so much food that they can export it for sale or that
they can give it or loan it to other countries, I just cannot understand
why India doesn’t use some of the same food reserves to feed these
starving people that you talk about in your statement.

Mr. Giuugan. Mr. Young, T think that 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 land-
less and unemployed people of India, people my son referred to after
a visit there a couple of years ago as “the left-over people.” They are
people who have no part 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 earlier state-
ment, 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 distributed th roughout India
on a give away basis or 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 Indian 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 that 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 that. At the
same time that 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 re-
quired to repay. They are lending grain to other nations in Southeast
Asia which they hope to get back when their own larders are reduced
to some degree.

I think that given the magnitude of the problem, they are doing

a reasonably good job.

Mr. Youne. 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. Grriean. 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 their payments up. So
far as T am aware, they have not been in default on any of their pre-
vious 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 situation, T think we would all agree,
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Mr. Youna. That is very interesting. They will be sending more
money to the Federal treasury than we will be sending to them ?

Mr. Giuuican. Yes, sir, if we do not initiate a new program. The
repayments are about $150 million a year to us.

Mr. Youna. How do you justify that one? Under our P.L. 480
program most of it is a gift. Most of it doesn’t require any repay-
ment at all.

Mr. Gizricax. Title 1T is a gift.

Mr. Youna. Yes, and that is much larger than Title I. In FY 1978
the Title IT funds were $94 million; the Title I funds were only $27
million and Title T funds to India are repaid in rupees.

Mr. Giuuican. All I can say is that over the years the indebtedness
incurred by India for Title T and for other loan programs has
mounted to the point that their repayments to the Federal treasury
now run in the magnitude of $150 million a year, which is a very
sizable sum, and if we don’t get something else going their reflows
will be greater than our output to them.

Mr. Youne. It looks to me like the economy of India is in pretty
good shape. They have plenty of food, but instead of giving it to
their hungry people, they are either selling it or giving it or loaning
it to other places in the world.

You talk about their repayment to the Federal treasury. It is very
interesting to me that the Indians own approximately $774 million
worth of our national debt ; in other words, we have actually borrowed
that from them and we are paying them interest on that $774 million
of our national debt. Their economy must be in pretty good shape. Our
economy is such that, as you know, just yesterday the American dollar
hit an all-time low in Japan, as it relates to the yen.

You know that in order to beef up the dollar in the world market we
have sold 300,000 ounces of our own gold in May, 300,000 ounces more
in June, and there will be another 300,000 ounces sold in July, August,
September and October, for a total of 1.8 million ounces of American
gold that will have been sold. That is more than 61 metric tons of gold
that we have to sell to try to bolster our dollar.

At the same time that we are doing this, India’s economy is such that
they are able to buy gold from the International Monetary Fund. India
was the largest purchaser of a recent International Monetary Fund’s
gold sale.

Now, stories coming in from all over the American newspapers and
international newspapers say that India’s crops are setting records.
that they have tons and tons of grain in storage. but yet you still come
back to us and say that one fourth of their 630 million people are un-
derfed. T just can’t understand. Maybe T have a hard time communi-
cating.

I apologize if that is the problem, but I can’t understand the Gov-
ernment of India having that strong an economy, a positive balance of
trade situation, as compared to our great deficit, and they are selling
or giving away their grain rather than feeding their people who are
underfed.

I say the Indian Government has an obligation to those hungry
people and I frankly don’t think thev are meeting it.

Governor, if somebody doesn’t raise this issue, we are going to con-
tinue to send, and to send, to India and to Bangladesh and all these
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other places where the programs are ripped off and the poor people
never get it, and those governments are never going to do their share
of feeding their hungry people—I don’t particularly relish playing the
role of the point man in }m-u.‘sin;{ criticism on these various programs—
but if somebody doesn’t do it, 1t is going to be business as usual. Qur
resources are going to India and Bangladesh and all around the world,
while they use their own resources for whatever they are going to use
them for—to buy our gold, number one, to create their own foreign aid
programs throughout the world, number two.

While based on your statement, one-fourth of 630 million Indians
are underfed, they are still sending thousands and thousands of tons
of grain out of India?

Mr. GinLigan. Mr. Young, let me say that I think it is quite proper
and appropriate for you to raise these questions and to explore these
matters. At the same time, I think these matters need to be dealt with,
with a certain degree of precision.

The point is, and we Luw readily acknowledged it and the Indian
Government will acknowledge it, that they have a society that does not
presently have an economic system which is eapable of moving food,
health care, education, housing, all of the needs of society, in adequate
measure to all of their people. These people are, as I say, the leftover
people; they are not part of the economy today; they cannot exercise
effective demand; they can’t pay for the things they need.

It is precisely with that problem of building up effective demand
within those lower income groups that the Desai government is pres-
ently involved; it can’t be done on a fortnight, and I think we would
be the first to acknowledge in this country that a welfare program is
not a real answer.

The answer is to try to reform the economy to get effective purchas-
ing power into the hands of the people.

Now let me give you just one example of one of the programs that
we have laid before you: We have insisted with the Indian Govern-
ment, as we have insisted with other governments, that it really is
economically sound as well as in the humanitarian interest of the
government to assist these low income people, especially the rural poor,
to develop purchasing power.

In the irrigation project, the Gujarat Irrigation Project, which we
have submitted as one of the programs for your consideration, the
farmers who will benefit from it are currently operating a subsistence
levels, earning a net annual income of $222 to $525 per farm, which is
about $45 to $105 per person. The major constraint on farm produe-
tion in this relatively dry western Indian state is the lack of irrigation
facilities.

In areas to be impacted by the project, 94 percent of the people in
that area live below the poverty line by international standards of
$150 per capital. Those are the people that we are out to assist and we
are trying to assist the Indian Government in an irrigation project
that is designed to get directly to those people.

Mr. Youna. I understand that, but in the example Chairman Long
gave us, of the tubewell project in Bangladesh, it seems that the same
situation existed ; 94 percent of the people were poverty stricken but
they are not the ones who got the benefits of the project.




61

How can we be sure that the 94 percent are going to get the benefits
f this project and not the six percent ?

Mr. GruLica. Because this project has been designed to benefit this
94 percent who are poor, to the extent that the 94 percent living below
the poverty line will be reduced to 35 percent by the completion of the
project.

This project isn’t just laying out those canals and those irrigation
facilities and hoping against hope that somebody is going to benefit
from them; it is designed through a lot of the aspects of the program
to assure the fact that these poor people are going to be the beneficiaries
of the program and that they are going to rise above that poverty line
in significant numbers,

Mr. Loxe. Governor, I think the time of the gentleman has expired,
and I would just like to interject a point here :

This is an article by Hobart Rowen, who is a recognized liberal,
right ?

Mr. Gruuican. Right.

Mr. Lone. He says, “If hard conclusions are risky, some impressions
may nevertheless be offered. And the most important of these is that
economic development strategy as pursued for the last 25 years has
failed to reduce poverty in India or to increase the standard of living.”

I have been saying this for a long time, and people say, “Oh, no, you
just don’t understand.”

Continuing, “World Bank data suggest, as a matter of fact, that a
large percentage of the rural population is worse off than it was 15
years ago.”

This 1s not what you people tell us when you come before us for
various hearings,

Here is the point T want to make: You say they have a good agricul-
tural year, so good that they can lend food to Vietnam. How do they get
that food ? That food is gotten by bringing it from the provinces into
the central cities to wharves where they load it on ships. If they have
the transvortation to do that. whyv is it thev don’t have the transporta-
tion to deliver the food out to the poor people?

As a matter of fact, why are they taking food away from poor parts
of the country when people don’t have enough to eat, in order to send it
to Vietnam? T think we have to conclude there is not at present the will
to help the poor.

You say you can’t have them live on welfare. T acree. As a long-run
obiective, this is not what we want to do for India. We want to build up
effective demand, and effective demand means production power, earn-
ing power; but in the short run T thought the whole idea of our food
program was to keep people from starving to death.

Mr. Gruicax. Yes, sir; it is.

Mr. Loxe. I tell you, there isn't anything more heart-rendering in
this world than to go through an Indian city and see poor, desperate
peonle living out on the sidewalk, with no home at all, a father and a
mother and a kid around a little fire, with nothing to eat, no place to go.
It breaks your heart.

You mean to say vou don’t think they ought to take some of that food
and help those people, or merely turn around and say we are not in the
business of welfare, when that is what T thought was the idea of the
United States? We are giving this food to them. We give good a way but
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they don't want to give their own food to their own people; is that what
you are saying, GGovernor !

Mr. GirricaN. No, sir. The food that we are giving to them under
the P.L. 480 title I1 program is going directly to the needy people; and
we can demonstrate that it is.

Mr. Loxe. Is it given to the needy people or is it given to the govern-
ment, which turns around and sells it ?

Mr. GruricanN, There are maternal/child health programs in which
the food is given directly to the needy people. )

Mr. Loxg. Some food is?

Mr. Giruican. Some of it, under Title I, is handled by the govern-
ment, sold for various purposes, and the proceeds from the sales——

Mr. Loxe. I think the problem that bothers Mr. Young is, is it true
that there are no starving people in India ?

Mr, Gmuican, No, sir; there are seriously malnourished people
throughout India.

Mr. Lona. Yet we are told the reason why they are sending food to
Vietnam is because they have more food than they know how to dis-
tribute to their people; they don’t have the means of getting it out to
their people?

Mr. Giorican. Yes, sir.

Mr. YounNe. Mr. Chairman, would you yield ?

I would much rather help the Indians by sending some trucks to get
this food out to the poor people than to send them more food and to
have it sit around and rot and/or get eaten by rats or get sent to
Vietnam,

Mr. Grirican. That is why it is being sent to Vietnam, as in times
past it has been sent on loan to other nations in Southeast Asia, be-
cause they didn’t have the storage facilities, The World Bank is help-
ing them to build those storage facilities and we propose to help them.
They have to keep strategic reserves of food to stave off famine. They
have been the beneficiary of three good monsoon seasons in a row,
something that hasn’t happened in history.

Mr. Youne. There is a famine in effect in India today for 157 million
people?

Mr. Gruriean, No, sir; it is a relative statement, if you will.

Mr. Youxa. If they are starving?

Mr. Giuican. Six hundred and thirty million people is the total
population of India. We have not said, nor has the Chairman nor any-
body else that T know of. said that all of those people are starving.

Mr. Youne. You said one-quarter?

Mr. Girrican. One-quarter: that is still an awful lot of people. What
we are saying is that they do not presently have the means to dis-
tribute that food to those people effectively.

Mr. Loxe. In what sense don’t they have the means? They don’t
have transportation ?

Mr. Gruiean. They don’t have the funds with which to set up a
food distribution system throughout India, across that whole subcon-
tinent, to reach all those people with food. The cost of it would be
enormous,

Mr. Loxa. Wait a minute. They are lending it to Vietnam.

Mr. Ginuican. We are talking about 100,000 metric tons.
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Mr. Youne. Four hundred thousand. )

Mr. Gmuican. All right, 400,000 metric tons out of a strategic
reserve of over 20 million.

Mr. Youne. That will feed a lot of hungry people.

Mr. Loxa. As Governor of Ohio, if you had ever been caught send-
ing food out of your State when you had that many people hungry
and starving, wouldn’t you have had a hard time explaining it?

Mr. Grricaw. Sir, there was food exported from the State of Ohio
to India, among other things, while we had a lot of hungry people
in the State of Ohio who were living on welfare incomes that weren’t
adequate to support them at a decent level; and it was a shame to
me, but T was unable to get a legislature to vote for higher levels
of welfare payments for these people, and food from Ohio farms is
being sent to countries all over the world.

Mr. Loxe. But vou weren’t out at that time justifying it.

Mr. Gittiean. I couldn’ do anything about it. Youn know, if T could
go in and change by some magic wand the situation in India, to enable
them to deal better with problems that have existed for hundreds of
years, I would like to do it. We are now trying leverage to support a
government that has now launched very recently on a new program.

Mr. Lone. Or says it is?

Mr. Giurican. That is right.

Mr. Loxa. But those things have been said ever since I have been
involved with the foreign aid program, Governor.

Mr. Ginuicax, OK.

Mr. Loxag. Once bitten, twice shy.

We have been sold this so many times, it is like the Vietnam war. 1
served on the Armed Services Committee for 2 vears. Then I went on
the Military Construction Subcommittee of the House Appropriations
Committee and for the entire 10 vears of the war, everv time they came
before us, they told us the same thing. “We are Vietnamizing the
war.”

Mr. You~a. Mr. Chairman, let me ask one question at this point.

Mr. Loxg. I am wondering whether we aren’t getting the same
thing.

Mr. Youna. I realize we have used more of my time.

Mr. T.oxe. Mr. MeHugh has been very patient.

Mr. Youne. Yes, he has. He has been a very fine gentleman.

I have to ask the Governor this question for the record, talking
about leverage :

Governor, is it our intention. and do we expect to get leverage for
this aid program that we are talking about today?

Mr. Gizrican. T am not sure I understand yonr guestion. Do vou
mean to get influence over the Indian Government’s policies?

Mr. Youna. You used the term “leverase” just a few moments ago.
You said that without this aid we would have no leverage with the
Indian Government.

My question is, do we expect to get leverage with the Indian Govern-
ment for this program ¢

Mr. Gintrcan. Only in a very restricted sense, sir. T think leverage,
the way I was using the term. was that we think that by helping them
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with financial resources and technology to undertake programs like
this Gujarat Irrigation 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 that 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 putting $60 million into an Indian economy
of the size that the Indian economy presently is, that we will gain
influence and control over their foreign policy or their domestic
policy? No, T do not. T don’t think any rational man would suggest
such a thing, :

Mr. Youxa. The Indian Embassy said that would not be the case.
They told me if the United States is expecting to get any leverage
because of this program, “You are mistaken. There won't be any.”
I just wanted to make sure.

Mr. Gitriean. I think we are all in agreement.

Mr. Loxa. T 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. Gruriean. It was a term I shouldn’t have used, but T meant it
In a very restricted sense.

Mr. Loxe. They do it all the time. We get told if we don’t do this
we will lose our leverage and so on. I think we have to be satisfied
on this question, and T think the way in which the Indians are treat-
ing their present poor out of their own present. resources, selling stuff,
ending food abroad, when they have hungry people in their own coun-
try, it may very well be the best way in which to judge their sincerity,
the sincerity with which they are going to administer 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 their best foot forward. You
have to look and see what they do on the little things before you ean
iudge whether they are sincere: and T 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 think 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 later time when they need
it. Could you be sure that if Vietnam were suffering a drought. a crop
failure, that it would nevertheless give the food back to India when
India was suffering a droueht or a food failure ?

Mr. Gurican. No, T couldn’t be sure of that, nor can the Indian
(Government,

It 1s a judgment which thev have made and thev evidently are
willing to take the risk rather than to have the grain sit there and
be lost to rodents.

Mr. Loxa. T have some reason to suppose it might be for a political
rescon that this was done.

Mr. Gionicax. Could be.
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Mr. Loxa. 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. McHuen. 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 great: 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 India
in particular, but point tothe fact that there is a new direction now as
Congress used that term in the early 1970s?

Mr. GrLuican. Mr. McHugh, let me say that T 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 that mistakes in our foreign economic assistance
programs and the programs conducted by other donor nations in past
years generally were characterized by a basic misunderstanding of the
problem to be dealt with, and it was thought that if these various de-
veloping countries could be given some industrial capacity, some loans
for quick economiec projects of one kind or another, that the whole
economy would take off.

It was the Congress that took the lead in identifying the mistakes
inherent in that approach and insisting that the United States Gov-
ernment conduct programs that were designed primarily to deal with
the problems of the rural poor; and that is the way these programs
are designed now.

I can’t say from my own knowledge what we did in India in earlier
vears. T do know that the programs that 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 agricultural productivity, increasing
nutritional levels. expanding literacy, health care and the other needs
of the rural poor. That is what they are designed to do very carefully.

We think they are reasonable and prudent programs and that the
Congress will approve them.
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Mr. McHuan, 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 that 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 Caleutta and it is
the type of thing which makes it very difficult for us to defend addi-
tion aid. For example, talking about Calcutta, it says, and I quote,
“The turf club’s stables house 300 race horses, which have more living
space per animal, and a considerably better diet of erains 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. Sullivan, know what type of income tax system
they have? Is it a progressive system? TIs there an attempt within
the country to redistribute some of the resources of the very wealthy
to the poor?

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

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

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

Mr. Svruivan, They have a progressive system, yes, sir, I can pro-
vide details of the system for the record, if you would choose.

Mr. McHuen, 1 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 that 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:]

INcomE TAx SCHEDULE

Mr. SuLLivan, As indicated in the following tables, personal income in India
is taxed on a progressive basis.
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INDIA—INCOME TAX SCHEDULE

Tax rate

Percent of
Base amount portion above Percent sur-
Income range (rupees) lower limit charge

For example: (ag Rs100,000 income (U5$12,005) is taxed at 45 percent of total: Rs39,200 base plus Rs5,880 surcharge
equals Rs45,080; (b) Rs200,000 income (US24,010) is taxed at 57 percent of total: Rs39,200 plus 60,000 base plus Rs14,880
surcharge equals Rs114,080; and (c) Rs300,000 income (US$35,015) is taxed at 61 percent of total: Rs39,200 plus 120,000
base plus Rs23,880 surcharge equals Rs183,080,

Source: Embassy of India.

Would you indicate for the record, please, what the terms of the
loans are, the loans for these irrigation projects and the malaria con-
trol program?

Mr. Svrnivan. Yes, sir.

Mr. McHuea. Do you happen to know that off the top of your head ?

Mr. Surrivan. The loans are 40-year terms at two percent interest
during a ten-year grace period, and three percent thereafter.

Mr. McHuen. Thank you.

MALARIA CONTROL

With respect to the malaria control program, I notice one of the in-
secticides we would be financing is DDT. While malaria is obviously a
very serious problem, it raises questions in my mind given the fact
that we have rather severe restrictions on the use of that insecticide in
the United States.

Can you shed any light on that question?

Mr. Svruivan. Yes. Mr. McHugh. The DDT that we are providing
is being given under the World Health Organization standards which
basically restrict its usage. For example, it is not used for general
spraying; it is used for what is called house control of mosquitoes,
which minimizes, if not eliminates, most of the danger to human beings.

As mosquitoes become immune to the DDT, as they do eventually, we
go to other chemicals—the organic phosphates which are chemicals
like Malathion, which work in a different way. Eventually, however,
the mosquitoes become immune to that. For that reason, in this program
that we are providing a loan to, we have made provision for research
into alternate methods of malaria control.

So the answer is, we are very well aware of the potential danger.
AID must file an environmental impact statement with each project
of this kind, and we will do that if we haven't already. We will be
filing one. :

Mr. McHuen. Thank you, Mr. Chairman.

Mr. Lo~a. Thank you, Mr. McHugh.

It is clear to me—it may not be clear to others—that while this is
not a large sum of money in relation to the size of the Indian problem,
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it is also a very small sum of money in relation to their financial ability
to pay for it themselves or in relation to what they are spending on
other things.

For example, you propose $60 million here. They spent $3,403,471,-
000 for defense in a recent year, and it is pretty hard to see the pur-
pose of that defense. Pakistan, next door, is a much smaller country
and Pakistan would be the one that would have to do the worrying,
it would seem to me. India’s nuclear capability is one of the things
that has bothered its neighbors more than anything else. They feel it
is a stepping stone to nuclear weaponry. Rightly or wrongly, that is
what the neighbors feel and they are scared to death.

Then, of course, the upper class of India contains many enormously
wealthy people,

No American—I don’t care how wealthy he is—could live as well as
one of the Indian upper class, simply because the help with servants
which you have to have to live that well would cost you so many
scores of times more, relatively speaking.

So there are resources to do these things in their own country and
pay for it themselves.

All that aside, I would still be willing to approve this program if I
were convinced that there was real integrity in India. I know Prime
Minister Desai is a very pleasant person. I was intrigued by him.
When I left him I said, “I now can see why you are the Prime Minister
of India;” 82 years old, a remarkable person. But we have gone through
such a long time now with India, pouring vast sums in, not seeing it go
to help the poor. As a matter of fact, seeing the poor sink, fallback,
relatively speaking. I don’t feel as a member of this committee, with
the responsibility for making sure that money is wisely spent, that I
can approve of this program without reservation.

What we are able to do, is just a drop in the bucket. T want to see our
money go where it is going to be the most effective, and I can’t say that
I am very convinced, in spite of all Mr. Desai’s geniality and persua-
siveness, I can’t be persuaded that it is going to help their really poor.
There is plenty of grain in the country right now but, instead of feed-
ing their own people, they are shipping it out elsewhere, to a country
that won’t necessarily pay it back in a timely manner.

I can’t help feeling this indicates a callous disregard for the needs
of their own poor. I can’t help feeling that it might not be wise for us
at this time to approve this money.

I would prefer, myself, personally, to keep them on tender hooks for
another year or two, until they really got the message that if they want
more aid from the United States they have to show a genuine sincerity
for helping the really poor people in India and not for paying lip serv-
ice to that.

That is my own feeling, Governor.

Mr. Giuuican. Mr, Chairman. with all due respect, T would take
great umbrage at anv Indian official or official of anv other count ry
who said that the Congress of the United States showed a callous dis-
regard for its own citizens.

Mr. Lone. Many Americans say that.

Mr. Giuuican. They may, and manv Indians may say rude things
about their own government if they please, but the fact is that we do
have hundreds of thousands of malnourished people within the United
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States out of our population of 220 million, and still 40 percent of all
the agricultural production of the United States goes into export trade
today.

People conld put those two facts together and say that 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. Loxe. I think it does. I think it does, Governor. I think it indi-
cates a callous disregard for the poor people of this country. If we
have people in this mu:m\ 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 really true that 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 ttmmru“-. say about it.

Mr. Grurrcaw. I think that is the situation today. I don’t think that
that problem is solved by talking about not exporting the foods. 1
think it is solved by attempting 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 it 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—that is, equivalent to the entire population of the United
States—and 1 said that thev are exporting 400,000 tons of food, that
we had 400,000 tons of food in the United States to satisfy the needs of
the entire population of the United States, it obviously wouldn’t be a
drop in the bucket.

Mr. Lo~a. 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. Giuruican. I do, too.

Mr. Youxa. It would be sort of like our exporting the Elk Hills oil
from our Elk Hills reserves when we have such a tremendous need
for our own country.

Mr. Loxe. Countries do stupid things. Oxenstierna said 330 years
ago, “Do you know, my son, with how Tittle wisdom the world is gov-
erned ?” And T realize that, but I don't approve of it, and wherever 1
can I try to make my small contribution toward making things run
a little better.

Mr. GiLuicaN. Yes, sir.

Mr. Loxg. And T 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 right, and T will do what I can, and always have, to-
ward seeing that poor and hungry people are fed, provided there is a
genuine need to feed them.

Mr. (hm.m.-\x. Yes, sir.

Mr. Lo~e. So I don't think it is proper to argue that because we do
have some people in this country who aren’t aal(-qlmlvh fed that we
should continue to give aid to India which takes its food and loans it
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abroad instead of feeding their own poor people. I just don’t see that
that isin the same——

Mr. Grurigan. Nosir; I wasn't attempting to make that argument.

I would say there are two different kinds of problems; but I also
wouldn’t want it to remain the impression of the committee that prog-
ress hasn’t been made in India in recent years.

Mr. Loxe. Here is a statement I want to read back to you by Hobart
Rowen: “World Bank data suggest, as a matter of fact, that a large
percentage of the rural population is worse off than it was 15 years
ago.”

Mr. Giurigan. Yes, sir.

Mr. Lone. We have figures from another source which indicate the
same thing,

Mr. Gruriax. T am willing to accept that statement.

Mr. Loxe. We have had a couple of good, hard investigations in
recent years, in India. It is not a trend; it is a fluetuation; so, for
once, they are in a position where they did have some food. Instead of
feeding their own poor, they ship it abroad, which, I think, is callous
and not reassuring as to what they are going to do with the aid that
you now ask us to give,

Mr. Gurigan. Despite Mr. Rowan's statement, the facts are that
over the past 20 years life expectancy in India has increased from 32
to 57 years. Infant mortality has declined from 140 to 122 per thou-
sand. Population growth has declined from 2.4 to 2.1 percent. The
proportion of children enrolled in primary schools has inereased from
20 to 65 percent—all that in one of the poorest societies on the face of
the earth, so I think there has been some progress.

As T attempted to say in my opening statement, the great battle
between world hunger and poverty and increased agricultural pro-
duction and so forth is going to be waged within the Indian society.

I think the United States has a useful role that we can play. I would
not, Mr. Chairman, come before this committee and request the ap-
proval of funds if T thought for one moment the funds were going to
be wasted or were not going to be used for purposes which in the long
run will be directly beneficial to the people of India who need this
assistance most. And if I ever come upon any evidence that these
funds are being diverted to other uses or misused or that the Indian
Government is anything but dedicated to the proposition of assisting
its own population to a better way of life, I will come before this
committee and ask that the funds be shut off.

Mr. Loxa. Well, I think you mean that, but we all have to look
at these things not in terms of what somebody else tells us but what
we see and observe ourselves. We have to use our own judgment. You
realize that.

Mr. Gruiean. T agree with that, and that is why I reiterate the
invitation to bring vour committees to India and see it first hand.

Mr. Loxa. I would be inclined to wait before approving such a loan
until T have had that trip to India. T have been there twice and T must
say that every trip T have made to India has not left me more strongly
inclined toward aid to India, but maybe this trip would be different.

Incidentally, when T go. T am going to serve notice that T want an
interpreter whom I have confidence in, not the kind that you run
into in Doonesbury, but an interpreter whom I have confidence in,
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who can enable me to go out and talk to the ordinary guy on the
street and find out what he thinks of these programs. I have found,
over and over again, when you talk to the ordinary guy you get a
totally different story.

Mr. Youne. Mr. Chairman, I have a couple of controversial ques-
tions I would like to raise, if I could be recognized at this point.

Mr. Lo~g. Surely.

Mr. Youna. Governor, this $60 million reprogramming, of course,
is going to be added to the $90 million that you have asked for FY
1979 ; that is $150 million. When you add up aYl that we have done for
Imdia since we started our foreign aid program, it comes to a large
amount of money, so I don’t think anybody can accuse us of being
pikers when it comes to India. As a matter of fact, it looks to me like
our total contribution to India since our foreign aid program began
was right at $9 billion, and that is a pretty good sum of money.

Let’s go back to the smaller amount now, the $60 million repro-
gramming. Where is that money coming from ?

Mr. GiLrican. Where is it coming from, sir?

Mr. Youna. Yes.

Mr. Gmurian. Coming from funds appropriated by the Congress
for use in the foreign assistance programs during the current fiscal
year.

Mr. Youxe. Which programs will not be funded when this $60
million is transferred ?

Mr. Giuuican, I think from the very outset there was $60 million
within our budgetary computation reserves for the programs in
India; is that correct ?

Mr. SuLrivan, There was no money programmed when the Congress
asked us to begin an India program. We did have to reprogram. Some
of the funds, the bulk of the funds, have been reprogrammed from
our program for Pakistan. We have not been able to do planned
programs there as a result of certain policy differences we have with
that government. We could brief you at length on that point, if you
would wish.

Mr. Youna. Not at this time, hecause of the time limitation on the
committee, but T personally would like to have that briefing, because
I know if you take the $60 million from some other poor country to
feed these poor people, someone suffers, and I would be very interested
to know the specifics of that program.

Mr. Suruivan. Yes, sir.

Mr. Youne. This is the ereation, in fact, of a new AID program,
correct, the $60 million plus the $90 million for FY 1979 is a new
program; we do not have an AID program in India today?

Mr. SurLivan. No,sir; it is new only in the sense that we are reviving
a program. The basic agreements between the United States and India
were never terminated with respect to an assistance program.

In this case there was a pause at the time of the last Indo-Pakistani
war but there was never a complete breach, so it is a revival of the
program.

There was, in the congressional presentation up umtil Fiscal 1978,
a request by ATD for a program in India which was never initiated
because of differences with the former government in India.
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Mr. Youne. Refresh my memory and give me the dates. When was
the last time we did have a program ?

Mr. SurLivan, Nineteen seventy-one.

Mr. Youna. So this will be the first one in seven years?

Mr. Surravan. Yes, sir.

Mr. Youne. Let me ask just one more question, then I will have
several to submit for the record.

On the malaria program, maybe I see this all wrong, but this, to me,
is another example of the complaints that I have of our foreign aid
program.

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

“Mr, SuLLivan. Yes, sir.

“Mr. Lo~ne. Why the resurgence ?

“Mr. Surnivan. There are a variety of reasons for the resurgence.
One of the reasons is that the vectors, the mosquitoes, became resistant
to the DDT involved.”

Mr. Long. This program, I understand, is for DDT, though, correct?

Mr. Suntavan. Partially, sir. The mosquitoes have become resistant
to DDT in some parts of India. In certain other parts they are not
resistant. We try to use DDT where possible as against using Mala-
thion, because Malathion has certain dangers connected with it for 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. Youxa. Let me go on in this same conversation. In fact, in the
same response to Chairman Long you say: “As a result of a prior
[7.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 administrative structure that was set up to work on
this was dismantled.”

There is the problem I have as an example: We go there; we do a
job, very effectively, according to you, and all of a sudden we just for-
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. SurLivan. Mr. Young, the situation with malaria is one which
has many ramifications.

I am sure you are aware that the effort against smallpox has been
suecessful and that smallpox virtually has been eradicated as a result
of past AID programs and international programs.

At one time, in the 1950s, it was felt that malaria could be eradicated
the same way. In fact, in 1958 when Eisenhower was in India on a
visit he said that we would eradicate malaria in India. Scientific
In}mvlc-c'l;:(- moves on and it now becomes clear that malaria probably
will never be eradicated. One of the problems is that malaria is har-
bored in certain monkey populations which then retransmit the dis-
case to people. That was not completely understood in the 1950s.

The second part of this problem is that because people travel be-
tween one country and another, because the borders are such that 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 India did, so that the malaria kept being reintroduced.

At the same time, India did reduce its malaria efforts very substan-
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
that some very substantial portion of the population is not innoculated
against polio at this point.

Mr. Giricax. Forty percent of the American school children.

Mr. Svrrivan. There have been scientific advances which let us
know now that we probably will never eradicate malaria and that the
best we can hope to do is to control it in those countries where it is
endemic.

Mr. Lo~e. Mr. Young, it is well after 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.
[ 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 against
losing a little land on the perimeter of the country, which would hurt
their feelings and their pride and all that but would not destroy India
itself. As a matter of fact, anybody who wanted to conquer India
would be the biggest fool in the world. He would be capturing 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 capacity. Now we have tried to
get them to sign the nuclear nonproliferation treaty; they refuse to
do it; they want us to give them the fuel. We are apparently proposing
to give them the fuel although it is scaring the blazes out of 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 Pakistan 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 that 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, that there is any lack of money
if they want to make a start on the kind of problems you are talking
about. But let me say further that T 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 that 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 least by a trip by this committee to India, and I
would propose that we put off any approval of this program in India
until the subcommittee has had a chance to go to India, possibly after
the election, in November or December, whenever we get a chanee, to
take a look and see what the programs are and see if we can get some
feeling as to whether there is really an earnest, sincere desire to really
put India in a new direction of foreign aid, instead of just more of
the same thing.

That is my own feeling.

Mr. McHugh ¢

Excess Graix

Mr. McHuesa. Mr. Chairman, I would just like to be clear in my own
mind on the question which seems to be at the heart of your concerns
and Mr. Young's, certainly. Why does India have this excess of grain
and why is it exporting the grain when it has so many poor people?

As I understand your argument, (Governor, it is, first of all, that
many of the poor people in the country do not have the means to pur-
chase the grain; therefore, the Indian Government has made a new
commitment of $40 billion over five years to provide employment and
the economic wherewithal to enable these people to purchase grain
and other food in the normal way.

Secondly, with respect to storage, India’s storage capacity has been
completely used ; therefore, when it has a surplus such as it does now,
there is no place to store grain without it being lost to rodents or other
pests. In addition to the first reason, then, that is another reason why
some of this grain is shipped abroad. Am I correct ?

Mr. Girrican. That is right.

Mr. McHuea. Am I missing anything in your argument?

Mr. Giruican. No, sir. I think that is essentially it.

What we are saying is that this enormous country of 630 million
people, which has been plagued for centuries with problems of poverty,
the direst poverty on earth, is making in our judgment, under its new
freely elected government a determined effort to tackle these problems;
that they haven't solved all their problems by this time is quite evident
to anyone who takes a look at the situation.

We are satisfied after extended conversations with the representa-
tives of the Indian Government that there is a real determination
there, not just because of the rhetoric or because we have looked at the
budget figures, but we have looked at their plans and programs.

Mr. McHuen. How firm a commitment is their Five-Year Plan.
which you have presented and which we are asked to accept as a sign of
good faith commitment on the part of the government? It seems to me.
based on the figures you have given us, that there is a change of policy,
a change of commitment. There is a reduction in defense spending over
a period of time. There is a significant increase, as I read the figures, in
what the government is prepared to do to allocate its resources to the
problems which we are all concerned about.

How firm a commitment is that.?

Mr. Guuuigaw. I think so far as the prime minister and his cabinet
and his majority within the Congress is concerned. it is a very firm
commitment. Obviously, their legislative body, as our own, has the
right and the authority to review their budgetary commitments on an
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annual basis and to shift them if they think they are inappropriate at
any time; but I sincerely believe that as long as the Desal government
is In power this will be the major thrust of their 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. McHueH. Governor, let me ask you another question with re-
spect to the Chairman’s suggestion that we defer action on this pro-
posal until after we have had an opportunity to visit India.

What problems, if any, would that pose for these programs which
you have proposed

Mr. Giuuican. There would be some problems, in that, I think, my
own visit and that of Mr. Sullivan to India in January, the statements
that President Carter made on the occasion of his visit a few weeks
earlier, conversations that were held both in Indian and in this country
on the oceasion of the prime minister’s visit 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 eritical moment, to back
away and say what we would have to say, that we don’t know that we
have any faith, that 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 that creates the kind of atmosphere in which we could hope
to have useful and fruitful relations with that country.

It has been said by the Chairman and others here today that the
amount of money that 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 that kind of a good faith basis,
rather than expressing skepticism and doubt at the very outset of our
new relationship.

Mr. McHuen. 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. Per-
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
that the Indian Government has shown some preliminary indications
of good faith, and the fact that we have an administration today that
is committed to the same goals they are, I think.

Mr, Loxe. 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. MeHugh, the gentleman from
New York.

Mr. McHuen. Thank you.

Mr. Loxg. My feeling is that we are not launching just a one-year
program but a multi-year program, and once you start these programs
it is not easy to turn them off. The next thing you are told is that 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 it; now we can’t stop it.” I would prefer that we go over
there and take a look. That is what this Appropriations Committee is
for. Our job is to take a second look, not to take somebody else’s word.

Mr. Gruiean. Mr. Chairman, with all respeet, Mr, Sullivan has a
point to make that T think 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. SuLrivan. As you know, Mr. Chairman, the funds for this pro-
gram are appropriated on an annual basis. So that if this program
were delayed until after the U.S. election, the funds for this 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 by August 11. If we delay, the program will be
set back a year because they have to come during that part of the har-
vest.

Secondly, the malaria 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 irrigation project, we are in this
with the World Bank and they need to go ahead shortly.

So if ATD does not go ahead at this time, then the entire fiscal *78
program would not be possible.

Mr. Loxa. T thought you said the World Bank would go ahead ?

Mr. Surrivan. 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. Loxe. T would be willing to meet them halfway, that is, approve
the malaria control and the science and technology for rural develop-
ment which T understand is a light 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,

Purcuase or Rupees

Mr. Youne. On that irrigation project, let me ask a question. T was
going to submit this but since we are back on the subiect. 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
beine patient with us.

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

Mr. Svrnivan. There is a purchase of foreign currencies. yes, sir.

Mr. Youxa. Isn’t that different from our usual ATD approach ?

Mr. Surrivan. No, Mr. Young. With the enactment of the 1973 New
Directions legislation, trying to reach more directly 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. Youne. How many rupees did we own in India that we recently
just wrote off, gave back to them very recently ¢

Mr. Loxe. 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. Youne. 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? T
have a difficult time with this.

Mr. Loxe. 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 that 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. Surrivan. In this case there is no real resource transfer to the
Indian Government in that situation.

Mr. Lo~xa. But they don’t need the transfer of money because they
have a $5 billion exchange surplus.

Mr. SurLivax. The second point T was going to make is that of that
amount of money in rupees, most of the funds has been designated for
specific uses of the United States Government.

Mr. Loxa. You mean there is no $60 million of rupees which has
not been allocated?

Mr. Surtivan. 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. Youne. What about the $2.2 billion we wrote off# We gave it
back to them.

Mr. Gruurean. We wrote it off. It is gone,

Mr. Youna. We wrote it off and now we are going to be buying
some more.

Mr. Svrrivan. Mr. Young, in the FY 76 A.I.D. appropriation 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 that has gone forward. As part of that arrangement, the
Indian Government has asked us to use some of those rupees for
indigent patient care in other private hospitals.

Mr. Lone. Why don’t we give them permission to use them for
malaria control?

Mr. SurLivan. 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. Loxe. Well, we have to answer a quorum call. This is not a
formal vote anvway because they don’t need legal determination by
this subcommittee. So I would suggest that we close the meeting now
and we will insert certain questions for the record. We can talk this




78

over among ourselves either by telephone or otherwise and make our
decision about how we proceed on it.

Is that satisfactory to the committee?

Very well, the committee is adjourned. Thank you very much,
Governor.

(QUESTIONS AND ANSWERS FOR THE RECORD

Mr. LoxNG. The project A.I.D. proposes to finance are as follows:
Fiscal year:
Application of science and technology for rural development_____ $2, 000, 000
Gujarat medium irrigation __ 30, 000, 000
Malaria control______ N u s e 28, 000, 000

60, 000, 000

Governor GrLLicax. That is correct,

Mr, Loxe. How ean you be sure the current Government of India is any more
committed to helping the poor than the past Government ? What specific examples
can you give us that prove they have this commitment? (Land reform, number
of people owning their own land, average size of land ownership, ete., with
comparisons from two or three years ago.)

Governor GILLIGAN. The new Government of India is putting very high prior-

ity on agriculture and rural development. On February 28, 1978, the Janata
‘arty Government announced the first budget it prepared since taking over last
year from the Congress Party. The new budget is aimed at sharply increasing
investments in rural projects to provide jobs for the unemployed. Of the total
FY 1978-79 annual Plan, Rs. 29.2 billion, equivalent to $3.4 billion or 25%, has
been allocated to agriculture and allied programs such as irrigation and flood
control, compared to Rs. 23.0 billion in FY 1977-78. Significant increases are
projected for dairy development, small scale industries, rural roads, rural elec-
trification, and water supplies. Various excise duties have been reduced to pro-
mote small scale manufacturing units. Annual Plan expenditures in FY 1978-70
for health and welfare are projected at Rs. 3.9 billion, compared to Rs, 2.8
billion in FY 1977-78

In their new five year plan, high government officials have publicly announeed
an intent to inerease the amount of irrigated land by 17 million hectares, to
decentralize and strengthen planning at the grass roots level, to increase re-
search in high-yielding seeds, to expand cottage industries through a package
of credit, quality control, marketing network, and other provisions, and to double
power generation over the next five years.

The Reserve Bank of India has issued instructions requiring commercial banks
to raise their investments in the rural sector, for example, for every new branch
bank opened in an urban area, three rural branches must be opened, and a mini-
mum of one-third of all commercial bank lending must be made to the agricul-
ture/rural sector

Mr. Loxe. What evidence do you have that India is shifting away from mili-
tary and heavy industry programs toward village development?

Governor GILLIGAN. Among other indications of this shift, ehanges in allo-
cations from the Fifth to the Sixth Five Year Plan are especially notable. For
example, the budget for small seale and cottage industries is 14.1 billion rupees
in the new plan versus 5.1 billion in the old plan; the new rural roads budget
is 10.95 billion rupees compared to 2.0 billion in the last plan; and 2 million
rural pump sets will be electrified during the Sixth Plan versus 900.000 in the
Fifth Plan.

Mr. LoNe. What are India’s current defense expenditures and how do they
compare to past yvears?

Governor GILLIGAN. In recent years, although military expenditures have in-
creased absolutely, they have remained relatively constant as a percentage of
GNP—at approximately 8.49%. At the same time they have declined as a per-
centage of total central government expenditures, Proportionately more funds
have, therefore, been available for development purposes in the past two years

I have a table which I will be pleased to submit for the record. (The table
follows :)
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INDIA’S DEFENSE BUDGET !

1976-717 1976-77 1977-78 1978-79
budget revised budget budget

Defense......... ' Tl 2,993 ! L 34
Percent of total ex i Db s Ak 19.6 L . 16.0
Percent of GNP, o iy 3.4 3.3

1 All amounts are in dollar millions converted at Rs 8,50 equls $1.00.

Mr. Loxg. Can you give us the same information for heavy industry and in-
frastructure programs?

Governor GILLIGAN. Yes, I have a table showing that information. (The table
follows.)

EXPENDITURES OF THE DEPARTMENT OF HEAVY INDUSTRIES IN THE MINISTRY OF INDUSTRY 1

1976-17 1976-717 1977-78
budget revised budget

Heavy industries - - - . 104 142 145
Percent of total expenditures___ _. 0.7 0.8 0.8
Percent of GNP....... 0.10 0.14 0.14

1 All amounts are in millions of dollars converted at Rs, 8.50 equals §1.

The GOI has indicated that it will place less emphasis on heavy industry, par-
ticularly capital intensive plants, such as petrochemicals. However, increased
public sector investment is contemplated for power generators, aluminum, major
engineering industries, for example, structural materials and, to a lesser extent,
steel. Another indication of the GOI de-emphasis on heavy industry investment
is the fact that the Soviet Union, which in the past has focused its aid to India
on heavy industry, does not now have any new aid projects under discussion with
India.

We also have an estimate of recent infrastructure expenditures in another
table T will provide for the record. We have had to group various components
somewhat arbitrarily and there is some overlapping, particularly in the category
of irrigation and power. (The table follows.) It should be noted that much of this
investment is directly devoted to the agricultural and small industry sectors.

INFRASTRUCTURE EXPENDITURES®

1976-77 1976-77 1977-78
budget revised budget

Infrastructure total .. . ___ - . 902 851 1,048

Transport and communication . _ ! . y 7 292

Railways . _. : : 306 359
Posts and telegraph T =) 16 49

Irrigation and power = W , 348

Percent of total expenditure - 5.9 L 5.8
Percent of GNP . _. - Lo x 11

' All amounts are in millions of dollars converted at Rs 8.50 equals §1.

Mr. Lo~NG. What are they spending for nuclear technologies?
Governor GrLLicax. We have that data, also. (Table follows.)
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NUCLEAR EXPENDITURES !

1976-77 1976-77 1977-78
budget revised budget

Nuclear total

Atomic energy R. & D .
Nuclear power projects

251

Percent of total expenditures. _____
Percent of GNP._____. 3

1 All amounts are in millions of dollars converted at Rs 8.50 equals $1.

Mr. Lone. You plan a $30,000,000 medium irrigation project in FY 1978. How
does this directly benefit the poor people of India ¥

Governor GiLuieaN. First, let me say that the farmers in the project area
are currently operating at subsistence levels, earning a net annual income of
$45 to $105 per person, which is poor by almost anyone's standards., The bhene-
fits of irrigation in this Gujarat irrigation project will include increased farm
income, increased employment for landless laborers, increased food available
to poor consumers, and decreased risk of drought. Specifically, with the irriga-
tion benefit of the project, the number of farms below the $£150 annual per
capita poverty line will decrease dramatically from 949 to 35% of total farms
in the project impact area. The proportion above the $150 average will inerease
from 69 to 659%. Furthermore, the unique technical feature of the project—
extending lined canals to the eight hectare level—will help to assure access
to irrigation water for the re'atively poorer farms located at the end of the
water courses, Thus, the relative impact would be to reduce, not exaggerate,
income disparities in the project area.

Mr, Loxe. What does “medium’ mean ?

iovernor GILLIGAN. The term “medium” is used here for projects that will
irrigate 2,000 to 12,000 hectares from small tanks or medium sized reservoirs.
The distinetion is drawn against “major” irrigation using large dams and very
large irrigation areas and against “minor” irrigation facilities, such as tube-
wells, which ean service only a few farms,

Mr. Loxg. Is this your answer to light capital technology ?

Governor GILLicAN. No. This is our answer to the most eritical agricultural
need in Gujarat, India, which is reliable water supply.

Mr. Lone. What is the median size of a small farm in India?

Governor GiLLicaN. We don’t have precise data on the median size of small
farms in India. The median size of all farms is slightly below one hectare (2.5
acres).

Mr, Loxe, Does the small farmer make up the majority of farmers in Indin?

Governor Girrian. Yes, the Government of India classifies farms of two
hectares (five acres) or less as small or marginal: farms below two hectares
made up 69.6% of the holdings (49 million holdings), 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 farms that will directly benefit from
this irrigation project?

iovernor GILLIGAN. The median size of farm holdings in the project areas is
expected to be between one and 1.5 acres.

Mr. Loye. Will this irrigation project raise the value of the land to a level
where the poor can't buy it or encourage the poor to sell their land to make a
quick profit? What assurance can yon give the committee that some large land-
owners will not try to control the water made available by the project and buy
up the land held by the poor?

Governor GILLIGAN, Past experience suggests that the value of land will rise
substantially as a result of irrigation, but small and marginal farmers who
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otherwise might be forced to sell because of low productivity and oceasional
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
irrigation protects small farmers from being forced to sell by low yields and
drought,

Mr. Loxe. What factors are built into the project which would prevent the
powerful landowners from buying up the land or reaping the major profits for
lhis_ project? Are there any laws in India that would prevent this from hap-
pening?

Governor GrLLiGan. The Indian system up to now has been successful in al-
locating and distributing water without monopoly control by a few of the well-
to-do, The water and distribution is controlled by the Government. There are
laws which limit the size of the ho'dings. Upper limits are lower for irrigated
than for unirrigated land. Therefore, farmers who previously were just below
the limit for unirrigated land will have to divide or sell some of their land.

Mr. Long. Will any of the $60 mil'ion 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 Gujarat irrigation project and will, therefore, involve the ex-
change of do'lars for loeal currency within India.

Mr. LoNe. Can you provide the committee with details on the need to pur-
chase local currencies for the irrigation project? And why can't we use U.S-
owned rupees? And what will the IDA part be used for—to purchase rupees?

Governor GILLIGAN. Yes, we have that information. The Gujarat medium ir-
rigation project will finance construction of irrigation works such as small
reservoirs and canals, which rely on supplies and labor almost entirely from the
local market instead of from imports. Both IDA and A.LD. funds will thus go
toward local costs; the only foreign exchange costs will be $500,000 in short-
term consultant 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. Treasury to finance
these local costs wou'd not result in any real resource transfer from the United
States to India and could net be considered aid.,

On the other hand, when A.I.D. dollars are used to purchase local ecurrency
to finance these costs, the recipient government can use the dollars to buy U.S.
good and services, It is this claim against the United States economy that repre-
sents the real resource transfer.

Furthermore, in accordance with our agreement with the Indians, it is our
intention to use these rupees over the next nine or ten years for other activities,
such as:

—Official USG expenditures in India

—Official international transportation

—Contributions to international organizations

—P.L. 480 ocean freight and port charges.

These kinds of expenditures are covered by our agreement with the Govern-
ment of India. Any new uses, such as financing local costs for the Gujarat irri-
gation project, would require Government of India concurrence, We do not intend
to ask for this concurrence for such official development expenditures nor would
we expect to obtain it because no foreign assistance would be involved.

I would also like to point out that A.I.D.’s new directions programs to benefit
the rural poor often eall for financing such local currency costs. Improved health
care, better irrigation facilities, and more schools usually mean local eurrency
expenditures. A.LD. finances such costs throughout the world.

Mr. Loxg. You also plan to initiate a malaria control program. If I am not
mistaken, we had a large malaria control program in India in the 1960s, and it
was virtnally brought under control.

Governor Giuircan. That is correct. The Agency assisted India in a malaria
control and eradication program from 1953 to 1963. This program successfully
reduced malaria inecidence from about 75 million cases a year and 750,000 deaths
to about 100,000 cases per year with no recorded deaths,

This amounted to a reduction of malaria in the order of 999% 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 largest malaria campaign ever attempted
and was one of the most successful.

Mr. Loxe. Why has there been a resurgence of malaria?
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Governor GiLLiGaN. The reasons for the resurgence of malaria are complex.
Part of the explanation lies in the overwhelming success of the program in
reducing malaria from the number one disease problem in India to relative insig-
nificance which led to a corresponding reduction in budget and personnel. Other
contributing factors, which varied from state to state, included the following
problems :

1. Lack of adequate health services to maintain the gains made ;

2. Failure of health services to grant high enough priority to vigilance against
return of malaria ;

3. Short supply and untimely receipt of imported insecticides and anti-malaria
drugs ;

4. Migratory habits of the population in certain states;

5. Mosquito vector resistance to the insecticides;

. Non-implementation of urban malaria control measures ;

7. Inadequate financial resources and technically trained manpower ; and

8. Diversion of resources from the malaria program because of the war with
Pakistan.

Mr. Long. Is this an example of how the Indian Government is unable to con-
duct their internal affairs with any sort of efficiency ?

Governor GILLigAs. This is not a question of efficiency but of realizing that
malaria cannot be eradicated, although it can be controlled. The Indians, with
the assistance of the World Health Organization (WHO), have revised their
malaria strategy to put the emphasis on selective control of the disease, The
Modified Plan of Operations reclassifies the entire country on the basis of inei-
dence of the disease and allocates resources accordingly. Additional technical
personnel have been assigned to the program.

Mr. Loxe. 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 759 of its national
health budget to the malaria control program. In addition, the states are provid-
ing further budgetary and manpower support for this effort.

A.LLD. will contribute U.S. produced insecticides, larviciding agents, anti-
malarial drugs, and power sprayers to the effort until the Government of India
can increase its own production capacity. Other donors include World Health
Organization, the United Nations International Children's Emergency Fund, and
the United Nations International Development Organization.

Mr. Loxc. By far the major part of the $28 million request for malaria control
will be used to purchase malathion and DDT. Are these insecticides still widely
used in the United States? What safeguards are taken to insure that the insecti-
cides are properly used and that accidents are eut to a minimum?

Governor GrLLiGaX. DDT no longer is used in the United States. However, for
combating malaria, DID'T is the least toxic and least expensive of all insecticides.
Moreover, where it is still effective, DDT still is considered the most appropriate
weapon for combating the disease. On the other hand, malathion still is being
used in the United States and is effective where mosquitoes are resistant to DDT.

Measures for the proper care and handling of these insecticides are built into
each project. The Government of India ensures that insecticide handlers use
special protective clothing and have properly functioning equipment, Addition-
ally, malaria control personnel are trained in the proper handling of insecticides
and are made aware of the dangers associated with their use.

In line with WHO and A.LD. specifications, the GOI maintains strict gquality
control over insecticides procured for the malaria control program to ensure
proper formulation, and adequate and safe storage. The GOI also is required
to assist in preparing an assessment of the malaria control project on the environ-
ment. These findings will be incorporated into the program, and we will con-
duet annual evaluations of the project.

Mr. Loxe. What will be the total U.S. contribution to this malaria control
program?

iovernor GILLIGAN. The United States is contributing $38 million over a two-
year period to this emergency effort.

Mr. Loxg. Will all the insecticides and equipment be purchased in the United
States?

Governor GrrrieaN, Depending on availability of these commodities, all in-
secticides and equipment financed by the U.8. contribution will be purchased
in the United States.
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Mr. LoNe. What types of projects will be funded under the “Application of
Science and Technology to Rural Development ?*

Governor GILLIGAN. Project activities will include sueh things as new appro-
priate technologies for village level industry, fast growing trees for rural energy,
environmental preservation, and solar cells for running pumps in small-scale
irrigation projects. As the primary consideration, projects will be judged on the
relevance of the concerned technology to immediate problems in rural areas.

Mr. Loxg. Will this project be confined to light capital technology projects?

sovernor GILLIGAN. The activities will relate to the development, production,
and testing of small and inexpensive units that could be used to serve individual
homes and villages.

Mr. Loxe. The Senate also has a hold on the obligations for the FY 1978
India program. Will it be willing to lift its prohibition on the obligation of funds?

Governor GILLIGAN. Yes, -

Mr. Loxe. Why do you need action on the FY 1978 India program now?

Governor GriLican. A.I.D, has been discussing with the Government of India
for many months a $60 million program for FY 1978. These talks were initiated
at the request of the Congress in the International 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 half months at the
request of the House Appropriations Subcommittee.

We must move forward now (1) to enable the Indians to make orderly plans
for combating malaria, expanding irrigation, and promoting new technologies
for the rural poor, and (2) to permit a team of Indian cooperative leaders to
visit the United States in August for training prior to the Indian oilseed harvest.

Moreover, Section 102 of the Appropriations Act of 1978 provides that not
more than 209 of any item shall be obligated during the last month of avail-
ability. Our malaria proposal for India represents over 209, of the health ac-
count, and we need to obligate it before August 31. In planning Agencywide
targets for the food and nutrition account, we have also planned to obligate the
Gujarat Irrigation Project before August 31.

Mr. LoxG. You plan to allocate $60 million to India in FY 1978 and $00 mil-
lion in FY 1979, How large do you expect the annual U.8. program to grow to
in the next five years and what would be the largest annual program you would
anticipate for India in the near future?

Governor GiLiigay. A medium-term India strategy team has completed its
draft report with recommendations for aid levels through 1984. The executive
branch will review their recommendations, taking into account overall budget
requirements and priorities. It is, therefore, premature to estimate the size
programs which may be proposed for India after FY 1979.

Mr. LoNe. How big a staff do you plan to locate in India initially?

Governor GiLrieAn. The American staff level is planned to be 10 for FY 1978
and 15 for FY 1979.

Mr. Lone. What would be the maximum size of the staff when the program
is in full swing?

Governor GiLLiGAN. Beyond FY 1979, the staff level will depend very much
on the type of program approved for the next five years. Our objective in staffing
the India Mission is to maintain a small resident staff consistent with prudent
program management.

Mr. Loxe. What would be the annual costs to support this staff in India when
you include all costs (operating 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 prices.

Mr. Lon6. What are your plans for acquiring buildings, housing, ete., in India ?
Do you plan to build another large complex like you did before or would you
rent all the facilities?

Governor GiLrLicax. We plan to use existing Embassy space for USAID offices
and to rent any additional housing required. We have no plans to build a large
complex of building in New Delhi.

Mr. LoxG. When the United Staets was in India before, there was a great re-
sentment towards us because they felt too dependent on our assistance. In addi-
tion, the Indians built up a large debt burden on which they are still paying.
What is the size of the debt India owes to the United States and what is India's
total external debt?
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Governor GiLLIGAN. The size of the debt that India owes to the United States
currently totals $3.5 billion. India’s total external debt is estimated at $11.7
billion.

Mr. LoxG. Most of the program funds you are requesting for India will also
be made on a loan basis. Will India be able to repay these loans? In dollars? Or
are we going to start accumulating large amounts of rupees again?

Governor GrLrieAan. India is clearly capable of paying back dollar loans made
by the United States. India’s past record of debt repayment has been good. The
Government of India wishes to maintain its very good credit rating in interna-
tional financial markets. Further, India's annual debt service, now running
around $826 million, including about $150 million to the United States, is man-
ageable in the context of the country’'s growing exports and foreign exchange
reserves, Debt service payments are now only about 149 of export earnings.

All future repayments of loans will be made in dollars, as there are no rupee-
repayable loans outstanding, and A.LD. loans are no longer made for repay-
ment in local currencies,

Mr. Lo~xg. What are the U.S. holdings of rupees at the present time?

Governor GILLIGAN. As of December 31, 1977, U.8. holdings of rupees were
Rs. 6.7 billion, which is about $510 million at an exchange rate of 8.5 rupees to
one dollar, These rupees are being drawn down steadily through budgeted ex-
penditures on established uses. Approximately $59 million was utilized in FY
1977. Our Embassy in India estimates future annual usage of $70 to $00 million
equivalent. If this rate is realized, the current balance would be fully expended
in nine or ten years, and U.S. holdings of rupees would cease to be “excess” to
normal requirements in seven or eight years.

Mr. Loxa. Will the Indians still feel resentment toward the United States
when we begin the A.I.D. program or do you think they will be grateful to us?

Governor Grrrieas. Whether or not the Indians will resent a resumed bi-
lateral aid program depends in large part on the type of program we have there.
If we follow the general strategy we hope to pursue—conformity with India's
prioritis, use of Indian institutions and manpower, well-focused projects, small
U.8. staff—there should be a minimum of friction. Our aid program should be
a fruitful and cooperative enterprise in the economic development of India.
When I was in India, officials expressed gratitude for past assistance,

Mr. Loxa. 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 Indiria Gandhi’s episode?

Governor GirrigaN. The Government of India is promoting an integrated
approach to health and family planning. They have requested U.S8. Government
involvement in this program, starting in 1980 or 1981. We were not involved in
FY 1978 or FY 1979 due to the events that evolved as a result of Mrs. Gandhi's
actions.,

Mr. Loxg. Is the current Government doing anything at all in the field of
population planning?

Governor GILLIGAN. Presently, the GOI is evaluating and revising its popu-
lation and family planning approach. The Committee, I am sure, is aware of
the setback te India's population program caused by the “backlash” against the
coercive measures employed in part of India during the emergency. However, the
present Indian Government recently has shown renewed awareness of the im-
plications of the population growth problem. It now appears to be more willing
to emphasize family planning measures.

The health minister—previously ambivalent on the family planning pro-
gram—has made a strong statement in favor of reversed efforts. The President
of India also specifically mentioned the importance of reviving the family plan-
ning program in his opening speech to the budget session of Parliament. a state-
ment prepared by the Cabinet. Such instances of high-level attention cannot be
regarded as a magic cure by any means. Clearly, an effective program will require
much effort, sustained follow-up by officials at 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 motivation and education
efforts organized by the states, the annual Family Planning Fortnight, was
continued this year. Both Prime Minister Morarji R. Desai and Jaya Prakash
Narain, a highly respected colleague of Mahatma Gandhi, appeared on televi-
sion and spoke on radio to endorse the program.
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The emphasis being given by the present Government to improved integrated
community-level health delivery in the long run may be the key to effective.
broad-scale family planning advances. While the community health worker
scheme, formerly launched last October, has and will have many problems and
pitfalls before it is fully operational, we believe that it is a move in the right
direction.

Mr. Loxe. The United States has provided over $9 billion in aid to India over
the years, and the population continues to grow at enormous rates. They still
must import large amounts of food and food products, and they still have great
health 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 we
wotuld like to see it and there are fundamental social and economic problems, India
has made impressive progress in food production and in industrialization. It also
has large numbers of well educated people and established edueation, research,
and administrative institutions which are carrying out development programs.
In fact, much has been accomplished, and U.S. aid contributed to these achieve-
ments. GOI estimates show that over the past 20 years average life expectance
has increased from 32 years to 51 vears, the infant mortality rate has declined
from 140 to 122 per thousand, and the population growth rate has declined 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 trend in
foodgrain production has more than doubled. somewhat exceeding population
growth,

There are specific snecess stories which illustrate that progress has been made
with assistance from the United States, The genesis of their rural electrification
system and improvements in the agrienlture university system, fertilizer produe-
tion and distribution in the cooperative sector, and a wide variety of technical
and research institutions are examples of progress to which USAID has made
signifieant. successful inputs in the past,

Mr. Loxe. Resding your justifications sounds like the arguments put forth 20
years ago for aid to India and that nothing has ehanged. Do you really feel we
can ever solve India’s problems until it is ready to fully commit itself to the task?
Even then, is there any hope?

Governor GILLiGAN. There is hope for the future, but the problems are vast and
will not be solved overnight. It is undoubtedly a matter of decndes, We acree and
the Indians fully acknowledge that the major commitment must be theirs, We
believe the United States and other donors ean and should encourage Indian
efforts where we ean be helpful to increase their chances for SUCCess,

QUESTIONS AND ANSWERS FOR THE RECORD

Mr. Youne. How much Communist aid has gone to India? From which eoun-
tries and in what amounts?

Governor GILLIGAN. Communist countries’ loans and grants to India are as
follows :

Calendar Year 1954-77:

_______________________________ 1,943.0
487.0

2,430.0

Mr. Youxa. How much multilateral aid has gone to India? From which institu-
tinn=s and in what amounts?

Governor GiLrican. Multilateral assistance that has gone to India is as follows:

[Fiscal years)

Transition
quarter
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Mr. Youne. How much bilateral aid has gone to India? From which programs
and in what amounts?

Governor GILLIGAN., Non-communist bilateral assistance that has gone to India
is as follows :

OFFICIAL DEVELOPMENT ASSISTANCE—BILATERAL GROSS DISBURSEMENT

Calendar year Fiscal year Calendar years
1’9]’5 1‘9?6 19&9-?5

Donor

DAC COUNTRIES (EXCLUDING UNITED STATES)

773.0 4,505.2
United Kingdom " 197.5 1,125.8
Germany. .. ... 168.5 991.9
Japam........
Canads_ ...
Sweden

Mr. Youne. What are the cumulative totals for all types of aid to India, direct
and indirect?

Governor Gioriean., Unfortunately, our data is for somewhat differing time
periods. The cumulative totals for all types of aid to India are as follows:

A. Total U.8. Assistance :

Fiscal year 1946-1977 $9,457.9

B. Total Official Development Assistance—Bilateral Gross Disbursements :
1. D.AC, Countries (excluding the United States) :

Current year 1969-1976 $4, 505, 2
2. 0.P.E.C Countries:

Current year 1969-1976
C. Total International Agencies Assistance—Commitments :

Fiscal year 1946-1977
D. Total Communist Countries Loans and Grants:

Current year 1954-1977 £2,430.0

Mr. Youne. Earlier in the year it was reported that Indian health officials, con-
ceding that there has been a considerable slowdown in their birth control cam-
paign, have pushed back by several years their targets for reducing the country’s
birth rate. Yet, rather than moving forward with an A.I.D. Population program,
A.LD. is going to help expand India's agriculture production which is in such
good shape that India ean afford to send food to Vietnam, Laos, and the Soviet
Union. Why ?

Governor GILLIGAN. First, on population, the Indian Government did not re-
quest .8, assistance 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 interest in our invelvement for FY 1980
or future years.

Second, regarding our assistance in agriculture production, despite the current
and temporary grain storage problem—which is the primary motivation for India’s
recent export agreements—the long-term prospects are not very bright unless the
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Indian farmer can dramatically increase his productivity. According to a recent
study by the International Food Policy Research Institute, India will account for
about 50% of the total LDC food production by 1990 but will still have to import
15 to 22 million tons of grain, unless rates of agricultural growth increase, If we
could help the Indian farmer become even one-half as produetive as our Ameriean
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 the farmer could merely
increase his production by 495 per year, rather than the current 2.5% growth rate,
India could reduce the projected food deficit by one-half.

Mr. Yousa. For how long does A.I.D, plan to have a program in India?

Governor GrLLican. India's development needs and our desire to provide assist-
ance are clearly long-term programs.

Mr. Youna. What will be the estimated annual size of this program?

Governor GiLrLican. I cannot be very specific at this time, but let me say now
that I am earnestly hoping for a much larger program in India over the next five
years compared to the fiscal year 1978 and fiscal year 1979 levels. The case is
clear—in terms of potential growth in agriculture, administrative capacity, long-
term commitment to the rural poor, and the inescapable fact that 509% of the poor
in all the countries we assist are in India.

Mr. Youne. What is the size of India’s external debt? How much is owed to
commercial banks?

Governor GiLLicax. India's external debt outstanding is about £11.7 billion.
The amount held by commercial banks is so small that there is little data avail-
ible. It is estimated to total £500 million at most,

Mr. Yousa, How does the size of India's debt service compare to its export
earnings?

Governor GILLIGAN. According to World Bank statistics, the Indian debt
serviee ratio is 14.49.

Mr. Youna. Is India currently experiencing a trade deficit? How large is the
surplus?

Governor GILLIGAN, According to the preliminary estimates for FY 1977-78
the most recent World Bank report, the Indian balance of trade is in deficit by
$200 million.

Mr. Younxc. Has there been any debt relief or debt rescheduling for India in
recent years? In what years, in what amounts, and who participated in the
rvescheduling ?

Governor Giirican. India has had some debt rescheduling almost every year.
In some instances, the debt relief is given in lieu of additional foreign assistance,
e.g., by Austria.

Debt rescheduling for the last three years is shown below. The United States
has not participated in these rescheduling activities,
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Mr. Youns. How large of a cash reserve of foreign exchange does India have?
Is it $5 billion?

Governor GiLLIGAN. At the end of June 1978, India’s net foreign exchange re-
serves were estimated to be $5.801 billion.

Mr. Youxe. 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. 850 equals $1.00). These rupees are heing drawn
down steadily through budgeted expenditures on established uses hy U.8, Gov-
ernment agencies working in India.

Mr. Youne. India has received how many loans and in what amounis from
the IMF for the last three years?

Governor GiLLican. India’s outstanding drawings total SDR 201 million ($248.9
million) from the 1973 Oil Facility. Since that date, there has been no borrow-
ing from the Fund.

Mr. Youse. How much gold has India bought from the IMF? Has India pur-
chased any of the gold sold by the 1.8, Treasury in recent months?

Governor GiLLiGaN. This data is not released by the IMF by amount per pur-
chaser. However, each IMF developing country member is entitled to submit non-
competitive bids for ounces equivalent to its share of total fund quotas, i.e.,
about 3%. In the June 7, 1978, IMF gold auction, awards were made to developing
countries totaling 925,200 fine ounces, and India availed itself of this oppor-
tunity to purchase from the IMF. India did not participate in the July auction.

The United States prohibits sale of gold to monetary authorities and thus we
have not sold gold to India.

Mr. Youna. Isn't it true that India’s foodgrain production this vear will be over
125 million tons: 14 million tons more than last year; and four million tons
more than the record harvest 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 he 121
million tons, as estimated by USDA.

Mr. Youne. Isn't it also true that India’s foodgrain reserves are expected to
be this year about 20 million tons?

Governor GILLIGAN. That is correct.

Mr. YounNe. There has been some speculation that the Indian Government may
in the near future sell some of its foodgrains in the world markets. Do you know
if India intends to do so?

Governor GrLrieas. Speculation about possible Indian grain sales is under-
standable given India’s current comfortable stock situation following three un-
usually good harvests. Recent reports in the Indian Press have mentioned a -
sible major loan of wheat to Pakistan, and a possible sale of 10,000 million tons
ol wheat to Nepal. Neither of these possibilities has been confirmed by the Gov-
ernment of India nor has it announced a poliey of entering 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 because of India's
inadequate storage capacity to safely hold additional stocks, and the expectation
that short harvests are inevitable in future yvears. This year's monsoon rains
however, started early and have been fairly uniformly spread throughout the
country, again bringing anticipation of an excellent harvest this fall. If renlized,
this will add further to Indian foodgrain stocks unless some disposal measures
internal and external, are taken. It should be noted that the GOI announced
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this year that one million tons of wheat would be made available at no cost to
state government food-for-work projects.

While some additional external wheat loans are possible, significant commer-
cial sales are unlikely because of the low quality of Indian wheat and its higher
cost. Under current domestic procurement price policy, the cost of Indian wheat
remains somewhat above the world market price.

Mr. YounG. Since India has agreed to provide Vietuam with $50 million worth
of assistance, there was another more recent press report which said that Vie
nam is log 1g to India to fill the void eaused by the withdrawal of Chinese aid
for at least 21 wmajor on-going projects. Do vou know if India has agreed to pro
vide Vietnam with this additional assistance?

Governor GILLiGAN. The press report was speculative and cited no hard infor
mation. Neither the Government of India nor Vietnam has made any comment
on the press story, and the Government of India has given no indication that
it is considering such a request.

Moreover, the Indo-Vietnamese agreement of March 1978 does not provide for
300 million Indian assistance to Vietnam. This figure represents total export
credits of which three quarters is on commercial terms and one quarter has only
slight concessionality.







(Clerk’s Note: The hearing on the Witteveen Facility was conducted
by the full House Committee on Appropriations)

SUPPLEMENTARY FINANCING OF THE INTERNA-
TIONAL MONETARY FUND (THE WITTEVEEN FA-
CILITY)

Trurspay, FesrUARY 2, 1978.
WITNESSES

HON. W. MICHAEL BLUMENTHAL, SECRETARY OF THE TREASURY

MR. ANTHONY M. SOLOMON, UNDERSECRETARY OF THE TREAS-
URY FOR MONETARY AFFAIRS

Mr. Mamon. The committee will come to order.

Secretary Blumenthal had a call from the P
him at two o’clock. The Secretary will be here
to ask Undersecretary Anthony
statement. It is a brief
to ask.

Will you proceed ?

resident to meet with
shortly, and I am going
Solonion to read the Secretary’s
statement and then we will have some questions

SratEMENT oF THE HoNoraBLE W, MicHAEL BLUMENTHAL, SECRETARY
OF THE TrEASURY, PRESENTED BY MR, A NTHON Y M. Soroarox, UNbER-
SECRETARY For MoNETARY AFFAIRS, DEPARTMENT OF THE TREASURY

Mr. Soromon. 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 au-
thorize United States’ participation in the Supplementary Financing
Facility, or “Witteveen Facility”, of the International Monetary
Fund.

This Facility is needed. and needed urgently, to deal with
potentially serious dangers confronting the international monetary
system. We face an uncertain world economy in which growth is in-
adequate and hesitant and confidence is weak.

We face a pattern of international payments with exceptionally
large imbalances, both surpluses and deficits. and the prospect that
certain countries will enconnter severe payvments diffieulties.

The Witteveen Facility is a major response to these problems, It
will reinforce the IMF’s capability to maintain a sound international
monetary system and promote a strong world economy thus helping to
assure a prosperons [1.S. economy and a stable dollar.

A stable and smoothly functioning international monet
is central to our own efforts to promote dome
reduce unemplovment, and enrb inflation.

The International Monetary Fund is our principal instrument for
suich a system, The TMF serves two broad functions -

Its Articles of Agreement constitute the framework,
the game.” for an open and cooperative sy
and payments,

ary system
stic economic growth,

or the “rules of

(01)
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Its resources are the world’s principal source of official balance-of-
payments financing, designed to help members solve their payments
problems without resort to measures that would be destructive to their
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 IMI.
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 Facility 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 justify 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 Facility will be used only by those
countries that have the most severe payments problems and that are
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, Tt will encourage nations in difficulty to take the
kind of stabilization measures that ave in keeping with a liberal 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 Facility will provide confidence to the
world community that our international frade and payments system 18
capable of coping with problems that may arise. Conuntries can be less
hesitant in their growth policies, given the assurance of a stronger
IMF with adequate financing. The Facility will reduce the risk of
major new shocks to the monetary system,

This Facility has been sensibly and equitably structured. It is a
unique cooperative venture, with the $10 billion shared almost equally
by OPEC and industrial conuntries. Saudi Arabia has the largest par-
ticipation, roughly $214 billion. The U.S. share. about 1.7 billion,
represents less than 17 percent of the total, and is fully appropriate to
our stake in a stable world economy.

United States participation in the Facility will result in no interest
cost to the Treasury. The interest we receive from the TMF will be
slightlv above the cost of Treasury borrowine at comparable maturity.
In addition, for each dollar we provide the IMF, we receive an equiv-
alent increase in our international reserve assets, a fully liquid elaim
on the IMF which can mobilize if we state that we have a balance-of-
payvments need to do so.

And let me make clear that the 17.S. has indeed drawn on its TMF
assets in the past: we have drawn on 23 occasiong amounting to more
than $314 billion. Thus the IMF is not an aid institution in which one
fixed group of creditors is providing money to another group of re-
cipients, it is a monetary institution in which all members have an
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obligation to provide financing when their situation warrants, and a
right to receive financing at time of need. Many r|u~1n1n-r'-‘.‘mv|i1||111?!
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 presperity depends closely and directly on a sound and pros-
percus world economy. Our exports account for on the Tl'l't't‘l' of one-
sixth of our manufacturing jobs and one-third of our farm acreage.
Our foreien 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 importantly on developments in other
countries,

We need to act promptly to bring this reinforcement of the inter-
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 youn, =ir.

Mr. Mamox. Mr. Seeretary, you have worked very intimately with
this proposal, I am sure.

Mr. Soroaox. Yes, sir.

Mr. Maniox. We are pleased to have vour comments, and we will
undertake to grapple with this problem. I think yvou are going to find
it difficult to make it elear to the House just what vour objective is
and to what extent is this foreign aid in the traditional sense. The

question is asked, Why is this o urgent. You insist it is needed
urgently in the very near future.

AUTHORIZATION

The authorization bill has not passed. T believe it was scheduled
this week for consideration by the House, but in view of the faet that
we have not completed action on the Continental Shelf bill now before
us, I don’t know when this will be up. Of conrse, the Appropriations
Committee would have no authority in this matter unfil an author-
ization bill is passed.

NEED FOR APPROPRIATION

How would you explain in simple terms why you need this money ?

Mpr. Sovosyrox, The IMF at the moment has left a very low level of
nsable resources by historical standards. because the drains on it have
been very heavy during 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
inerease,

This is a temporary loan by certain stronger countries—half is put
up by the OPEC countries and half by the stronger industrialized
countries. It is at a cost which reimburses us for the cest of borrowing
Iinlnlf.\ and, therefore, there is no cost to the taxpayer. We feel that
this is a sensible way of replenishing the resources of the fund.
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FUNDS PROVIDED BY OPEC COUNTRIES

Mr. Manox. How much money are the OPEC countries going to
put into this fund? _ ‘

Mr. Soromon. They are going to put up 48 percent, virtually $5
billion; it’s roughly equal to the industrialized countries as a group.

Mr. Mamox. Why is it to the interest of the Arab countries to put
up this money? .

Mr. Sorosmox. It took six months of persuasion and discussion to
persuade them that they shared an interest in strengthening the inter-
national monetary system, and they came around to that conclusion
and finally agreed.

Mr. Matrox. Are you getting any special opposition from any other
country that should participate in the program ¢

Mr. Soromox. No, sir, all of the countries that were approached
agreed.

FUTURE REPLENISIIMENTS OF THE FUND

Mr. Manox. 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 Internat ional
Monetary Fund?

Mr. Soromon. Future replenishments of the Fund will be done
through regular quota increases, Mr. Chairman. 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.

REPAYMENT

Mr. Manon. Are you confident that we will actually receive back the
money that we put into this program and that it will not be a nef
loss to the United States Treasury?

Mr. Soroston. 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 inter-
national reserve position increases. The Fund will be able and willing,
without any question, to repay the United States.

EXPORTS

Mr. Manox. Changing the subject, in your statement you say our
foreign trade is now at the level of $270 billion. Do you mean that our
exports are at that level ? :

Mr. Soromoxn. No, sir.

Mr. Manox. Our éxports are about $109 billion, are they not?

Mr. Soronmox. Running around $120 billion, sir. :

TIMING OF ACTION ON FUNDING REQUEST

Mr. Manox. 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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this request, and we have been requested to handle it through the Full
Committee 1f we can reasonably do so.

Whether we can do that or not is doubtful, but it was thought that
to expose as many of the committee Members as possible to the proposal
might be helpful, and that is the reason we are having this hearing
here this afternoon before the full 55 Member Appropriations Com-
mittee.

We are not certain just if or how we should distribute this respon-
sibility to the subcommittees of the Appropriations Committee. The
Treasury-Postal Service Subcommittee and the Foreign Operations
Subcommittee are candidates to consider the matter. We are contem-
plating just how we will actually handle the legislation before the
committee and before the Congress.

I see Seeretary Blumenthal entering the hearing room. Mr, Secre-
tary, your statement has been read by Dr. Solomon, and we are pleased
to have it. We realize you had an appointment with the President,

Secretary Buustentiar. I apologize, Mr. Chairman.

Mr. Manox. It’s perfectly all right.

You are free now to put your best foot forward and convince the
Members of the Appropriations Committee that when this authoriza-
tion is passed, which I assume it will be, that we should take early
action.

Secretary BrosmexTiran. Mr. Chairman, T am sure Mr. Solomon has
generally presented the ease.

Let me say that it is important that we move as quickly as possible
because this facility cannot be activated until the United States has
acted, and we are, as you know, in an uncertain world environment.

There are a number of economies that are weak. There are problems
of confidence in the international monetary system. The availability of
this additional facility to the IMF would be a considerable factor
of confidence which would benefit us very importantly, benefit our
trade, benefit the position of the dollar, and the general stability of the
total world economie situation.

The IMF is a key institution for ensuring that kind of stability. Tt
has been around quite a while. Tt has done a very excellent job. It pro-
vides the framework for order in the international finanecial arena, and
it uses its resources effectively. They are not aid. They are resources
available to all members.

I do not know whether Mr. Solomon has made the point, which I
think is worth making again if he has already done so, that we our-
selves have in the past on 23 separate occasions used the resources of
the IMF for drawings totaling something like $314 billion. So that is
really a very important institution which is available to all its mem-
bers and does a very good job.

This additional facility is important, also, and that is the last point
I wanted to make, in that it represents a first with regard to collabo-
ration between the stronger advanced industrialized countries on the
one hand, and the OPEC oil exporting countries on the other. This
is the first time that a facility of this kind is being eontemplated and
successfully negotiated that involve a virtual 50-50 sharing in the re-
sources being put together,

Indeed. the single largest contributor to that facility will be Saudi
I.-\_i'ill_!pi:t. who will be contributing $214 billion, compared to our $1.7
nllion.

31187 O - 18 - 7
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COUNTRIES EXTECTED TO DRAW ON FACILITY

Mr. Manox. If this legislation were i i:llu‘ now. what countries
of the world would !JIU!I{I ly be I:||1]11|J|IH|~' in the use of these
funds?

Seeretary Brusmestian. We cannot really say which countries
would want to make application and would be eligible to draw on
that facility. That would depend on the circumstances at the time.
Any country, theoretically, is eligible to draw on it. Tt depends
whether or not the country requires a longer period of time than the
normal resources of the IFund permit for its stabilization efforts. Tt
depends on whether or not the total balance of pavments financing
required for that country is larger than the existing quota resources
available to the country. And it also de 'pends on the willingness of
that country to take the necessary corrective measures as one of the
conditions, beeause that 1s not an unconditional resource that coun-
tries can get,

\II ,\!\I!:-\., “'i” !1:!!)’ ;|Ih] Plll‘tli!_’;l] |H' Ir:{: i".|l]l]il|1lt|'-~ f::]- Hu'
utilization of these funds?

Secretary BuomexTiar. I really would not want to single out indi-
vidual countries. T would say they clearly could be candidates and
under certain cirenmstances might be.

Mr. Manox. Tam going to yield to Mr. Cederberg.

Mr. Ceperserc. Do T understand correctly that this is the result of
substantial negotiation between m: imy of these countries, particularly
the OPEC countries?

Seeretary Bromesmiar, There has been very substantial negotia-
tion, Mr. Cederberg, ves, sir.

Mr. Ceperpere. T assume that during those negotiations that our
(rovernment has indicated to make this a suceess, we have to be a
participant to this facility. Do yvou know of anv other countries that
have anv question about whether or not they are going to participate?

Seeretary BuosexTiar, As far as I know. unless Mr. Solomon has
some additional information on this. all of the countries that partici-
pated in the negotiation and indicated the amounts that they would
contribute are sticking by their commitments.

NEED FOR TU.S8, PARTICIPATION

Mr. Cenernera. So the problem would be that if perchance we did
not stick by onr commitment that it might have a serious impact on
the entire negotiations?

Seeretary Broaresrtiran. Oh, it would have more than a serious
impact. Mr. Cederberg. The facility would not come into beine, Tt
cannot come into being without our participating in it.

Mr. Cepereere. That isall. My, Chairman.

[ Mr. Cederberg submitted the following questions for the record.
The answers were provided by the Department of the Treasury. |

Quostion. Mr. Secretary, in yonr letter to me dated Janu ey 30, yon deseribed
this Faeility as “a temporary arrangement” to meet world halance of Py ments
needs. These halance of v s needs are dve largely to inereased oil prices.
prices which are not likely to go down in the future. It seems to me that ail
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prices are going to be a serious problem for all countries, the United States in-
cluded, for many vears. What do you see down the road after this proposed
“temporary arrangement” is exhausted?

Answer. The large imbalanee in world payments, resulting largely but 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 surplus
countries inerease their ability to absorb imports from abroad. The bulk of
this imbalance has been financed, and will continue to be financed, through
private capital markets, but some official financing will be required. The Wit-
teveen Faeility will provide additional resources to the IMF to assure that it
has enough resources to meet officinl balanee of payments financing needs—
in partienlar, to help deal with the problems of those countries facing the most
difficult payments and adjustment problems, Such countries are likely to have
needs for official financing which are large relative to their normal access to
IMF financing, and to need a longer period for adjusting their economy and
balance of panyments than is normally provided under standard IMF procedures.
After the period of the Witteveen Facility, we expect that the OPEC surplus will
decline, and that adjustments in the regular IMF quota strueture will enable
it to meet future requirements,

Question. Following up on that, the International Monetary Fund was set up
at a time when the world economie picture was much different than we know
today, and I realize that this Witteveen Faeility is an attempt to reflect the new
economic realities—that is, to get some OPEC money involved in helping coun-
tries which have been hurt by OPEC's oil prices. Isn't it time for basic overhaul
of the structure of the International Monetary Fund to reflect current global
economic realities? That certainly would be better than a continuing series of
temporary arrangements.

Answer. In 1976, agreement was reached on a comprehensive revision of the
IMF Articles of Agreement to introduce important reform measures—such as
reduced reliance on gold and inereased emphasis on exchange rate flexibility. At
the same time, the IMF gnota structure was changed sharply to reflect more
adequately present economic realities—specifically the share of IMF quotas of
the OPEC countries was doubled, That quota change is now being ratified, and
is expected to take effect shortly. The Witteveen Faeility is needed to supple-
ment those IMF guotas for a temporary period, It is contemplated that as con-
ditions in the world economy change, there will be additional c¢hanges in the
IMTF quota structure.

Question. Could you identify for us some of the eountries which will benefit
from this Facility, based on their cnrrent economie status?

The United States is running a balance of payments defieit of around $18
billion, according to testimony before this Committee earlier today. Would we
be eligible for assistance under the Witteveen Facility? Or perhaps I should ask
if we will be likely to get any such assistance?

Answer. The United States—and all countries in the international economy—
will benefit from the Witteveen Facility throngh an improved and strengthened
international monetary system. With regard to which countries might actually
utilize financing under the Facility, I would prefer not to try to predict in public
specific countries which might draw from the Facility. Making such predictions
can generate speculative flows and add to the problems countries in payments
difficulty already face, Moreover, balance of payments positions ean shift rapidly,
and such predictions would not be very reliable or useful. With respect to the
question of the U.8,, it is not contemplated that the U.8, would draw from the
Faecility, It is, of course, not just the countries which have large current account
balance of payments deficits which might draw from the Facility, but rather
countries which have a large overall payments problem and need for adjustment,
and which face serious difficulties or inability to finance their deficits. The U.8.
or any member of the IMF which qualifies on the basis of balance of payments
l‘lt‘i'ﬂ and willingness to adopt the appropriate stabilization measures in con-
Junction with an IMF program would be eligible to draw from the Faeility. In
the event of a balance of payments need, however, the U.8. could rm;m's% im-
mediate encashment of its claims on the IMF ariging from its participation in
the Facility before contemplating borrowing from the Facility.

(,J‘m'-:rr‘f'on. What is the status of any U.S. commitment to contribute to this
F‘at'lll_t_\'! In other \\'nrd‘s. have the other potential contributor nations been led
to believe that our contribution is largely assured?

y What would happen if Congress refuses to approve U.S, participation in this
Facility ?




98

What would happen if Congress approves our participation, but reduces the
amount of our participation below the figures you are talking about?

Answer. In the negotiations, we always made clear to the other participants
in the Witteveen Facility that legislation would be required for U.S, participa-
tion, and we agreed that we would seck such legislative authority, If the Congress
refused to approve U.S. participation, there could be very serions consequences.
For one thing, 1.8, leadership and credibility in the international monetary
sphere would be severely undermined. At the same time, there would be no as-
surance that the IMF would have adequate resources to meet potential needs
for those resources. This could lead to a lack of international confidence in the
soundness of the international monetary system, to more hesitant growth policies
on the part of some countries, and to the possibility of moves by some countries
to seek to deal with ftheir balanece-of-payments problems through trade restr
tions, exchange controls, excessive deflation, ete., with adverse consequences on
trade, jobs and income, in the United States and the world economy generally.
If the Congress reduced U.8. participation below the level agreed to in the

ations, the other participants would feel free to reduce their participation
or withdraw. Some other countries agreed to participate only with great relue-
tanice and on the basis of the proposed participation by the U.S. Tt is very likely
that the entire Faecility would collapse. It has been agreed that all major partici-
pants must provide their fully agreed amounts before the Facility comes into
being.

Question. Would you explain for the record why the regular operations of the
International Monetary Fund are not adequate to meet the current balance of
payments problems in these countries?

In dealing with that, tell us why the new Facility will impose softer condi-
tions on its loans than are posed on IMF loans. (Especially why the period
over which the conditions on the loans to be imposed will be extended to three
years, compared to as short as one year under IMF loans.)

Answer. There are two reasons. First, usable eurrencies of the IMF are low
(about SDR 5-6 billion equivalent) relative to potential needs for those re-
sources. The regular means of increaging IMF resources—through a general
increase in IMF quotas—is a lengthy and time-consuming process. A quota in-
crease could not he negotiafed and Implemented in time to provide additional
resources to the IMF fo meet financing needs for the next 2 years or so, which
is the focus of the Facility. Second, the Witteveen Facility is designed for a
particular problem—it is to be used selectively for certain countries facing larger
financing needs and requiring a longer period of adjustment and repayment than
is provided under normal TMF policies and operations,

The conditions of the Witteveen Facility are different, but are not “softer”
than regular IMF conditions, The interest rate ig tied to the U8, Treasury
borrowing rate, and is substantially higher than the interest rate on normal IMF
transactions. The maturity of the financing is somewhat longer—with financing
repayable over 31 to 7 years as compared to 8 to 5 vears under regular TMF
financing—reflecting the particularly serious adjustment problems to which the
Facility is directed. Finaneing will be available over periods of 2 to 3 vears (as
compared with the usual one- or oceasionally two-year term on regular IMF
transactions ), also réflecting the major adjnstment problems faced by borrowers.
(Thiz also means that the horrowing member will have to remmin in complinnce
with an IMF program for a longer period of time.) The poliey conditions asso-
ciated with financing by the Faeility are the same as the conditionality of TMF
lending in the “upper” (more conditional) eredit tranches.

Question, What specific safeguards will yon, as Seeretary of the Treasury,
take to prevent abuses of assistance provided by this new Faeility by A) the loan-
recipient nations, and B) private banks?

Basged on information available to you, do you believe any U.8. private banks
are now overextended in the developing world? Are any getting close?

These questions of abuse and potential overextension bother some people ap
here, peaple who would ordinarily tend to support this request. Wonld you pro-
vide for the record a more extensive response to these questions? '

Answer. The Facility has been earefully designed to assure that borrowing
countries undertake economic stabilization programs adequate to correct their
problems and restore sustainahle balance of payments positions. We do not see
a Ihrl‘t'fllirii for “abuse”, but will take partienlar eare to see that the terms and
i'ﬂlilillllhl'lr-‘ that have been established for the Faeility are adhered to in its
operations.

With respect to your second question, detailed data on the assets of individual
banks are frequently not available publiely, although the annnal reports of many
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banks indicate the magnitude of that bank's exposure in LDCs and in other
geographical areas. Based on the annual reports for the major banks and in-
formation from the regulatory agencies, I do not believe that any 1.8, 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 future im-
balances, the role of the banks in financing the imbalances, and the role of the
IMF.

A main premise of the proposed Supplementary Financing Facility is that the
OPEC surplus is structural in nature and will diminish only gradually over time.
Alternative sources of energy simply arve not adequate at present, and oil im-
porting 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
which the surplus is concentrated to increase purchases of foreign goods and
services 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 that now exist will be eliminated or reduced to more manageable
levels.

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 substan-
tial 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, ete, The remainder will be left on deposit with banks. The amount
which OPEC invests in any particular country, however, need not mateh the size
of that country’s current acconnt deficit, and some investments will be placed with
0il importing countries which have eurrent account surpluses, Thus the distribu-
tion 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 finanecing they need.

Not all countries collect data on such financial transactions, and the data that
are collected by various countries are not always computed on the same basis.
In an effort to provide a very rongh approximation of major types of eapital flows,
the Treasury has prepared estimates of the sources and uses of funds by conntries
in current account deficit in the 1974-76 period. During this period total financing
by countries with eurrent account deficits amounted to about $277 billion, com-
prised 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—ineluding
direct portfolio investments, bond sales, government placements and a variety of
other financing channels—provided $0¢ 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 statisties is attached.

Our expeciation is that the OPEC surplus, though decreasing gradually, will
remain large over the next few years and that- despite some important shifts
and reductions in imbalances among oil importing nations—total finaneing needs
will continue to be on the same order of magnitude over the next two to three
years as during the 1074-7T6 period. At the same time, while we would expect
some expansion of official sources of financing in the period ahead—for example
in IMF financing—official financing is unlikely to expand enough to sceount for
a sharply increased share of tofal 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 remain
very large in the period immediately ahead, and that the private sector will
continue to provide the bulk of such financing.

In dealing with the problems posed by present and prospective payments pat-
terns, 3 careful balance must be struck between finaneing 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 balanee of payments costs
of higher oil prices in a world also facing deep recession. Nations were encour-
aged, at least temporarily, to “accept” the oil deficit and finance it, rather than
to try individually to eliminate their deficits through restrictions and domestic
refrenchment, It was recognized that such policies by any one country wonld
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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 private
angl official sources—was essentially without conditions or requirements that
particular adjustment policies be implemented.

This was a reasonable and prudent initial response to the payments problems
caused by the oil price increases. But it is clearly recognized by the international
community that a process of adjustment must be nndertaken, that the pattern
of current account deficits must be brought more closely into line with sustain-
able patterns of capital flows. In some countries, policies have been altered
effectively to bring deficits into a position that ig reasonahble
light of the country's ability to attraoct capital. In others, where programs have
only recently been put in place or progress on earlier programs has been slow,
perseverance and time are required to achieve the economic st ability essential
for sustainable growth. And some countries, which have reached or are approach
ing the limits of their ability to borrow in private markets, must initiate
adjustment efforts that have been too long delayed. There is a danger that in
some cases of particularly serious difficulty, adequate private financing will not be
aviilable and countries could be compelled to implement unduly restrietive do-
mestic economic measures, protectionist trade and capital restrictions, or ag-
gressive exchange rate practices in order to reduce their financing needs. Such
measures could have serious implieations for the world economy in general as
well as adverse consequences for the economy of the country introducing them. To
defend against this danger, and to promote orderly and internationally respon-
sible adjustment, adequate official balance of payments financing must be avail-
able to supplement other sourees of finanecing during the transition while adjust-
ment takes effeet.

The Supplementary Financing Facility will meet this need by helping to
assure that IMF resources are adequate to meet official balance of
ilnancing requirements and by encouraging countries to take esse

and sustainable in

payments
ntial adjust-

ment measures—thus strengthening confidence in the monetary syvstem as a
whole. The facility will not sharply reduce aggregate finaneing requirements-

that is largely a function of the world energy balance—but will help to bring
about a more sustainable pattern of imbalances and reduce imbalaneces among

oil importing countries,

I do not share the view that continued large-seale financing. by itself, consti-
futes a serious danger for the monetary system. The key questions are who is
borrowing and how is the credit being used. Foreign debt is not necessarily
bad—it can be an important positive factor in an economy. IT borrowed funds
are properly used to support productive investment and to strengthen the hor-
rower's current account position, the debt need not constitute a serious future
burden, as shown by the experience of the United States in the last century
and other countries at present. Excess savings in surplus OPEC countries can,
in effect, finance investment in the oil importing countries by supplementing
those countries’ domestie savings, The OPEC savings can be transferred to oil-
importing countries directly or indirectly (through eapital markets) and used
to finance productive investment in those countries. Provided that the horrowed
funds are productively invested, there need not be servicing problems in the
future. IMF programs are designed to promote the sound and stable economic
conditions whieh are conducive to productive investment.

Continued foreign lending by private banks need not have an adverse
impact on the U.8, economy, either because of a diversion of eredit to overseas
borrowers or because borrowers will rely on exports to repay their debt. Com-
mereial banks have been able and will continue to be able to expand overseas
lending from the net capital inflows of the OPEC countries. There is no evidence
that bank liquidity is strained, and as domestic credit demands revive with eco-
nomic growth, we do not anticipate that U.8. banks will have difficulty in meeting
these demands. Certainly countries will serviee their debt, in part, through export
earnings, and some of those exports will be to the U.8. At the same time, how-
ever, those countries will be inereasing their capacity and demand for imports.
and some of those imports will be from the T.S. As one country grows, so will
many of its trading partners, with the result that all countries can share in
inereased economic prosperity.

There is no reason to expect that an increase in debt, per se, will impede
development in LDC's. On the contrary, if productively invested, borrowed money
increases a nation's capacity to service debt by encouraging economie growth
and expanded trade. As discussed ahove, if the borrowed funds are properly
used to support productive investment and to strengthen the borrower's current
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account position, the debt will not necessarily constitute a serious future burden.
Foreign debt can thus be an important positive factor in an economy, by provid-
ing a major source of economic growth. Not only is this true for developing
nations, but also for industrial countries. By enabling countries to finance their
payments imbalances in an orderly way and inerease productive capacity, for-
eign lending leads to a heelthier world economy.

In sum, I believe that financing needs will remain at high levels in the period
immediately ahead. This outlook is la rgely determined by the world energy situ-
ation, which eannot be corrected by financial measures, I see no realistic
alternative to continued reliance on the private sector for the bulk of finane-
ing—and no serious danger for the system provided that 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
that the private markets have played an invaluable role in the aftermath of the
0il price increases, in providing financing needed by countries to sustain growth
and avoid mutually destructive policy responses to the abrupt deterioration in
their eurrent account positions, With care on the part of both public officials and
the private sector. that comstructive role ean 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 billions of dollars]

Tolal,
1974-76

Sources:
Official flows, total. . .

Multilateral

IMF (net)._.....
Others (net)!. ...

Bilateral develo
Private flows, total. ... .

Commercial banks (chang
countries)

Europe (G-10). ..o can.....

Canada and Japan. ...

United States (domestic)

United States (offshore)

Totd .o s
Minus double counting of interbank deposits. __ ___

et lending by banks. e S e e i i R
Memo: included in above are medium-term Euro-credits .

Other private sources:
International bonds placed by deficit countries
Direct placement (Including government to government)
Portfolio/direct investment =iA Sl

Total (other private sources). _.
Tolal sources. ..

Uses
Aggregate current account deficits ( ncluding official transfers)
Debt amortization____ el d I L
Reserve change by countries in deficit (4 indicates reserve increase)
Credils to surplus countries (bonds and banks)+_ _ _

Tolal uses. .

T T T R e o S ) | ) WY 4 +14

1BRD, IDA, 108, regional development banks, FEC, U.N. and special OPEC funds.

2Grants by OECD and OPEC were $11,000,000,000 in 1974, $11,000,000.000 in 1975, and $12.000.000.000 in 1976.

3 Treasury staff estimates that included in this total is roughly $32,000,000,000 of banking flows to surplus countries,
I#aving a total of $128,000,000,000 of commercial bank lending o deficit countries and a total of $277,000,000,000 in total
fimancing flows to deficit countries.

4 Treadury staff estimate




102

Question, 1t is the position of the Administration that no appropriation is re-
rfuired for the estimated §1.75 billion U.S. contribution to the Witteveen Facility,
since we will get back 1.45 billion special drawing rights (SDR's). First, what
are special drawing rights, and what can we do with them? Second, give us
some instances when the United States used SDR's in the past. Third, since
there is only a given amount of money in the 1.8, general Treasury, does the
commitment of this $1.75 billion prevent the commitment of that amount of
money for domestic needs? I ask these questions because it is hard for a lot of
Americans, and their Congressmen, I might add, to understand how you can
commit a large amount of dollars to an international institution, get something
back that you can’t spend for domestic needs, and tell us that the whole operation
is just “an exchange of assets.”

Answer. When the U.8. provides dollars to the IMF under the Witteveen
Facility, it will receive in return an equivalent increase in the U.8. “reserve
position” in the IMF—a liguid claim on the TMF which is denominated in SDR,
the IMF's unit of acconnt. These claims give the 1.8, the right to draw from
the TMF, when we have a balance of payvments need, the foreign currencies we
require or Special Drawing Rights (with which we can aecguire the foreign
currencies needed). These elaims accordingly are counted as part of the T.8.
official monetary reserves.

The United States has nsed such reserve claims on the IMF on 23 oceasions
in the past, for a total of more than £3.5 billion, obtaining the foreign c¢nrrencies
required for balance of payments purposes,

Thus, the U.S. is not “spending” when it provides dollars to the IMF
Rather it is using one form of money (Treasury’s cash), to acquire another form
of money (international reserves) which we need for international purposes.
These transactions are akin to purchasing foreign currency with .S, dollars or
to depositing dollars in a bank. In none of these cases have Treasury monetary
holdings declined—rather the form in which our money iz held has changed.
Accordingly, these transactions should not be viewed as competing for U.S.
resources with government spending programs, whether the spending under
those programs is for domestie or international purposes.

Question. If we choose to go the appropriation ronte on this request, is the total
amount we would have to appropriate—$1.75 hillion plus the $200 million for
the reserve for exchange losses, for a total of 81.95 billion?

Answer. The Committee on Banking, Currency and Housing reported the bill
authorizing U.S. participation in the Witteveen Facility with a provision subject-
ing the authorization to the appropriations process,

In the Administration's view, if appropriations are required, only an appro-
priation of £200 million, as a contingency reseryve for potential exchange valua-
tion losses arising from U.8. participation in the Witteveen Facility, wonld be
necessary. As indicated in the answer to question 7, U.8. transactions with the
IMF under the Witteveen Facility are monetary exchanges, and the only ex-
penditures that might be incurred in connection with U.S. partieipation, are
valuation losses on 1.8, holdings of monetary assets because of exchange rate
changes.

Ouestion. In closing my part of the questioning, I would just repeat a question
posed in the dissenting views on the authorizing bill for this request :

Why is it in the national interest of the United States, which is itself a vietim
of OPEC oil policies and which hag serious balance of payments rroblems of itg
own, to provide $1.75 hillion to the proposed Witteveen Facility, which is designed
to assist other countries in financing their oil-related balance of payments
defleits?

Answer, The Facility will, of course, be providing financing to countries in
balanee of payments difficnlty. That finaneing iz to promote a more sustainable
1 tern of payments imbalances, amnd to nromnote | = of payments adjustment
throngh internationally cooperative and respousible policies. Thns the rurnose
of IMF finaneing is to maintain a strong international monetary system and
healthy world economy. U.8, economie growth and prosperity, and » health of
the dollar, depend eritieally on a strong and prosperous world economy. It is
clenrly in the U8, inferest to join with the other industrial countries and the
OPEC countries to help reinforce the IMF and the world economic system, be-
eause of our own important economie stake in that system.
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Mr, Marmox. 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. Steep. Mr. Secretary, of course since the authorizing legisla-
tion is coming up on the House floor, obviously, if it's approved the
major questions as to the desirability of this program will have lw‘vn
answered. If it isn't. of course, then we don’t have any problem as far
as our committee 1s concerned. :

Now. assnming that it is approved, the Appropriations Committee
then will have to start the process of enacting a law appropriating 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 administrative costs.

Could you give me a little summary of how much of your manpower
and your resources are involved in administering this program and
what would probably be added to it if this new function is brought
about? Also. How does that interface with the stabilization fund
activities that you also have to carry out of the Secretary’s office ?

MANPOWER TO ADMINISTER PROGRAM

Seeretary Broomestiar, T would say, generally speaking, Mr. Steed,
that T do not believe that the participation 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
execufives that we have in the international side of the Treasury, par-
ticularly on the international financial side in QOASITA (Office of the
Assistant Secretary for International A ffairs).

These are the same people that are also engaged in administering
the Exchange Stabilization Fund. T don’t really think we would have
|Ul'N!l{lIlll“III'III:IIt|)l!\\'t-‘|‘l'lllll|I](‘lIII'i'If.

Mr. Solomon is immediately in charge of that. Do you agree with
that? . : . .

Mr. Soromoxs. Yes, sir.

Mr. Steep. We never have considered the stabilization fund as one
of the subjects that would come under the general heading of foreien
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 BuomeNTiarn, The IMF is quite different from foreion
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 this is a way to maintain stability in
the world monetary situation and to maintain general economic health
and the level of trade in the world. :

It i‘. not a hand-out: it is not a providing of aid to any particular
countries. The member countries have paid resources into the Inter-




104

national Monetary Fund, as we have, and they have a right to draw
on that. So, it’s really quite a different situation.

Mr. Soromox. May 1 add to that, Mr. Steed ?

We have a continuing day-to-day relationship with the Interna-
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 part of the regular international monetary transactions of
the Treasury with the Fund.

Mr. Steep. As I follow you, then, vou consider this entire IMF
area as another purely Treasury funetion as you do the several other
responsibilities the Treasury Department has to perform.

Secretary BromenTHAL. That is right.

Mr. Steep. Tt has nothing to do with some program of foreign aid or
some other activity of that sort ?

Secretary BrusmenTitar. That is correct.

Mr. Stegp. There is one thing that T am a little bit unclear on. We
haveneed 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 be vour understanding of the operation of
the fund, if a country received a loan from the fund. that the IMF
would require that 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 becanse of its balance of payments being so out of
balance.

Secretary Brosentiar, Those are difficult problems for some eoun-
tries. But the agereements that are negotiated between the TMF and
individual eonntries with whom thev are working on stabilization nro-
orams cenerally are of a nature that the country can accommodate.

The TMF is not going to press for somethine that is unbearable for
the country. Tt does frequentlv mean, however, adjustments are diffi-
cult and involve some belt tightening. Under present circumstances,
virtually all of the countries that are going throueh stabilization
programs are able to handle their obligations under the IMF
agreements.

Mr. Steep. That isall. Mr. Chairman.

Thank you, Mr. Secretary.

Mr. Manoxn. The gentleman from Maryland, Mr. Long.

PURPOSE OF PTROVIDING RESOURCES

Mr. Loxe. Thank you, Mr. Chairman.

You say this is not a foreion aid prooram. Aren’t the difficulties of
many countries due to the fact that the OPEC nntions have main-
tained a very high price for their 0il? A hieh price which has put a
great many countries in exchange difficulties, including ourselves?

OIL PRICE INCREASES

Secretary BLomenTHAL, Tt is true that the increase in the price of
oil has created diffienlties for several countries.

Mr. Loxa. In setting up this program, aren’t we. in faet, helping
these other countries to continue to pay these exhorbitant prices for

OPEC oil ?
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Secretary BuosmextHAL, The IMF is providing these resources as
part of agreements for carrying out stabilization efforts in each of the
countries involved, so that their total economy adjusts itself to the new
situation.

ASSISTANCE TO DRAWING COUNTRIES IN MAKING OIL PURCHASES

Mr. Loxa. This may or may not be true, but isn’t it a fact that by
setting up this program we are helping these foreign countries con-
tinue to buy oil at high prices from the OPEC nations?

Secretary BromenTHAL, Some countries buy from the OPEC na-
tions, others have their own resources. The IMF’s resources are avail-
able to assist in economic stabilization efforts for any purpose.

INTEREST OF OPEC COUNTRIES

Mr. Lone. 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 part that they are a major
part of the cause of the problem #

Secretary BoomesTiar. I think it indicates a recognition that they
have a lot of excess resources, that they have the same interests that we
do in maintaining stability in the world economy.

Mr. Loxg. 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 that have been set up by
OPEC? Tsn’t this facility. in fact, a recognition of that fact and an
attempt to enable a lot of countries to continue to buy oil at those high
prices?

Secretary Buuatentrar. T don’t think

Mr. Lone. Isn’t that why the OPEC nations are so willing to put up
90 percent of the facility? T don’t know any other program in the
world for which they are willing to put up 50 percent of the funds.

Secretary BrosmeNTrAL. T think the OPEC nations recognize they
have an interest in maintaining a stable world economy and the
world

Mr. Loxe. They have an interest in selling their oil, don’t they, at
high prices?

Secretary Brousmenriar. They certainly want to sell their oil,

Mr. Loxe. 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 Bromestian. We do not do this for the benefit of the
OPEC countries.

Mr. Loxa. But isn’t that, in fact, the result?

Secretary Bromexrtiar. In my judgment

Mr. LoxG. Aren’t we postponing an adjustment based on the facts of
the world market?

Secretary BoomExTrAL. T think we are facilitating an adijustment.

Mr. Loxa. We put in $8.1 billion in the U.S. quota to the IMF in the
past, I believe. What happened to all of the money we put in?
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Secretary BromenTiaL, Why don’t you go through the numbers as
we have them.

Mr. Soroaron. We have a quota now, Mr, Long, of SDR $6.7 billion.
which is the equivalent of $8.107 at present exchange rates.

Mr. Loxe. Eight billion dollars is an awful lot of money, What
happened to it ?

Mr. Soroamox, It's right there, sir.

Mr. Loxe. Right there? Then why don’t we use it for this purpose?
Why do we have to put in more money ?

Mr. Soroarox. It is being used along with the remaining, the rest of
the $45 billion that isin the

Mr. Loxe. Why do we have to add to it ?

Mr. Soromox. In the Monetary Fund? We have to add to it for the
reason I explained earlier, that right now the usable currency re-
sources of the Fund is only $5 billion to $6 billion, which is a historical
low. and therefore, the Fund needs more resources. But the money
stays. Tt rotates in and rotates back between debtor and creditor coun-
tries, depending on who has a temporary balance of payments need.

RESERVES

Mr. Lone. Supposing the U.S. decided they wanted their $8 billion
withdrawn ; what would happen?

Mr. Soromox. The Fund would be destroyed in present circum-
stances by such a complete withdrawal.

Mr. LoxG. So we couldn’t, as a practical matter, get it back, could
we?

Mr. Soromon. Neither can any other country, No country will spend
all its reserves at onee.

Mr. Loxa. So instead of calling this an asset, we have really kissed
it goodbye for all practical purposes; isn’t that true?

Mr, Sorosox. T think it’s an extremely important asset to us, and
it’s important to our international financial monetary reserves.

Mr. Lona. But if it’s a reserve which we can’t draw on without
wrecking the world, in what sense 13 it a reserve?

Mr. Soroamox. No central bank or government will use up all of its
reserves. It must have reserves somewhere. If you nse your last dollar
of reserve, Mr. Long, you would be bankrupt.

Mr. Loxe. T understand that.

Mr. Soroaox, That is a @ood place to keep it becanse

Mr. Loxa. Yon are telling us this isn’t really properly an appropria-
tion because we are getting assets in exchange. but they are assets we
can’t cash, and assets vou can’t eash, in my opinion, are not assets.

Mr. Soromox. That is also true of our gold holdings, because we
wourld not disnose of our gold holdings en bloe to the last dollar.

Mr. T.oxe. What is going to happen to the monev we pay in?

Mr, Soromox, We will not pay it in. It will be available for the TMF
to draw upon, if needed.

Mr. T.oxg. Are we goine to be in the same situation recarding the
$1.7 billion that we are pledging? Are we going to be in the same
situation in another couple of years where we are told this isn’t enough,
and we have to put in more money ? As a matter of fact. isn't there an-
tllt\l;c]';‘?n-gt|]nr quota increase due in another couple of years for the
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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 further replenishment of the Fund will
it the size of that quota review would be. But we

\['[ SOLOMOXN.

be required, and whi
do this periodically, of course.

EMERGENCY AID

Mr. Loxe. But apparently this periodical review that is coming up
is not soon enough, so basically, what you are saying is the Interna-
tional Monetary Fund is in unusual trouble and we have to come to
its assistance with emergency aid; isn’t that what this amounts tot

Mr. Soroaon. That is a way of putting it, yes, The IMF's resources
are very low and we would not like to run risks with the International
Monetary system. It affects our own economy 0o seriously.

Mr. Lox. We have a deficit of our own, I think today the Chairman
of the Council of Economic Advisers says the balance of payments
deficit is running about $17 billion. Why are we putting out more
money to help other countries with their balance of payments difficul-
ties? How do we handle our own balance of payments difficulties?

PROPOSALS FOR ADDRESSING BALANCE OF PAYMENTS PROBLEMS

Secretary Broamestiar. We are handling our balance of payments
problems by recommending to the Congress that energy legislation be
enacted early, by putting forward a program, an economic program
which the President has submitted, including a tax program tHat will
ensure growth and competitiveness of American industry ; and by pro-
viding additional resources to the Export-Import Bank.

Mr, Loxa. These are proposals by the Administration. Congress
hasn’t acted on them yet.

Secretary BrosmexnTiar, That is correct.

Mr. Loxc. 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 world ? Isn’t this a highly speculative thing?

Secretary Bromestaar. I would certainly hope Congress will act
favorably on measures that will help us to deal with our current
account deficits,

Mr. Loxe. You ean’t be sure that is going to happen, and in the
meanwhile, you are asking us to cope with our own staggering balance
of pavments deficit, and, additionally, to put out a ecouple of more
billion dellars to aid other countries, We are not only paying an
enormous price for oil, running a huge trade 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 OPEC oil.

Secretary BrumenTHAL. Mr. Long., do you seriously believe if we
are a party to creating confusion in the world monetary and financial
situation that that will help the United States? |

Mr. Loxe. That is your “confusion”, not mine. Do vou 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 their produets
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 your oil; you are charging to much, and the
world is in difficulties.” '

Qecretary Brusentian. We are talking abont maintaining the via-
bility and the resources of the International Monetary Fund, which
is central to the strength and health and vitality of the American
economy.

Mr. Loxe. You are saying this in very long winded words, but why
don’t you just recognize the words I just presented to youl

Secretary BrumentHAL. Because I don’t agree with them.

Mr. Lone. You don't agree that the oil countries are charging more
for their oil than would be the equilibrium price in the world market,
that there are oil surpluses which can’t even be sold at those high
prices, and that this is the reason why we are in a balance of payments
difficulty. You don’t agree with that?

Secretary BrumexTHAL. I have said on many occasions that the
stabilization problems of the different countries exist for many reasons,
including the present increase in the price of oil.

Mr. Lone. You don’t think the price of oil is a major factor?

Secretary BrusentaaL. That is one of the major factors, absolutely.

Mr. Lona. 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.%ind we are simply saving, all right, in order for vou not to
have to lower your price on oil we are going to participate 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 BroamexTiAL. That is not the way T would express it at
all.

Mr. Loxe. You mean that is not the way you like to see the state-
ment. made.

Secretary BrumenTrAL. Yes. T do not like fo see it made that way,
because T don’t think it’s correct. Y

Mr. Loxe. If T am not correct, just say in what way T am incorrect,
but. please say it in simple words.

Secretary BLuameNTHAL. I can only say it in the words in which T
can say it. I hope they are simple enongh.

We have made it very clear to the oil exporting countries that in-
creases, further increases, in the price of oil at this time would create
problems.

Mr. Loxg. Why don’t we make if clear to them ?

Secretary Brusextran. Would you allow me fo finish mv state-
ment.? As a result of that, the oil exporting eountries did not increase
their price of oil. Tt was their choice. Thev are entitled, thev are cer-
tainly entitled to charge for it what they can get. '

I don’t k!mw what vou are snggesting that we do other than to
ensure that in the eirenmstances in which they charge a price for their
prodnet we do the best we can to avoid reliance on them, and we have
helped other conntries as well as ourselves to adjust to that situation.
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Mr. Loxc. Have you ever suggested to them that they lower the
price of their oil ¢

Secretary Brumenraar, That is a suggestion that they have heard
many times before.

MY, StEep. Mr, Chairman, could T ask one question?

Mr. Manox. One question.

Mr. SteED. We have been talking about the oil and its impact on the
use of the International Monetary Fund in relation thereto. 1 come
from an area where the sale of agricultural products is important,

Does it follow that the International Monetary Fund plays an im-
portant role in the ability of the American agricultural producers to
market their crops to nations throughout the world ¢

Secretary Buomexrtian. Absolutely.

Mr. Matox. Mr. Conte?

Mr. Coxte. Mr. Seeretary, I want to follow up on the questions
asked by Al Cederberg and Tom Steed. Wouldn't our balance of pay
ments deficits be relieved by stabilizing the exchange rate of other
countries? Tlll'_\' will be in a better |m.=.|.T ion to be able to in![l'l'h:l:-‘\- L{utld.‘*
and services from the United States.

Secretary Brusmentuan. Absolutely. That is veally the only way
in which we can hope to maintain stability and increase our exports
over tiume.

Mr. Coxte. T would like to look into this more in the future, May 1
make a suggestion, Mr. Chairman? I know there is a precedent for
this. Instead of wasting time deciding what subcommittee you should
send it to, let’s take it up before the Full Committee,

This is a very, very urgent issue, as T understand it.

Mr. Yares: Mr. Chairman, we don’t have a quorum of the Full
Committee here today.

Mr. Coxte. I don’t mean today. Some future date.

Mr, Yares. Why not send it to the subcommittee to get a thorough
review of it? ' ; )

Mr, ConTe. There is a dispute over what subecommittee should
tuke it.

Mr. Yares. We have sent subjeets to two subcommittees before.

HUMAN RIGHTS

Mr. Coxte, We have precedent for full committee hearings. The
thing T am coneerned sbout here is Human Risrhts Amendments,
which T understand will be offered, and what effect will that have
on this?

I think that is a very phoney issue, and one that should be discussed
Tt'u];ll\‘.

Seeretary Buusmextiar. T think the character of the TMF is so sub-

stantiallv different from that of the international development banks
that really that question should not properly arise. All IMF members
not fm]_\' have rights, but also obligations that are very important to
flhn' international monetary system, as they are to our own economie
interests in this country.
_If we were to apply human rights considerations to IMF transae
tions, that in fact would constitute a denial to member countries of
the TMF of the rights to which thev are legally entitled so long as
they meet their obligations under the IMF. -
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One of the most important obligations in that regard is the obliga-
tion to provide financing to the IMF. That is something that they are
obligated to do. Thus, we would really seriously impair the ability
of the IMF to funetion.

If you introduce into this kind of an international financial mech-
anism, which has all of the benefits that have been referred to, politi-
cal considerations of this kind. they simply could not function and
member countries would cease to be willing to meet their obligations
since they would be deprived of their rights.

Mr. CoxTe. Thank you.

Mr. Manox. Ave there further questions on my right?

Mr. Appaepo. Mr. Secrefary, 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. i,

Looking at your statement on page 2 and speaking of this facility.
that would almost be a eriterion for setting up a program to help our
own eities—being able to borrow from the Federal Government, work
out their 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
inerease our contributions or everyone’s contributions to the Interna-
tional Monetary Fund ? Why this separate facility?

Secretary Bromexstrar, This is in the first place considered to be
a temporary facility for a limited period of years. Tt has certain other
different requirements attached to it.

As I indieated, 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 throuch drawing on the regular
tranches, Tt is sunposed to deal with the adinstment requirements in
the world that exist at the present time. and hopefully only for a lim-
ited period of vears.

So it is not therefore quite the same thing as the 6th quota incresse
and the possible Tth quota increase that is being discussed in parallel

TEMPORARY NATURE OF THE FACILITY

Mr. Avpageo. Is there any limit of time on how long onr monev. if
we do contribute to this separate facility, will be tied up? Have there
been any regulations promulgated ? 1 vear. 2 vears, 5 vears. 10 vears?

Mr. Soromoxn. Yes. The maximum period in which conntries that
are qualified can make drawings is 5 vears. Repavment is in 8.5 to T
years after each drawine. So then the facility ends,

I should point out, Mr. Addabbo, that the United States share in
this facility is less than it is in normal auota increases, the normal re-
plenishment. Then our share is around 21.5 percent. In this ease 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. Apparpo, It has been mentioned., quite proverly, that this will
benefit to a great extent OPEC, and is why OPEC is putting up 50
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]J(Illlli In view of the fact that much of the problems with the
balance of trade throughout the world lies at the foot of the OPEC
countries, would this not be time to use this wedge to revamp the en-
tire IMF and get the OPEC countries to increase their overall con-
tribution to IMF, rather than to set this T-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 this one question where
they may not be able to get panl some of their extravagant bills, now
is the chance to get them to increase their mul:]hutmu to the entire
IME?

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 RIGITTS

Mr. Soroamon, 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 U nited
States veto on key decisions. and we have such a veto.

These contributions are part of the official reserves of each govern-
ment, and therefore they are not considered anything 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 T am sure under
the normal eriteria certain OPEC governments may 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 trans-
actions, and we do not want to give up our veto share——

Mr. Avpappo. Are we giving up our veto share under this facility?

Mr. Soromon. No. Even though we are putting up only 17 per-
cent, this does not affect our voting.,

Mr. Appappo. Even with the money given to this new facility?

Mr. Soroaron. No. :

Mr. Apparro. Can we not change the rules so that the same rules
would apply to the IMF voting?

Mr. Soroson. 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. Appaepo. If you are changing the charter and changing ground
rules

Mr. Soromon. We are not changing the charter.

Mr. Appaspo. You are changing the ground rules for a temporary
facility ?

Mr. Soromox. Right.

Mr. Appasso. 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. Soroxox. 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, Appapso. But you are not doing it with this facility.

Mr. Soroaox. On this one we are getting a better deal. We put up
17 percent, but it is not affecting our voting power.

Mr. Appaseo. What T am saying is. why can we not redo the IMF
fund to get the same benefit?

Seeretary BromeEnTiaL. Nice work if you can get it, except you
cannot get it. It is a good idea but you cannot do it.

Mr. Appasro. Except yon have the OPEC 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 Brosextimar. The Articles of Agreement of the IMF,
negotiated many vears ago, really preclude the possibility of doing
that on regular auota increases, There are dozens and dozens of coun-
tries involved. You would never be able to agree to that, that other
people put up the money and we have the votes. That is a nice
arrangement.,

Mr. Appaero. Mavbe vou should try it.

Secretary BroaexTtiian, I admire you for your ingenuity but T do
not think we can oet that result.

Mr. Appaeso. We have it richt here.

Secretary Boovwexnrian. We are very proud of this.

Mr. Sovoymox. This is the best deal since the Lonisiana Purchase.

Mr. Appaseo. Tt still leaves $1.7 billion.

Mr. Ceperpera. Off the record.

[ Diseussion off the record.]

Mr. Cepereerc. What would happen if we did not have this facility,
and we need the stabilization. would we be usine United States dollars
from some other appropriations to assist stabilization?

Secretary Brosextiar. We would have a Jot more countries in very
serions trouble; there wonld not be enough official resources available
for them to carry out these stabilization projects: we would have a
lot more disturbance in international exchanee statistics: our exports
would suffer. acricultural as well as industrial: and the whole world
would be worse off, The IMF has functioned well to prevent that situa-
tion from ocenrrine. You need those resources,

Mr. Steep. The Chair recognizes the gentleman from Alabama.

Mr. Epwarps. Thank vou, Mr. Chairman.

Have you made a statement on the record where the name Witteveen
Facility eame from?

. Secretary BLoMeNTHAL. Yes; it comes from the name of the Manag-
ing Director of the IMF, who is a eentleman by the name of Witteveen.

Mr. Steep. Tt's just that -I|r1|1]c

Secretary BrumeNTHAL. Tt is just that simple. He had one of the
first ideas, he convened the first meeting, and it became known as the
Witteveen Facility.

Mr. SteEp. T know Mr. Addabbo’s concern about New York and the
need for money. T was looking at the breakdown of the budget ; about
17 vercent of our budeet goes to States and localities, does it not?

Secretary Bromexriar. I think that is about right,

Mr. Steep. That is what a chart CHRTEN
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Seeretary Broasestmar, OK. )

Mr. Steep. Which would be about $85 billion, if my math is right.

So we are really not short-changing the States and localities, are
we ?

Mr. Avpaspo. We paid in 26, though. We ave still being short-
changed.

Mr. Epwarns, Come on down where we live where the taxes are
cheaper. Most of us think about the International Monetary Fund as
a fund that is there primarily for the benefit of others.

USE OF FUND BY THE U.S.

You say in your statement that we have used the fund 23 times,
drawing on our assets for more than $3.5 billion, Would youn give us
some examples of what has caused us to draw down on our assets?

Secretary BrusenTHAL, Yes, I think Mr. Sclomon has detailed ex-
amples of the occasions when we did that. g

Mr. Sovomox. There have been periods like in the early Seventies
when countries would come in, because we were running a big balance
of payments deficit, they would come in with dollars and ask us to
redeem them for other usable currencies or gold. We do not have
other usable currencies but we have gold. Rather than pay out the
gold, we drew usable currencies from the fund and paid them, and
took those dollars back.

Mr. Epwarns. Is that typical of most of the 23 instances when we
have used the fund?

Mr. Sovonox. It is true of most of them. There may have been some
types of transactions as well where—this zets fairly technical—to fa-
cilitate other exchanges in the fund, but in those cases we were also
running a balance of payments deficit. In every case it represented a
resource for us to draw during a period of time when we were running
a balance of payment deficit.

CONSEQUENCES OF FAILURE T0O REPLENISH THE FUND

Mr. Epwarps. Tell me in simple language that Mr. Long and I can
understand, what would happen if the Congress does not go along with
this request # What is the practical effect of failure to respond to your
recommendation ?

Mr. Soromox. The facility would not be activated. The Fund would
continue to operate with its low level of resources: it would mean that
you would have a very limited ability to respond, if there were a shock
to the international monetary system.

I am not saying that the international monetary system would col-
lapse, by no means; I am saying it would be weakened, if we fail to
make this replenishment, that is.

Mr. Epwaros, Is replenishment the proper word ?

Mr. Soromon. Well, it is a temporary replenishment, I suppose, is
the word.

We are beefing up the resources of the Fund to meet, certain special
types of problems because of the large imbalances, the large deficits
in the world today and the greater need for balance of payments as-
sistance, So I think, even though it is a temporary replenishment, I
would still use that 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 whole, and it also
means that they are not pursuing the proper type of stabilization
program.

In the long run, they would be much better off if they followed
appropriate stabilization programs. as we have seen in the case of
Great Britain and Ttaly. Great Britain, 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 growth 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 put on if it cannot go to the Fund and get balance of payments
assistance as part of that program.

Mr. Epwanps. Is it fair to say that it would be inappropriate to put
this fund in the general category of foreign aid?

Mr, Soromox. Yes. Tt is not foreign aid at all, It is a flow of financ-
ing back and forth, a two-way flow. Countries are debtors at some
times, ereditors at other times,

As the Secretary has pointed out, we have drawn frequently, and
Britain 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 part of total drawings has been by the
more developed, industrialized countries.

This is not a foreign aid institution in any sense. It is an institu-
tional propping-up of the international monetary system, and we
would really be hurting ourselves badly if we did not prop up this
system when it needs propping up, particularly when we can do it with
as cheap a price ticket as this.

Mr. Steen. Off the record.

[ Discussion off the record.]

Mr. Steep. 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 BALANCES

Mr. Secretary, as T look at this, it seems that it is actually used as
a fund that 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 far as international balance of trade and balance of pay-
ments is concerned,

My concern is that we are not going to be exporting more agricul-
tural products; we are not exporting fuel because of our present
policy: we are not going to be selling more manufactured goods.
What will we be selling that necessitates that we continue to be part-
ners in trade ?

Secretary Brumesrtrar. Well, actually. if you look at our trade
balance you will find that on everything but energy we have a surplus
of some $15 billion or so: it is that $45 billion tab for energy imports
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that is causing the very substantial 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 exporting agricultural products, T would
expect that in 1978 agricultural exports will increase over 1977. Simply
with the additional resources that the Export-Import Bank has avail-
able, we ought to be able to export manufactured poods in inereasing
amounts as well. Also, the depreciation of the dollar against certain
currencies will make our goods more competitive in certain parts of
the world, so we are not without hope.

Mr. Myers. We certainly need the sales. T do not want to discour-
age that or do anything that might cause us to be in an inferior posi-
tion as far as selling more goods abroad. Tt seems that our policy has
been rather negative in this regard, and T think you would gain a lot
more votes in Congress if this administration would display a more
aggressive interest in foreign sales.

My second question is, is this $1.7 billion in the budget that you
have presented ?

Seeretary Brvarentian. No. The $1.7 billion is not in the budget.
We are recominendinge that nnf_\' $200 million. I'l‘]"l‘l‘.‘-t"ll(ill_‘__" a con-
tingency reserve for possible—and I emphasize the word “possible”—
exchange losses, be subject to appropriation. And that would have to
be in a supplemental appropriation for 1978.

Mr. Myers. Then your reguest in 1978 would be only for a $200
million supplemental appropriation ¢

Secretary Bruatextian, That is correct.

Mr, Myers. Not for the $1.7 billion ?

Secretary Buumextian, That is correct.

Mr. Myers. You have used the term “replenish the fund.” which
concerns me. It is not really replenishing. You are not adding, or'are
you really replenishing a fund that has been absorbed or used up?

Secretarv Boumentinan. 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 Tth quota increase in the future. For now, we have this temporary
Witteveen Faecility.

Mr. Myegs. Quite frankly, T am familiar with the International
Monetary Fund, but this particular separate facility T am not.

ADMINISTRATION OF THE FUNDS

Is there actually an agency that will administer these funds?

Secretary Bromextaan. It will be administered by the normal
staff of the IMF.

Mr. Myers. Why do we call it supplementary? Why not put it
:]il't‘t'T]_\‘ in the IMF'?

Secretary BrumextHarn. 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 varions participants is some-
what different.

In the normal quota increases, participation is in accordance with
the percentage of the quotas that a country has. In this particular
instance, financial participation is not determined with regard to those
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quotas, but is divided almost equally between a number of industrial-
ized countries and a number of oil-exporting countries.

NON-PARTICIPATING NATIONS

Mr. Myers. This introduces my next question and probably my last.
This has often been called, the IMF, as the Group Ten, Now it is my
understanding that of the 10 participating nations, only 7 have offered
to contribute to this supplementary fund, leaving out Britain, France
and Italy.

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 participate in these funds when they are not a contributor?

Secretary BrumextrAL The supplemental Witteveen Facility is
available to any member of the IMF. So that 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 vou meet the various criteria.

Therefore, even though Ttaly is not a contributor to the supple-
mental faecility, does not subseribe to it, Italy, like any other 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 participating? They are in the Euro-
pean Commeon Market; they can protect themselves in this regard
against our exports; so why ave they not contributing to this fund?

Secretary BuumenTHAL. The only countries who contributed to it
are those with relatively strong economic and financial status at the
present time.

As you know, Ttaly is going through a diffienlt adjustment process.
In fact, they are in the midst of an TMT stabilization program right
now. They have certain targets which the TMF has set for them that
they have to meet. They have drawn on the TMF, so they are not in
a strong enough position where they felt they could participate in this
additional facility.

Mr. Myers. Is that true of Britain and France too?

_ Seceretary BromesTtHAL. It is true of Britain, 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 they 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 anybody
at this time. These debts are subordinate, or are they debts? You say
not a debt. : ?

Really, as far as our contribution is concerned, we treat it as an assot.

Secretary Bousmesmitan, It is an exchange of assets,

LIABILITY FOR REPAYMENT

Mr. Myers. Let me ask you this question. T do not want to get em-
broiled in this beeanuse T am afraid T could not underst and it. beine 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 ! If so, are they treated as second mortg gages, as loans on.credit ?

Seeretary BuomesTHAL. Mr. Solomon.

Mr, Myers. Who do they pay back first?

Mr. Soronmox. We are not lending to countries.

Mr. Myers. I know that.

Mr. Soromon. As a Fund needs more resources, it draws on t}m
creditors. Then the Fund is liable, and it is probably the most prestig-
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 contributing creditor nations?

Mr. Soroyox. Right.

Mr. Myegrs. But no one has ever collected vet?

Mr. Soroaox. This is a different situation than the quota inereases.
The quota inereases are permanent funding 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 facility and
this will be terminated. It automatically will expire, you see. The fund
is responsible for repayment to the United States and the other
ereditors.

Mr. Myers. Would you provide more for the record on this as far
as terms are concerned ?

Mr. S¢ LOMON. Sure.

Facr SHEEr oN IMF SUPPLEMENTARY FIvaxcine Facrnity
1. PURPOSE

To provide supplementary IMF financing to members that (a)

balance of payments financing needs larger than their

resources and (b) are
finaneial policies.

face serious
necess to regular IMF
prepared to adopt appropriate corrective economic and

2. AMOUNTS AND PARTICIPATION

Firm commitments (subject in some cases to parlinmentary approval) to
provide finaneing totaling SDR 8,705 million (approximately $£10.2 hillion) have
heen made by fourteen countries, in the amounts listed in Table 1 (as of
December 19, 1977). Discussions are still in progress with other countries. The
proposed U.S. share of this total is SDR 1,450 million (81.7 billion). The fac ility
will enter into force when the TMF has completed formal financing agreements
for a total of at least SDR 7.75 billion, m-imlm_ arreements with at least six
countries each providing at least SDR 500 million of financing to the faecility.

TERMS OF FINANCING PROVIDED TO IMF

Period of financing.—Commitments will remain effective for five vears. Actnal
drawdowns will be repaid over 314 to 7 years,
of 54 vears.

Interest—Interest will be adjusted semi-annually
vield on U.S. 'i‘l“i‘.'l.mtll',\-'

equivalent to an average maturity

, and will be equal to the
securities of comparable maturity (rounded up to the
nearest one-eighth of one percent). A rate of 7 percent will apply until June 30,
1978, based on the rates prevailing at the time the facility was agreed,

Denomination of claims on the ITMF.—Special Drawing Rights,

Liquidity of claims on the IMF.—Participants will receive in r'\'"h:i!tl.{i' for
their financing liquid reserve claims on the IMF that can be eneashed at any
time upon representation of balance of payments need. Claims may also h(\ sold
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to other participants, other IMF members or other transferees designated by
the IMF.

4. TERMS AND CONDITIONS ON USE OF SUPPLEMENTARY FINANCING BY IMF MEMBERS

Eligibility—There are basically three criteria: (a) the member's balance of
payments financing need must be greater than its remaining access to regular
IMF resources: (b) the member's problems must justify an adjustment and re-
payment period longer than applies to the regular IMF resources; and (¢) the
member must provide a detailed economic program that the TMF is satisfied is
fiflequate to solve the country's problems and is compatible with the IMF's poli-
cies on use of its resources in the upper (more conditional) credit tranches.

Acecess—Access will parallel access to the IMF's regular credit tranches and
Extended Fund Faecility. In eonjunction with use of regular eredit tranches, an
eligible member’s access to supplementary finaneing will initially be in an amount
approximately equal to its quota in the IMF. The proportions of quota that ean
be drawn in connection with each eredit tranchie are shown in Talble 2. Supple-
mentary financing will be made available in amonnts up to 140 percent of quota
in conjunction with use of the Fund's Extended Fund Facilify. The IMF may
decide to provide larger amounts of finaneing in special circnmstances.

Period of availability.—Members will be ahle to apply to the IMF for use of
the facility at any time within two years of the date the facility enters into foree.
This period will be reviewed and may be extended for a third year. Draiwcings
will normally be made over two to three years, provided that all drawings must
he eomnleted within five years of the facility’s entry into force,

Repayment —Repayment of drawings under the supplementary facility will
e made in equal semi-annual installments beginning not Inter than 31 years
and completed not later than 7 years from the date of drawing.

Charges—Charges on drawings under the supplementary facility will be eanal
fo the rate of interest paid on financing provided to the facility, plus a margin
that will average slightly less than one-quarter of 1 percent. The margin will he
used to meet IMF administrative expenses in connection with operations of the
facility.

PARTICIPATION IN AND COMMITMENTS TO IMF SUPPLEMENTARY FINANCING FACILITY

Approximate
dollar
equivalent As percent
SOR (millions) (millions) t of total

Industrial countries:
Belgium
Canada. ...
Germany..
lapan.......
Netherlands. ..
Switzerland ... ... £ S a il
R R . R L e i s Bt i e S w i e :

v
ra

L SR T e e

0il exporting countries:

r
bt e 09

Venetwela__. ... _....
United Arab Emirates
Kuwait

Nigeria. ..

o e
MM~ ~D D

'
]
-

Subtotal. .

2

' At SOR per dollar rate of §1.21 (the rate for Feb. 9, 1978).
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TABLE 2—RELATIONSHIPS BETWEEN DRAWINGS ON SUPPLEMENTARY FINANCING AND IMF
CREDIT TRANCHES

|Percent of quota]

Parallel drawings available
from supplementary
financing facility

Eel‘org JAﬂu[

of IMF of IMF
Drawings on credit tranches articles articles

1st credit tranche. . ..

2d credit tranche

3d credit tranche...._. ..

4th credit tranche.._..........

TN et e

Erplanatory Note—As part of the Jamaica agreement on monetary reform in
January 1976, countries’ potential access to the eredit tranches was temporarily
expanded by 45 percent, so that each credit tranche is temporarily equal to 36.25
percent of quota. This expansion will lapse when the amendments to the IMF
Articles of Agreement now in process of ratification take effect, and each credit
tranche will then revert to 25 percent of quota. As long as this temporary
expansion is in effect, drawings of supplementary financing will be available
ounly in connection with drawings on the upper credit tranches, and in an amount
equivalent to 34 percent of quota in conjunetion with drawings on each of the
second, third, and fourth credit tranches.

After the temporarv expansion in credit tranches lapses, drawings of supple-
mentary financing will be permitted in conjunction with drawings on the first
credit tranche, in an amount not to exceed 121% percent of quota, and drawings of
the equivalent of 30 percent of quota will be permitted in conjunetion with draw-
ings on each of the three upper credit tranches. No drawings of supplementary
financing will be permitted unless a country has agreed with the IMF on a pro-
rram extending into the upper credit tranches. The amounts available in con-
junction with drawings on the upper credit tranches will be subject to review by
the fund from time to time, and may be modified in light of the relative avail-
ability of supplementary financing and regular IMF resources.

Mr. Myers. I would appreciate more information on the interest,
and so forth, that is contributed and how contributing 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 getting is slightly greater
than the borrowing cost of the Treasury. So we are not losing any
money.

Mr. Manox. The gentleman from Ohio.

Mr. MreLer. Thank you, Mr, Chairman.

I have here a report on H.R. 9214, which is the authorizing legisla-
tion for the supplementary financing facility, Tt states that 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 T 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?

3-15T O-78 -8
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Of the total 132 members, all of those could draw on that fund, is
that correct?

Secretary BLusmextrar. That is correct.

Mr. Miier. Do we have any of the 132 member nations that are
in arrears in their contributions to the fund now ?

Mr. Soroyox. 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
eredit facilities under their regular quotas.

This facility is fml\' for those countries that have a larger balance
of payments need, a more difficult adjustment period and will need
longer terms, (hn-n'fnn- to repay.

\It Mivrer. Let me rephrase this a little if T may then.

In their regular account, the 132 members would be paying into
IMF and the regular account, is { h at correect ?

Mr. Soroamox, Yes.

Mr. MiLLer. Are there any of those nations that are in arrears in
their regular account ?

Mr. Soromox. No, that is not permitted in the fund. This is a very
tight operation, with everybody having strict mathematical ob |r.'_'u-
tions and entitlements.

Mr. Mrceer. Now, another part of the report indicates that in fact
it would cause no balance of payments |)|ni lems if OPEC countries
invested the procee ds of its surplus in each country ronghly in propor-
tion to that country’s deficit. This has not Immu-nml

It falls back a little to the problem that we spoke of earlier where,
Mr. Secretary, you and Dr. Long had quite a u)llm;u\ 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 T heard you
mention, when you were questioned on what would |hl|)]!tf1 to the
fund if we did not enter that fund, as T recall, vou stated it wonld
not come into being. .

In Mr. Solomon’s test imony on the last page, as I reeall, it says the
others were waiting for us to take the lead, and for our Congress to
act,

EFFECT OF U.S, NOT CONTRIBUTING

What would happen if we did not act? What wonld happen if we

say no?

Secretary BromexTtiar. If we said no, the facility wonld not come
into being, there would be substantially reduced resources available to
the IMF to be used in stabilization efforts of different counfries, As a
result, there would be a lowering of confidence in the world financial
structure and in the international monetary system, and the IMF
would be less able to help countries go through these adjustment
programs,

That would Emwll Iy result in these countries takine other measnures,
such as putting on import restrictions, in order to straighten out their
imbalance. When they do, that would hurt our exports and mean a
loss of jobs in this country. So the creation of this fac ility is not some-
thing that we do as a favor to the OPEC conntries or that is prim: arily
of benefit to the oil v\}lmlm{r countries: it is something we do beeanse
we all have an interest in maintaining our trade.
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Indeed, the point can be made that 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 OPEC countries
as to why this is a desirable step for us to support.

Mr. Miuer. What would happen, again, if we said no and one of the
countries, let’s assume it may be that Italy possibly could borrow from
the fund. I believe it has been mentioned perhaps that Greece would
Eorrow from the fund. Maybe that is not a good indicator of who might
need this, but if that nation did not have the fund to rely on and could
not meet their balance of payments, would they then have to stop
importing the oil ¢

Secretary Brumentaar, They would not stop importing the oil be-
cause they need the oil to run their economy. They would stop import-
ing other things, probably things that we export’; that is what would
happen.

Mr. MiLier. 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 Brusexstiar, No. What would happen is that they would
have to cut back on their imports of other things, the kinds of things
that we export in that $120 billion, and it would mean that our deficit
might well increase substantially as a result of that.

We have $120 billion worth of goods and services that we export,
and we want to increase that, we do not want to see it decreased.

Mr. Mirrer. That is true but, by the same token, would we be better
off to keep dollars here, because eventually it seems that the Interna-
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 better 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 BruaeNtaar. T think we are helping ourselves just as
much by maintaining the jobs that are represented by these substantial
exports that we are having. Even the $200 million is no more than a
reserve against contingencies, and really it would not be very likely
that it would be used, certainly not in its entirety.

GENESIS OF PROGRAM

Mr. Micrer. If T have time for one more question, Mr. Chairman, T
would like for you to unravel for us how this thought came about.
Someone had to sit down and say, “Look, we have a problem.” Some-
one I would assume would have to say “This country X, this country
Y, this country Z, will have a balance of payments deficit” of so many
dollars. That would have to be totaled up to come up with a $10 billion
figure, about $5 billion for the OPEC and $5 billion for the industrial
nations,




Can you tell us how this idea and program were conceived in the
beginning and by whom on our part ?

Mr. Soroyon. Mr. Miller, in the last 3 vears that we have full data
on, 1974, 1975 and 1976, there were approximately $225 billion of
balance of payments deficits, an average of $75 billion a year. The
IMF provided roughly 7 percent of total financine. The bulk of it.
Even with this Witteveen Facility we ealeulate 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 recyeling of surplus funds from surplus countries, whether
OPEC or industrialized, will still confinue throueh private canital
markets. We have made ealenlations as to what a strone international
monetary system requires in terms of official financial backing, back-
np power like this, and we arrived at the conclusion that this was an
apnropriate order of magnitude.

There is an earlier history to this which might be of interest to yon
as well.

In the previous Administration it was proposed to the Congress that
a special support Fund, comnosed of OECD countries, be ereated. The
United States took the lead in that. Tt was nezotiated. All other coun-
tries ratified. The Coneress did not.,

The Congress had two main objections. The first was that the OPEC
countries were not contributing a dime. The second obicetion was that
onlv OECD members would be elieible to draw from this.

We came into office, we corsulted with the Conoress and the chair-
men of the various committees said to us that. if vou can correct these
two defects, as we see the secheme. we wonld support it,

Mr. Witteveen took the initiative, the Managine Director of Inter-
national Monetary Fund., With our supnort. it was negotiated over a
6 months’ period, whereby the OPEC countries came in for rouchly 50
percent. and all members of the fund. 130-0dd countries., are eligible,

The Senate Foreign Relations Committee reported this bill out. T
think unanimously. The Senate Banking Committee has reported it
ont. I know of no opnosing votes. House Bankine and Currency re-
ported it out by a very laree margin. The committees that have studied
this in great detail and substance, with whom we consnlted as we did
the necotiations over a 6 months’ period, have been very supportive.

That is the history on this one,

Mr. Morer. Did T understand yon to sav that we the United States.
then. conceived the idea and we, the United Stafes. contacted the
OPEC comntries. convevine the messaoe that they had befter come
throneh becanse they were in trouble from the balance of payments
problems that their enstomers have: is that correct ?

My, Soroaox. The initiative was on the part of the Managine Di
rector of the fund. Mr. Witteveen. strongly supported by the TTnited
States. Seeretary Blnmenthal and T had considerable bilateral dis
enssions with the OPEC conntries, arguing that it was to their interest
to come into this becanuse they have an interest in maintaining a strong
international monetary svstem.

You are right basically that this is a product of a deliberate,
carefully-thonoht-throngh program. Tt is not an initiative. T assure
vou, of the OPEC conntries, Tt is onr initiative and that of the indus-
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trialized countries in which Mr. Witteveen, on behalf of the Fund, took
the negotiating initative and we backed himup. ) _

Mr. MiLeg. Mr. Chairman, this could go on quite a while. I think
I have used my time.

Mr. Manon. Yes. )

M. Mirer. I would be happy to have some questions answered that

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, 1f the U.S, provides the requested $1.7 billion for the IMF Supple-
mental Financing Facility what will be the actnal cost to the U.8.7 Do we re-
ceive interest payments and at what rate? How long would this loan run?

Answer. The only cost to the U.8. that could result from U.8. participation in
the Facility would be related to exchange rate changes. An exchange valuation
loss to the U.8. would oceur if the dollar were to appreciate in terms of the
SDR—the unit in which our claims with the IMF are denominated—over the
period of U.S. participation in the Facility. In this event, the U.8. could receive
in repayment fewer dollars than it had transferred to the IMF. Appropriation of
a %200 million contingency reserve to meet such losses is ineluded in the I'resi-
dent's proposed FY 1978 Supplemental.

There will be no interest cost to the Treasury from U.S. transactions under
the Faeility. The IMF will pay interest to the U.S. at rates slightly above those
paid on Treasury securities of comparable maturity (the rate of interest paid
by the IMF will be adjusted periodically to reflect changes in market rates).

The U.S. commitment under the Facility would extend for a maximum period
of twelve years: our financing could be drawn upon at any time during the first
five years; actual drawings would be repaid over 3% to 7 years, for an average
maturity of 514 years.

Ounestion. £200 million would be a reserve to cover poss’ble dollar losses in
1978 when the U.S. incurs a dollar loss with appreciation of the dollar. Is it
possible to lose this much for that and later years?

Answer. The $200 million contingency reserve would be appropriated to cover
possible losses for the duration of U.S, participation in the Facility. The appro-
priation wonld not be charged until U.8. participation in the Facility termi-
nates—no later than twelve years after the Faeility is established. At that time,
the extent of any changes in the value of 17.8, monetary assets arising from U.8.
participation in the Facility can be determined and the appropriation charged
to the extent of any valuation losses.

The £200 million is, therefore, a contingeney reserve against losses which
might result from an appreciation of the dollar relative to the SDR—the unit
in which our claims on the IMF are denominated—during the period our claims
are outstanding. While it is impos<ible to determine exactly what the maximum
loss might be, we have considered that $200 million is reasonable and should
be more than adequate to cover any losses which might ocenr in practice. Even
if the total U.S. participation in the Faecility of SDR 1,450 million were utilized,
the average appreciation relative to the SDR could be as much as 11 percent
without fully using up a 2200 million contingency re<erve. Since the dollar's
weight in the SDR basket i« one-third, in order for the dollar to appreciate hy
11 percent relative to the SDR, it would have to avpreciate by more than 17
percent on average vis-a-vis all other currencies in the SDR basket during the
period our claims on the IMF are outstanding. While no one can prediet ex-
change rate changes, a change of this masnitude seems very improbable. The
contingency reserve is just that—a contingency—and in no way represents a
judement ahout what is likely to harmen.

Question. This change in the TMF activity represents a change from the
traditional role of IMF. Some have criticized this. What is yonr view?

Answer. While the terms and conditions of the Witteveen Facility differ in
some respects from regular TMF financing—in order hest to meet the balance
of nayments financing problems of the next few vears—the Facility does not
represent a change from the traditional financing role of the IMF. That role,
as I see if. is to promote a strong and open world economy by nroviding balance
of-payments finaneing to countries in need. in conjunetion with internationally
responsible adjustment measures by the borrowing countries designed to restore




economic viability and correct the balance-of-payments problem and financing
need.

Question. Do you think that the recyeling of petro dollars causes risks to
the U.8. and to banking systems?

Answer. I do not think the recycling of petro dollars causes serious risks for
the 1U.8. 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 institutions are increased. International 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 strain 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 that 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. Private banks make loans on the basis of a borrower's ereditworth-
iness, If they have doubts about a borrower's ability to repay, they will tend to
curtail their lending. Adoption of an IMF program by a country usually in-
volves the introduction of policy measures which will improve the country's
economie prospects and strengthen its creditworthiness. Thus the experience
has been that banks have typically been willing to expand their lending to a
country after 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 their petro-dollars in the U.8.A. where they
are secure and draw high interest, could that OPEC investment in SFF solve
the financing prdblem there?

Answer. The Witteveen Facility is a cooperative arranrement between the
OPEC countries and the major industrial countries. The OPRC epuntries have
provided substantial amounts of funding to the IMF, and would not be willing to
provide the entire amount needed for the Witteveen Facility. The approximately
50/50 sharing of particination between the oil-nroduring snd indnstrial coun-
tries—which was agreed after extended negotiation—is a reasonable and equi-
table way of financing this facility, which will be of benefit to all nations.

Mr. Mwrer. Thank you, Mr. Chairman.

Mr. Manox. Mr. Early.

Mr, Fagry. Thank you. Mr. Chairman.

Mr. Secretary, in your statement you say that this fund is only
temporary.

Secretary Brusentnan. That is correct.

ESTABLISHMENT OF FACILITY

Mr. EarLy. When was it orizrinally established ¢
Secretary Brumextinan, This partieular facility has not vet been
established. Tt 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,
ESTABLISITMENT OF TIE IMF

Mr. Earuy. I see. But we have had an International Monetary
Fund in the past,

Secretary BrosexTian, The International Monetary Fund, T be-
lieve, was created in 1945.

Mr. Earny. Was that established on a temporary basis?

Secretary BrosmeNTiar. No, that was on a permanent basis,
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U.S. CONTRIBUTION

Mr. Earey. Our contribution to this $10 billion is $1.7 billion, or
17 percent? ; _

Secretary BrumexTiaL. That is correct. IS s

Mr. Earry. Where is that relative to our contribution in the past?

Secretary Brumentiar. In the IME I believe our share is 21.5
percent. " ) ] 5

Mr. Soromox, At the moment it is 22.93. It will be about 21.5 percent
after the 6th quota increase takes effect.

TOTAL OPEC PARTICIPATION IN IMF

Mr, Earry. The OPEC countries have not contributed in the past,
have they ?

Secretary BromexTiian. The OPEC countries are also participants
in the IMF, but the sum total of their participation is, I believe, 10
percent.

Mr, Earry. So if they are going to pick up 48 percent, which coun-
tries are withdrawing?

Seeretary BuumesTiar, Instead of the full IMF membership, with
each of 132 countries having a certain share, we here have only 14 coun-
tries who are participants in this speecial facility, So the shares that
exist in the regular IMF really do not apply here, it is distributed
differently.

Mr. Earny. Are there reasons why they should not contribute ?

Secretary Buuaexrizan, The only countries that came in were those
who are in the relatively strongest economic position, OPEC coun-
tries on the one hand and the major industrialized, largest countries
on the other, like the United States, Germany. Japan, and a few others,

BENEFITS TO ACCRUE TO OPEC FROM FACILITY

Mr. Earvy. I appreciate, Mr. Secretary. that you want to act in the
best interest of the United States, but do you give any eredence to Mr.
Lone's testimony. simply that it might become a vehicle which gives
the OPEC countries reason to not consider lowering the oil prices?

Secretary BuumentuAL. I do not believe that that has any impact
on the price of oil one way or the other. It certainly is a benefit to the
OPEC countries, there is no doubt about that, just as it is of benefit
to all other countries who are part of the world community.

Mr. Earvy. TIs not the supply/demand principle in effect here? If
the countries could not pay the higher prices, they could not sit there
with their o1l %

Secretary BrumeNTHAL. No. Countries need the energy. They
would have to be buying the energy. They would have to cut back
someplace else. Their factories have to keep running, you know, Where
they would cut back would be more than likely, or just as importantly,
in products that we export—or in products of countrics to whom we
export, so you get it in an indirect way.

Mr. Earcy. I am a junior member here, this being my fourth year.
It is a bad precedent to pass an appropriation bill before the author-
ization bill. Do you really feel much of a demand for expediency?
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Secretary BrusmesTrAL, The authorization bill actually precedes
this.

I understand the vote will be on the House floor next weelk. Tuesday
or Wednesday. So that will really be in the proper sequence.

Mr. Earny. Just discussing it before the authorization is passed is
a bad precedent.

Secretary Brumentian. We have discussed this matter 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, EAruy. T see.

Thank you, Mr. Secretary.

I have no further questions.

Mr. Manox. The gentleman from Florida,

Mr. Youne. 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 that it has been vour desire to avoid bringing this
particular $1.7 billion request to the Appropriations Committee.

Am I right on that ?

Secretary BromenTraL, It is correct that we do nof feel that the
entire $1.7 billion should be subject to appropriation. that is correct.

Mr. Youna. But the full $1.7 billion would be available and be on
call should the Witteveen Facility determine to use it.

Secretary BrusexTaan. 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 say that in the past, these transactions with
the IMF have been handled as an exchange of ascets and have not been
subject to any kind of appropriation, This time we would snggest that
only the amount that possibly can be subject to some exchange risk be
appropriated.

REPAYMENTS AND DEFAULTS

Mr. Younec. But should the situation develop that there was no
exchange or that the money was not return or repaid. then the $1.7
billion would in fact be spent as far as we are concerned ?

Secretary Brumestrar. Well, there would have to be a default in
that case. and as Mr. Solomon has indicated. that has never happened
on the part of the IMF. The IMF would be liable to us. and that is
the best credit risk you can get.

Mr. Youna. T understand what you are saving on that matter. but
from my standpoint of someone not really indoctrinated in this inter-
national monetary business, and one who is responsible to taxpavers
back home for billions of dollars that are spent, if the $1.7 billion does
not. get paid back. or we don’t get an exchange for it. it is gone. It 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
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and an obligation? What I am getting at is the way that I perceive
you want to do it, it doesn’t appear that it will be accounted for.
" Mr. Soromon. There is no way that the money cannot be repaid,
unless you assume a breakdown of the entire international monetary
system. There is absolutely no way, because this is just part of the
operations of the International Monetary Fund. : _

Now as our letter of credit is drawn upon, the money doesn’t go in
at once, it is just drawn upon as is needed by the Fund. Our net
creditor position in the Fund, which is part of the official reserves of
the United States Government increases automatically. We are simply
changing one form of money for another form of money. It is a tempo-
rary drop in our cash balance in the Treasury, the general account,
for an inerease in other monetary accounts of the Treasury.

Mr. Youxa. As 1 admitted to vou, I don’t understand all of the
intricacies of all of this high finance on the international level but I
do understand $1.7 billion. I understand what vou are saying, that
there is no way that it will not be replaced or repaid.

Secretary BrumenTrAL. Let me be clear, Mr. Young. I think you
are asking what would happen, another way of phrasing your ques-
tion, if the international monetary system broke down and the IMF
went broke, essentially, and couldn’t pay back.

URGENCY OF PROBLEM

Mr. Youne. Probably that is the thrust of my question.
Secretary BLusmentiar. That is really what your question amounts
to, and Mr. Solomon’s response quite properly is that that is a pretty

inconceivable situation.

Mr. Youxe. Let’s go to that question for just a moment, because
obviously the situation in the world is different now. It is a new prob-
lem, because you tell us that this is a new problem and an urgent prob-
lem, so there is something different happening in world finance, in
international economics, that is bringing about the need for this Fund.
so there is something different ; correct?

Secretary BrumextrAL. There are greater needs for resources in
order to enable countries to carry out stabilization progams.

Mr. Youne. And with the problems that are existing and new prob-
lems developing, and existing problems expanding, T think we would
be safe in assuming that before it gots a lot hetter, it could et a lot
“'0_1'3('-.

Secretary BrumreNTHAL. Not in a sense of countries defaulting on
their obligations to the IMF. That really has not happened.

FUTURE INCREASES TO IMF RESOURCES

Mr. Youne. But suppose the price of oil goes up considerably more,
as we discussed yesterday was possible. The present price of oil is
creating a lot of the problem today, especially with the United States.
which has a very strong economy. Suppose the price of oil does go up
considerably again in the next few years. The problems then could be
magnified even over and above what they are today ; isn’t that true?
__Secretary BrumexTHAL. Maybe, and it may be at that point that the
IMF may need additional resources. That is why the 6th quota increase
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was important. That is why there may be a need for a 7th quota in-
crease. That is correct.

Mr. Youxa. So in effect we could be just putting off the day of
veckoning by simply adding more resources to IMF, rather than trying
to balance them out.

I read an article in one of the Washington papers yesterday where an
economist stated, and he represents a Taxpayers Union, that if the
United States today had to balance its books, it would be bankrupt.
Maybe by continuously having to add additional funds or aunthority
to assist troubled countries, we are just postponing the inevitable day
for them as well. :

Secretary BrumentaaL. I think the need to increase resources 1s
really quite logical, because the volume of trade increases. Growth in
all those countries requires a larger stock of money, of resources, in
order to keep this flow going, so that is not necessarily an indication of
moving closer to bankruptey.

PREREQUISITES TO DRAWING FROM TFUND

Mr. Younxa. Who will decide what country’s request will be on
order from this Witteveen Facility ?

Seeretary BrusmextaAL. The executive branch of the TMFE.

Mr. Younxa. They will determine which countries and how much
those countries could draw. The United States couldn’t meve in and
withdraw the entire $10 billion.

Secretary Brumentrar. If we qualify, because of a balance-of-
payments need, if we get into difficulty. then we can draw on it, yes.
We would have the same rights as anybody else.

Mr. Youxa. But it would be subject to the approval of the manage-
ment of the facility.

Seceretary BrumentaaL. We would have to demonstrate our need,
demonstrate that we qualify.

Mr. Youne. Obviously, the need and the problem have been demon-
strated or there wonldn’t be such a drive to create this new facility.

Isn’t that a pretty safe assumption?

Seeretary Brosmexriar. No, When T was referring to demonstrated
need, T was trying to be responsive to vour question of how could we
get our money back quickly if we needed it. We conld get it, draw on
that $10 billion, as a matter of fact, if our own situation got to the
point where we had a demonstrated balance-of-payments need to draw
on 1t.

Mr. Youna. Obviously, the management would look upon a request
for withdrawal from this fund to that country’s balance-of-payments
problem. T would imagine that the more serious the problem, the more
generous the fund would be.

Is that a pretty safe assumption?

Secretary BrumenTHAL. The size of drawings would be based partly
on the quota that that country has. So while the need is one criterion,
the size of the country and the size of its quota would be another
criterion,

Mr. Mawnox. There is a recorded vote in progress in the House. We
can vote and then come back.
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Mr. Youxe. 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, if the Secretary’s time is such that that may
be done.

[ Short recess. ]

TRGENCY OF PROBLEM

Mr. Youna. Mr. Seeretary, I apologize. We were talking about the
urgency of the problem I think when we broke up.

First of all, there is a problem ; correct?

Secretary BuusenTaAL There is a problem, yes.

Mr. Youna. Next you say that the problem is urgent.

Secretary BuomeNTian, Yes,

Mr. Youna. Can you explain to me the urgency ?

Secretary Brosmentaan. The urgency lies in the fact that the re-
sources of the Fund that are now available for stabilization 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 stabilization programs, it is highly
desirable to have additional resources available. This $10 billion should
be added to the IMF resources that are now available,

Mr. Youna. If we are able to know for sure that there is a problem
and we know for sure that it is urgent, we must be able to have a
pretty good idea of where to look for that problem. In other words,
we should be able to look towards the part of the world where the
problem exists; is that right ¢

Secretary BrumenrtaaL. It could be in any number of places. It is
really very difficult to point to a particular country and say that is the
country that is going to apply. It really depends on the circumstances.

Mr. Youna. Mr. Secretary, why is that ?

Secretary BromMextaL, I am sorry ?

Mr. Youna. Why is that? If we know the problem is there and we
really feel the urgency, why is it that it is hard to determine where
that problem or where that urgency is?

Secretary BrumentaaL. I don’t think that it is for us to say this
country or that country will apply. We don’t know. It depends on the
economic developments in those countries, which could go either way
over the next several months or the next year. It could be any number
of countries in the developing world—in Latin America, in Africa or
elsewhere—or it could be some developed countries in Europe.

PURPOSE OF FUND

Mr. Youne. The funds that we are talking about are not going to
go for development though ; correct ?

Secretary BuumenTHAL. Oh, no. This is not economic aid.

Mr. Youne. Right. That is what I understood, that it was not
economic aid.

Secretary BLumeNTHAL. Yes,

Mr. Youna. And it was not for development.

What about the argument that we hear so often that really what this
fund is going to be used for is to take care of countries that 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 BuumexTrar. No. I think really this is quite different. Tt
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 better
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 that come through the IMF are only
& 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”—
can then go out and borrow additional amounts from private sources.

ADEQUACY OF PROPOSED FUNDING

Mr. Youna. With the problem that exists in many parts of the world
relative to balance of payments, how much of a solution is this $10
billion going to be? It looks to me like it will be merely a drop in
the bucket,

Secretary BrusenTrar. That is why the additional $10 billion that
this supplemental facility involves would be an important addition.
Even that 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 institution 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. Youxe. If Peru or Zaire were to make applications for funds
from this facility, would it be your position that they should be per-

mitted to withdraw SDR’s?

DRAWING RIGHTS OF MEMBER NATIONS

Secretary Bruamentrar, If they are members of the IMF, they have
the same rights 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 right to draw on this as any other
country.

Mr. Youne. Would that same answer then apply to Uganda, Viet-
nam, Laos and Cambodia, who also are members of IMF ?

Secretary BromentaaL, It would apply to all member countries of
IMF.

Mr. You~e. 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 still have a right
to the funds that we are providing.

Secretary BrumentHAL. We don’t have, as 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 institution, estab-
lished to maintain stability in the world. All member countries have
certain rights and obligations. These rights and obligations are exer-
cised without reference to any political considerations, and none of
the 132 countries under the charter and the Articles has a right to de-
viate from them introducing political considerations.

HUMAN RIGHTS

Mr. Youne. You know with such a strong position that the Presi-
dent has taken on the question of human rights, it is just amazing to
me that his administration would support contributions to any fund
that 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 hard
time reconciling in my own mind why it is that 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.

PRIVATE 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 BuuMeNTHAL. You are right, that if a country has entered
into a stabilization agreement with the IMF, it has an easier time
securing private loans.

DEBET PROBLEMS OF DRAWING NATIONS

Mzr. Youna. 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, or any other types of loans through the
multilateral international banks, it just looks to me that we are in
fact helping many countries get so far in debt that they will never get
out.

Am I wrong on that? If T am wrong, I would like to know why.

Secretary Blumenthal. T think there is a substantial difference be-
tween this and the international development banks who are making
development aid available. The IMFE’s resources are used for stabiliza-
tion programs particularly designed to get countries out of trouble.
They have to make commitments about what they will do to correct
their internal situation, to balance the books, to cut down on their
spending, to raise taxes. That is really quite a different sitnation from
where we are talking about making contributions of economic aid or
through development bank, a quite different purpose.

Mr. Youxa, 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 yvou discuss that with them?

Secretarv BuosmenTiaL, T did not testify before that committee. T
think Mr. Solomon did.
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Do you want to speak to that? ;

Mr. Sorosmon. The committee went into ereat detail, Mr. Young, in
regard to the types of conditionality in the IMF standby programs,

Do you have something specific in mind ?

Mr. Youne. No. You have talked about having certain guidelines
that countries would have to follow if they are going to get this IMF
help.

Mr. Soroaron. Right.

Mr. Youne. They are going to have to clean up their fiscal act, so to
speak.

Mr. Soroymon. Let me explain very briefly. The typical IMF stabil-
ization program requires that the public sector deficit be reduced, if

it is excessive. The way of doing that is normally left open to the
government. It can raise taxes, raise revenues, or it can reduce
expenditures,

Second, if the domestic monetary base is excessively inflating, then
they put in ceilings on monetary expansion. They work out with the
government what the ]H‘l']llir-‘h“r]f' rates of monetary growth would be.

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-economie factors.

Mr. Mano~. Mr. Solomon may expand his remarks for the record
in response to the question.

Has the gentleman from Florida further questions?

ANTICIPATED SUCCESS OF PROPOSED FACILITY

Mr. Youxa. All right, Mr, Chairman. Just let me ask one more
question.

Do you believe this effort will be successful enough over the period
of time you anticipate 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 Brumentian. I don’t expect that this supplemental fi-
nancing facility will be increased or extended over this period. There
no doubt will be consideration of whether or not there should be a
Tth quota increase, and eventually other quota increases in the normal
course of events, but this particular facility I think will stand on its
own feet. It will go out of existence as contemplated.

Mr. Youne. Mr. Secretary, I appreciate your time and consider-
ation, yours too, Mr. Solomon, and yours too, Mr. Chairman. Thank
you very much. i
. Mr. Manox. 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 serions consider-
ation. We realize that you feel that this would be a stabilizing in-
fluence throughout the ‘world, and that it would be helpful to the
United States and to the economy of the United States.

We hope that in looking at the transeript you will feel at liberty
to include information that will be helpful to us in making sure what
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the real facts are. and what you feel the proposed action by the
Congress would do for the UTnited States. Of course our prinicpal
interest, as I know yours is, is that of the United States.

Secretary Brosmextian. Right.

My, Marox. The United States does not exist in a vacuum. It is
part of the entire world.

Thank you very much.

Secretary BuomeNnTHAL. 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. Secretary, you have generally alluded to it in your state-
ment, but could you discuss more specifically why this new fund is so urgently
needed? Would it make any difference if the Appropriations Committee just
handled it in the regular manner and reported a bill in May or June?

Answcer. The Witteveen Facility is needed urgently to reinforce the ability of
the International Monetary Fund fo meet world balance of payments finanecing
needs and promote economic stabilization by member countries in a period of
particular difficulty, thus helping to assure a stable and smoothly functioning
international monetary system.

The U.8. economy depends heavily on, and benefits greatly from, the interna-
tional monetary system, which provides the framework for world trade and
financial flows. A great deal of U.8, economic activity, in a wide variety of prod-
uets, depends on export markets overseas. For example, our exports acconnt for
on the order of one-eight of manufacturing jobs and nearly one-third of farm
acreage and the dollar is the principal currency in the international monetary
svstem. I'n order to reduce unemployment, in order to aclhicve our groaeth objec-
tives, in order to maintain a strong dollar, it is essential that we have an open
and growing world economy.

The need for the Facility arises from the unprecedented imbalances in inter-
national payments resulting from the quintupling of oil prices, deep and perva-
sive recession, persistent inflation, and hesitant economic recovery and growth
in most countries. Large imbalances are expected to continue for the next few
years. The need for international 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, primarily the IMF-—on an
unprecedented scale,

Some countries are approaching or have reached the limits of their credit-
worthiness and must take measures to adjust and place their external positions
on a more sustainable bas's. In the absence of adequate financing, countries
facing serious payments difficulties could be compelled to adjust abruptly
through measures harmful to their own economies and the world economy gen-
erally—for example, excessive domestic deflation, trade restrictions and other
controls on international transactions, or inappropriate exchange rate policies.
Others could react in kind, in an effort to protect their own positions from the
effects of such measures. Such a process would have an extremely serious and
adverse impact on the U.8. and world economies. It is clearly in the interest of
the United States and other countries to minimize such risks by assuring that
official balance of payments financing is available to meet potential needs. and
by assuring that such financing is used to support cooperative programs of delib-
erate and orderly adjustment, designed to restore borrowers' creditworthiness
and place their external positions on a more sustainable basis.

The IMF is the world's principal souree of official balance of payments financ-
ing, and its lending policies are designed fo promote needed adjustment through
internationally appropriated policies. As a consequence of the payments develop-
ments noted above, recourse to the IMF has been very heavy over the past few
vears. Its resources are now very low, both by historical standards and in rela-
tion to potential needs for balance of payvments financing. There is an urgent
need for additional IMF resources; the Witteveen Facility is designed to meet
this need. It will support sound and effective adjustment programs by borrowers
whose needs are particularly serious and exceed amounts available under their
normal access to IMF resources.
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The Witteveen Facility was negotiated in 1977 on very favorable terms for
the United States. All other participants have been prepared to activate the
Facility for months—no other nation requires appropriations to participate, U.S.
leadership and credibility in the international financial arena are at stake, Fur-
ther delay in U.S. participation can only add to the uncertainties which now
exist in the international monetary system—uncertainties which adversely af-
fect U.S. economic performance and the stability of the dollar—and could lead
countries to take actions which would be harmful to the U.S. and world
economies,

Question No. 2: Mr. Secretary, one of the concerns we have in this Committee
is the ever-iucreasing requests for foreign aid. Is this request foreign aid or
something else? Please be very specific in answering this.

Answer: The Witteveen Facility will not provide foreign aid or development
assistance. It will help enable the IMF to provide temporary balance of pay-
ments financing to members—developed and developing alike—experiencing pay-
ments problems,

The International Monetary Fund is the world’s central monefary institution,
not a development bank or aid ageney, It differs fundamentally in character,
purpose and operation from the international development banks, The purpose
of the IMF is to promote international monetary cooperation and to foster an
open, growing world economy. Its resources are used to meet members' general
halance of payments needs, not for the financing of a specific project as is typi-
cally the case in foreign 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 re-
sources when they have a balance of payments need.

The Facility will be open to all IMF members, developed and developing alike,
on the basis of uniform fterms and ecriteria. Finanecing provided under the Fa-
cility will be keyed to implementation by the borrowing member of a stabiliza-
tion program designed to correet 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. Financing from the Facility will be rela-
tively short-term (average maturity of 514 vears) and at market interest rates
(the U.8, Treasury borrowing rate at comparable matarity).

Question No. 3: Mr, Secretary, are you confident we will actually get onr money
baek in this program?

Answer: Yes, T am completely confident that financing provided by the TU.S.
will be repaid as scheduled, The stabilization program which a borrowing member
is required to develop and implement in conjunetion with borrowing under this
Facility is designed to correet the member's balance of payments problems and
enable it to repay the loan.

The repayment schedule provides for repavment in equal semi-annual install-
ments beginning not Iater than & years and completed not later than 7 years
from the date of drawing, A horrowing member will be expected to make early
repayment, however, as its balance of pavments and reserve position improves.

The IMF has an excellent record. There has never been a default,

Question No. j: Mr. Seeretary, we have had long discussions about how much
budget anthority is required for this program and the extent to which this fund
£hould be subject to the regular appropriations process,

Could yon give us your views on this?

Answer: U.S. transactions with the IMF under the Witteveen Facility are mone-
tary exchanges. When the 1.8, provides dollars under the faci ¥. it will acquire,
in exchange, a liquid claim on the IMF, which is counted as part of official 1,8,
international monetary reserves. The only potential expenditures that may be
inenrred in connection with U.8. participation in the facility are possible valua-
tion losses on U.8. holdings of monetary assets because of exchange rate ex-
changes. These losses can arise becanse the 1.8, will provide dollars to the IMF,
while the TMF's transactions, and so the amount of the U.S. claims on the IMF.
are denominated in SDR's.

The U.S, could have exchange valunation losses on its holdings of monetary
assets only if the dollar value of the SDR appreciates on a net hasis over the life
of the Witteveen Faeility. In that event, the £200 million contingeney reserve
appropriation wonld be charged. On the other hand, if the dollar value of the
SDR were to deprecinte on a net basis over the life of the Facility, the resulting
exchange valnation gain would be recorded as a miscellaneous receipt to the
Treasury,
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Accordingly, the President’s proposed supplemental appropriations for FY
78 include $200 million for this contingency reserve. The $200 million reserve
would constitute new budget authority, and any charges against the reserve
would constitute hudget outlays

Question No. 5 Mr. Secretary, could you provide a list of participating coun-
tries in the IMF along with their current ance of payme nts situation?

Ansgwer: Available balance of payments information for IMF members cover-
ing the years 1970-76 is provided in the enclosed Supplement to the IMF's “Bal-
ance of Payments irbook.” The data is denominated in Special Drawing
Rights. Data on current account balances is provided separately, in dollars,
along with the officianl 1977 figures for the U.S. The tables in the “Balance of
Payments Yearbook"” include all IMF member countries plus Switzerland with
the exception of the following, for which no data is available :

Oman Cambodia

Qatar Lao, P.D. Republie
United Arab Emirates Nepal

Grenada Viet Nam
Netherlands Antilles Burundi

Surinam Comoros

Bahrain Guinea Republic
Lebanon Lesotho
Afghanistan Liberia

The estimated 1977 current balances for OECD countries (except the 1.8
are given in the table below,

Current halances of major OECD countries)

1977 : Billions
Canada 4 - s —3. 5
Japan . - - 10

ranee : . —3
Germany = 2 =
Italy : e = - = = ; | 1
United Kingdom
Belginm-Luxembourg
Netherlands
Ireland
Denmark
Norway
Sweden
Finland
Ieeland
Austria
Switzerland
Spain
Portug;:

Australis
New Zealand

Goods, Services, and Net Private and Official Transfers

UV.8. current account: 1972-1977

Balance on Current Account : Billions, rounded
1972
1973 -
—1. 1
11.
1.
—20. 2
Treasury : Office of Balance of Payments March 22 19578
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TABLE 1.—GOODS, SERVICES, AND TRANSFERS

|in millions of U.S. dollars]
1970 1971 1972 1973 1974 1975

2,11 9,739 1,675 —6,99
9,607 —18, 007

Canada.. - =1, 540
Japan_. y A 3 —4,693
Austria. ... = - - —457
Belgium ; i 911
Denmark..... -5 3 - —981
France...... e 5 -5, 942
Germany

Ialy...

Netherlands

Norway

Sweden..

Switze-land. . ..

United Kingdom.. ..

11,932

Other Europe.

Finland. .
Greece. ..
Iceland. .
Ireland. ..
Malta.
Portugal
Spain..
Turkey. ...
Yugoslavia. . .

Australia, New Zealand, South'n.lnca : - g ; —~4, 426

Australia_.. - B : — 582
New Zealand. 2 -1 —1, 400
South Africa : 4 * | 2 444

0il exporting countrys. ..

Algeria. ...

Indonesia. .

Iran_

Irag.

Kuwait

Libya.... : :

Nigeria. ... - 4, 897
Saudi Arabia. . . 7 s 26, 702
Venezuela -2 5, 666

Other less developed areas 1 . -10, 2 -5, 83 21,114

Other Western Hemisphere . 4 13, 104

Argentina. . - 387 125
Bolivia 3 40 ! - 117
Brazil - : 690 =2, 7, 561
Chile._ . i 7 —~178
Colombia . : ) : —1350
Costa Rica - 2 766
Dominican Republic.. : - -] 24 s —242
Ecvador _ _ . -113 =] 77 38
El Salvador. .. - —140
Guatemala :

Haiti >

Honduras . .

Mexico 3

Nicaragua..

Panama

Paraguay

Peru E

Uruguay

Bahamas

Barbados_ ...

Guyana

Jamaica. . _

Netherlands Antilles

Surinam

Trinidad and Tobago
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TABLE 1.—GOODS, SERVICES, AND TRANSFERS—Continued

[In millions of U.S, dollars]
1970 1971 1972 1973 1974 1975

Other Middle East... —859 -815 —240 -172 —1,924 3,612
Cyprus L -22 -15 —~25 —78 —72
Egypt... 154 =207 —170 17 —~327
Istael . .. —585 —462 —48 470 —1,59
Jordan. ... e e | =17 60 4 12
Syrian Arab Republic =70 —58 28 339 167
Yemen Arab Republic L - e =5
Yemen, Peoples Democratic Republic -9 —28 —100

Other Asia -595 —4,972

Bangladesh . —475
Burma. .. - -4 3 =T
China, Republicof_.. . g -1, 115
India.. 3 : 1,207
Korea TE 70 7 =2,027
Malaysia. - -213
Pakistan.

Philippines

Singapore

Sri Lanka. .

Thailand.

FIJ.'

Papua New Guinea

Western Samoa. .

Other Africa

Benin -
Botswana............
Cameroon .. e
Central African Empire
i P e A
Congo, Peoples Republic....
Equatorial Guinea. .
Ethiopia =
Gabon . .

Gambia.

Ghana. .

Ivory Coast

Kenya. .

Madagascar. __

Malawi. . ..

Mali

Mauritania. .

Mauritius. .

Niger

Rwanda o
Senegal - RS A ~16 —26
Sierra Leona e 2 . —16 —-20
Somalia

-6 1
~42 —82

Swaziland__..______

Tanzania : s —36 —100
Togo._ ... . J 3 -4

Tunisia....._. : 5 —53 6

Uganda. s 20 —86

Upper Volta. et 9 1 4

Zaire. . ... = —64 ~ 125 — 365

Zambia. . . 108 —248 —208 m

Question No. 6: Mr, Secretary, could you explain the difference between this
fund and the regular /M F program ?

Answer: The Witteveen Facility is specifically designed to meet the official
balance of payments financing needs of a limited number of countries experiencing
particularly serious payments difficulties and with financing needs which are
large relative to their normal access to IMF financing. Accordingly, there are a
number of differences between the terms and conditions of the Facility 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 Facility is being provided by seven industrial and seven
OPEC nations (see attached Fact Sheet), whereas the financing for regular IMF
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operations comes from members’ subscription payments. (A general increase in
IMF quotas—and the accompanying increase in members subse ription pay-
ments—is the regular means of increasing IMF resources, but it is a lengthy and
time-consmming process.) The interest rate paid to participants providing finane-
ing aud charged borrowers under the Facility will be tied to the U.S. Treasury
borrowing rate and will be substantially higher than the interest rate on normal
IMEF transactions. Financing will be available over periods of two to three, as
compared to the uswal one-year period for regular IMF stand-by arrangements,
and in amounts greater than are available under regular credit tranche necess
reflecting the particularly serious adjustment problems to which the F. acility is
directed (see Fact Sheet for detailed explanation of access under Facility). The
period of repayment will also be somewhat longer than with regular IMF bor-
rowing, with repayment scheduled in installments beginning not later than 3%
yvears and completed not later than 7 years from the date of drawing (as com-
pared to 3 to 5 years under regular IMF borrowing arrangements). The policy
conditions associated with financing by the Faeility are the same as the condi-
tionality of IMF lending in the “upper” (more conditional) credit tranches.
Facr Smeer ox IMF SurPLEMENTARY FINANcING FAcinity

1. Purposc

To provide supplementary IMF financing to members that (a) face serious
balance of payments financing needs larger than their aceess to regular IMF
resources and (b) are prepared to adopt appropriate corrective economic and
finanecial policies,
2. Amounts and Participation

Firm commitments (snubject ill sonie cases to parlinmentary approval) to pro-
vide financing totaling SDR 8,603 million (approximately $10.5 billion) have
been made by fourteen countries, in the amounts listed in Table 1 {as of Febru-
ary 17, 1978). Discussions are still in progress with other countries, The pro-
posed 1.8, share of this total is SDR 1,450 million (1.7 hillion). The faeility
will enter into force when the IMF has completed formal financing agreements
for a total of at least SDR 7.70 billion, including agreements with at least six

countries each providing at least SDR 500 million of financing to the facility.

3. Terms of 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 maturity
of 51, years,

Interest, Interest will be adjosted semi-annually, and will be equal to the
vield on 1.8, Treasury securities of comparable maturity (rounded up to the
nearest one-eighth of one percent). A rate of 7 percent will apply until June 30,
1978, bhased on the rates prevailing at the time the facility was agreed.

Denomination of Claims on the IMF, Special Drawing Rights,

Liquidity of Claimg on the IMF. Participants will receive in exchange for
their financing liquid reserve claims on the IMF that ¢an be encashed at any
thne upon representation of balance of payments need. Claims may also be sold
to other participants, other IMF members or other transferees designated by the
IMF,

Terms and Conditions on Use of Supplementary Financing by IMF Members

Eligibility. There are basically three eriteria: (a) the member’'s balance of
payments financing need must be greater than its remaining access to regular
IMF resources:; (b) the member's problems must justify an adjustment and
repayment period longer than applies to the regular IMF resources; and (¢)
the member must provide n detailed economic program that the IMF is satis-
fied is adequate to solve the country’'s problems and is compatible with the
IMF's policies on use of its resources in the upper (more conditional) eredit
tranches,

Arecss. Access will parallel access to the IMF's regular credit tranches g
Extended Fund Facility. In conjunction with use of regular eredit tranches, :
eligible wember's aceess to supplementary financing will initially be in an
amount approximately equal to its quota in the IMF. The proportions of quota
that ean be drawn in connection with each credit tranche are shown in Talle 2.
Supplementary finanecing will be made available in amounts up to 140 percent
of quota in coujunction with use of the Fund's Extended Fund Facility. The
IMF may decide to provide larger amounts of finanecing in special eirenm-
stances,
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Perind of Availability. Members will be able to apply to the IMF for use of
the facility at any time within two years of the date the facility enters into
force. This period will be reviewed and may be extended for a third year.
Drawings will normally be made over two to three years, provided that all
drawings must be completed within five years of the facility's entry into force.

Repayment. Repayment of drawings under the supplementary facility will
be made in equal semi-annual installments beginning not later than 314 years
and completed not later than 7 years from the date of drawing.

Charges. Charges on drawings under the supplementary facility will be equal
to the rate of interest paid on financing provided to the facility, plus a margin
that will average slightly less than one-quarter of 1 percent, The margin will
be used to meet IMF administrative expenses in connection with operations
of the facility,

PARTICIPATION IN AND COMMITMENTS TO IMF SUPPLEMENTARY FINANCING PACILITY

Approximate

dollar
SDR  equivalent ! As percen
{million) (million) of totat

Industrial countries:
] ] e can 150 183
Canada N L S SR
Germany ...
Japan . ..
Netherlands.............
Switzerland. ..........
United States

——
00 O P LN A Ll =

w
| R o~ —

Subtotal. ...

|

0il exporting countries:
{1 || e :
Qelsr .........
Saudi Arabia. . .
Venezuela e
United Arab Emirates
Kuwait -
iRt s v s

()

8.0
1.2
3.9
5.7
L7
4,6
2.6

7

-~
-

Subtotal
£ LI S R T A e 8603 1 100.0

UAR dollar per SOR rate of §1.22 (the rate for Mar. 15, 1978).

TABLE 2.—RELATIONSHIPS BETWEEN DRAWINGS ON SUPPLEMENTARY FINANCING AND IMF CREDIT TRANCHES

[Percent of quota)

Parallel drawings available from
supplementary financing facility

Before
amendment  After amend-
of IMF ment of IMF
Drawings on credit tranches articles articles

First credit tranche Bl iy B . s e e
Second credit tranche. .. ... ieteit B e v et el g 34
Third credit tranche. .. .._... . s a y e  E Td & s 3 34
Fourth credittranche__ .. ... ... ....... = oE . M

102

Explanatory note: As part of the Jamaica agreement on monetary reform in January 1976, countries’ potential access to
the credit tranches was temporarily expanded by 45 percent, so that each credit tranche is temporarily equal to 36.2 ¢
percent of quota, This expansion will lapse when the amendments to the IMF Articles of Agreement now in process o
ratification take effect, and each credit tranche will then revert to 25 percent of quota. As long as this temporary expansion
is in effect, drawings of supplementary financing will be available only in connection with drawings on the upper credit
tranches, and in an amount equivalent to 34 percent of quota in conjunction with drawings on each of the second, third,
and fourth credit tranches. After the temporary expansion in credit tranches lapses, drawings of supplementary financing will
be permitted in conjunction with drawings on the first credit tranche, in an amount not to exceed 1214 percent of quota,
and drawings of the equivalent of 30 percent of quota will be permitted in conjunction with drawings on each of the three
upper credit t-anches. No drawings of supplementary financing will be permitted unless a country has agreed with the IMF
on a program extending into the upper credit tranches. The amounts available in conjunction with drawings on the upper
credit tranches will be subject to review by the fund from time to time, and may be modified in light of the relative availa-
bility of supplementary financing and regular IMF resources.
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[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 all members
of the IMF, ean we expect that they will be drawing from this faecility ?

Answer: Any member of the IMF which qualities on the basis of balance of
payments need and willingness to adopt the appropriate stabilization measures
in conjunction with an IMF borrowing arrangement would be eligible to draw
under this Facility. It is not possible at this time to prediet which particular
commtries would be deawing from the Facility.

Question No. 2: Will there be any considerations at all to the social conditions
within the countries in question or is the IMF closing its eyes to the human
rights situation in these countries?

Answer: Conuntries seeking IMF financing are by definition in balance of pay-
ments diffieulty. They need to stahilize their economies and adiust their payments
positions—thereby restoring their ability to attraet eapital. Without IMF assist-
ance, countries may feel compelled to impose add'tional economic restrictions—
protectionist trade measures, exchange controls, excessive domestic inflation—
which ecan impose harsh burdens on the poor. In contrast, a country seeking to
correct its problems with the help of IMF financing designs, in cooperation with
the Fund, a stabilization program that is both suited to the borrower's own ¢ir-
enmstances and consistent with its obligations to follow internationally respon-
sible policies. In cooperntion with the IMF, countries ean establish the economic
stability that is necessary to sustainable growth and improved living conditions
for all its citizens. The effect and purpose of TMF programs is to help create the
economic conditions in whieh the well-being of the citizens of member countries
c¢an be improved, and their basic human needs better fulfilled rather than
deprived.

Question No. 3: The balance of payments problem for many of these conntries
is linked to their own internal domestic economic system. How can you separate
the human rights factor. which is a part of this internal economic system, from
purely economic considerations,

Ansiwwer: We believe that the TMF, by promoting a sound, open and growing
world economy, makes a very valnable contribution toward a world economic
environment that is sunportive of U.S, human rights and human needs objec-
tives. However, IMF procrams are directed toward broad maeroeconomic ob-
jectives which will help to ensure that the problem causing the need for IMF
financing is corrected, and not to conntries' policies with respect to human
rights. Tt wonld be hevond the IMF's charter and ecapabilities for it to attempt
to become involved in the socinal and political rolicies of its members, and such
an effort wonld he damacing to the TMF's economie purpoces and obiectives.

Queation No. 4: In his testimony on behalf of this facility before the House
Banking Subeommittee on International Trade, Investment and Monetary Policy,
Arthur Bnrns stated :

“It is not possible to state precisely how large an addition to the ITMF's
finnneinl resonrees will be reamired to deal ndequatelv with external finaneing
problems over the next several vears. or how mnch of the amount poten-
tinlly available nmder the Witteveen Faeility will actually be needed.”

Tt seems to me that you are committing the United States to an endeavor which
eomld nrove to e more eostly and in fact conld actnnlly e ineffective in address-
ing the halance of payments problem. Would you care to comment on Dr. Burns’
«tatement ?

tngwer: T won'd agree with Dr. Burns that it is not possible to state precisely
what the reanirements for additional IMF resources over the next few vears
will he. One cannot nredict with eertainty inst what the demand for IMF finane-
ing will e during this period. Drawings on the Fund during the last three yvears
(197519771 totalled more than $17 hillion. and the potentinl demands on Fnnd
resonrees (during the next few vears are even Inrger. The £10 hillion committed
nnder the Witteveen Faeility is veeded to help enable the Fund to meet those
demands, Tt is vital that the TMF have—and be knowen to have—adennate re-
onrees in reserve to meet whatever nrgent nroblems may arise, even if it turns
ont that less than the full amount is actnally drawn.

The only cost to the 118, that conld resnlt from T8, participation in the Fa-
cility wonld be related to exchange rate changes. An exchange valuation loss to
the 17.8. would ocenr if the dollar were to appreciate in terms of the SDR—the
unit in which our elaims with the IMF are denominated—over the period of T1.8,
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participation in the Facility. In this event, the U.S. could receive in repa,\‘nnjslt
fewer dollars than it had transferred to the IMF. Appropriation of a $200 mi]lu‘nf
contingency reserve to meet such losses is included in the President’s proposed l~1
1978 Supplemental. There will be no interest cost to the Treasury from U.B.
transactions under the Facility. The IMF will pay interest to the U.S. at rates
slightly above those paid on Treasury securities of comparable maturity (the
rate of interest paid by the IMF will be adjusted periodically to reflect changes
in market rates). 3 .

The potential benefits to the United States from our ]mn%m]luliuu in ':h‘e
Witteveen Facility far outweigh any costs which we might incur. The U.S
econonmy depends heavily on, and benefits greatly from, the illll‘!‘l!:lﬁ()l{:ll mone-
tary system, which provides the framework for world trade and financial flows.
A great deal of U.8. economic activity, in a wide variety of produets, depends on
export markets overseas. For example, our exports account for on the order of
one-sixth of manufacturing jobs and nearly one-third of farm acreage and the
dollar is the principal currency in the international monetary system.

The international monetary system is currently under serious strain. Pay-
ments imbalances nmong nations are large, and there is a danger that, without
adequate balance of payments financing, countries will be forced to take exces-
sively harsh and restrictive measures which could harm the U.S. Confidence in
the system is low and growth policies are hesitant. The Witteveen Facility is
designed to reinforce and promote confidence in the system by temporarily
increasing the resources of the International Monetary Fund, our principal
instrument for assuring a stable and smoothly functioning monetary system. By
strengthening the IMF—and thus streagthening the monctary system and the
wworld economy—the Witteveen Facility 1will help assure a sound, growing U.S.
ceonom y and a stable dollar.

Question No. 5: How long can we expect the oil-producing countries to run a
sirplus? 8o we ean expect this problem to exist at least that long?

Ansiwcer: There continnes to be a great dzal of uncertainty regarding the major
factors that will bear on the OPEC payments outlook. In broad terms, over the
next few vears increased oil supplies from non-OPEC sources, primarily the
North Sea and Alaska, will result in relatively flat demand for OPEC oil.
Assuming that the price of oil does not inerease in real terms during this period,
the ngeregate OPEC surplus is expected to continue, but probably at gradually
diminishing levels as OPEC imports of goods and services continue to expand.
Over the longer run, however, as the growth in non-OPEC oil supplies slows,
the role of conservation and development of non-oil energy sources by oil im-
porting nations such as the U.8, will become ecritical factors in determining
whether the OPEC eurrent account surplus will return to previously high levels.

Question No. 6 Isn't this facility going to add to the total debt of these coun-
tries and in fact compound the problem or at least postpone the day of reckoning?

Ansicer: The poliey conditions that will be associated with the provision of
finnneing by the Faeility will be designed to help countries correct their balance
of payments difficulties and reduee their financing needs, not add to those needs.
By promoting internationally appropriate adjustment policies on the part of
conntries experiencing severe payvment diffieulties, while providing temporary
halance of payments financing doaring the transition while these policies take
effect, the Witteveen Facility will help eorrect—not compound—the problems
now facing the international finaneial system. By helping to improve the eredit-
worthiness of those countries adopting adjustinent programs, the Faeility will
strengthen the international monetary system to the benefit of all participants in
this svstem. inendine the United States.

Question No. 7: If the major feature of this facility is the adjustment policies
which the IMF will force these countries to undertake, rather than adding to
their debt, why aren't we ins‘sting that thev take these corrective measures
before they ecan receive any financing from the IMF

Answer: Financing provided under this Facility will be made available only in
conjunction with the adoption by the borrowing member of a stabilization pro-
gram designed to correct the member's payments problems and enable it to repay
the loan.

Financing authorized by a borrowing agreement under this Facility will not
be made available all at once, but will be phased over a period of two to three
years, during which time the IMF will monitor the mémber's performance under
the borrowing agreement.
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Question No. 8: Just exactly what are these adjustment policies you want these
countries to undertake?

Answer: The conditions of the IMF programs, which are developed in a process
of discussion and negotiation between the Fund and the borrowing member, are
usually related to broad macroeconomic objeetives: such things as the size of
the public sector deficit, the growth in monetary aggregates, the current account
deficit, the level and maturity of external borrowing, exchange rate policies, and
trade and payments policies. In certain cases, where governmental programs, e.g.,
subsidies on imported goods, have seriously distorted the economy and have had
important balance of payment costs, IMF programs have, by agreement with the
government, included eriteria related to changes in such programs. IMF programs
are designed to ensure that the problem causing the need for IMF financing is
corrected, in an internationally 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 bas'c rule in the IMF’s Articles of Agreement is that decisions of
the Fund are taken by a majority of the votes cast. When this basic rule applies,
as it does in decisions on financing to individual countries, the United States does
not have a veto power,

There are, however, decisions in the Fund which are taken by a special ma-
jority, i.e., & majority other than a majority of the votes cast. Under the present
Articles, these special majorities include absolute majority, two-thirds, three-
fourths, four-fifths and eighty-five percent of the total voting power, as well as
a unanimous vote. Decisions of an important policy character—such as an in-
crease in IMF quotas—generally require a majority vote of four-fifths (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, providing for 67,250
votes, or 22.66 percent of total voting power. Under the Sixth Quota Review—
expected to take effect shortly—the U.S. gquota will increase to SDR 8,405 mil-
lion and our total votes in the IMF to 84,300. Our share of total voting power will
decrease to 19.87 percent. Concomitant with this decrease, however, the special
majority required for decisions of major policy importance has been raised under
the Second Amendment to eighty-five percent of total voting power, preserving
our veto power on such decisions.

Question No, 10: This facility is considered essential for the short term prob-
lem, but for the long term you would expect permanent increases in the IMF
fquota structure. Is that correct? So in effect, this is not a one shot deal, we
are going to be addressing this specific problem for some time to come?

Answer: It is correct that the Witteveen Facility is designed to provide tem-
porary additional financing to the IMF during the next two-to-three years, and
that, over time, increases in the IMF quota structure should be anticipated in
order to enable it to meet future balance of payments financing requirements.
The Facility is designed to reinforce the IMIF's ability to meet world balance
of payments financing needs aud promote economie stabilization by member coun-
tries in a period of extraordinary imbalances, in the process strengthening and
promoting confidence in the international monetary system.

The Facility cannof, however, eliminate the imbalance between the OPEC
surplus countries and the oil importing world. This can come about only throngh
effective programs by the 1.8, and others to conserve energy and develop alter-
native energy supplies, and through continued growth in the capacity of oil
exporting nations to absorb goods and services produced in the oil importing
world. The Administration’s energy program is a major step in the direction of
reduced U8, dependence on imported energy.

Question No, 11: Why is this not a bail-ont for private banks?

Ansiwer: The Witteveen Facility 1cill not “bail-out” either countrics or banks.
It is not for the purpose of paying off old debfs—to banks or otherwise. Rather
it iz to enconrnge conntries which eurrently face large balance -of-naymenis
deficits—resulting from domestic economic distortion, excessive imports, or other
factors—to adopt sound adjustment measures. Without adequate official finane-
ing to eover the transition period while these adjustment measures take effect,
there is n danzer that countries will feel it necessary to deal with these deficits
by excescive deflation or imposing protectionist measures—steps which wonld
be harmful to the T.8,
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Typiecally, IMF financing does not cover a country’s full balance-of-payments
requirements but some lesser amount. Thus a country must expect to meet the
uncovered portion from other sources—further private borrowing, use of reserves,
and other sources. IMF financing agreements help to improve confidence in a
borrowing country’s prospect which helps to keep private funds fHowing.

Past experience with IMF credits demonstrates clearly that lending from
private banks tends to increase after a stand-by arrangewment is reached with
the Fund rather than declining. In the period 1970-75, the IMF negotiated
stand-by agreements providing about $2.7 billion. After these agreements were
sigued, net lending by the private market in the 35 countries involved inereased
by nearly §59.6 billion during the period covered by the agreements.

The Facility will strengthen the international mon tary system by improving
the creditworthiness of those countries adopting adjustment programs. In-
dirvectly, this strengthening of the system benefits all participants in the inter-
national economy—including American fndustry, workers, Jarmers, and con-
Ewmeers as wecll as banl s,

Question No. 12: Under Secretary Solomon testifying before the Banking Sub-
committee, stated thai there are a few countries that have reached the limits, or
iare close to reaching the limits, of prudent borrowing from the private banks.
My question is, that if you have countries who are currently in such a severe
deficit situation that they no longer have access to private lending markets, not
to mention official lending markets. If they do not have this additional facility or
aceess to this additional facility, they are precluded from additional private
financing, They will not be able to meet their current debt obligations, some of
which are to private financial institutions. They would then be in a default
situation, would they not?

Answer: Sueh countries would certainly be in serions difficulty, but default
would not be the only, nor necessarily the most likely, alternative open to them.
Countries that are approaching the limits of their ability to borrow in private
markets mnst be assured of adequate financing while they implement adjustment
measures and until these measures begin to have an effect. Without adequate
finanecing, such countries could be compelled to implement unduly restrictive
domestic economic measures, protectionist trade and capital resirictions, or
aggressive exchange rute practices in order to reduce sharply their 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 intro-
ducing them. To defend against this danger, and to promote orderly and inter-
nationally responsible adjustment, adequate official balance of payments finane-
ing must be available to supplement other sources of financing during the transi-
tion while adjustment takes effect. 1 should emphasize that there are only one
or two countries which are actually approaching a default situation, The purpose
of the proposed facility is to encourage countries to adjust before their credit-
worthiness in private markets runs out.

Question No. 13: Mr. Secretary, you have said the U.S. would be able to draw
on the Witteveen Facility upon a showing of need. Would this not require the
U.S. to show a need for financing in excess of its existing quota ?

Answer: Yes, In order to draw from the Witteveen Facility, the U.8,, like any
other IMF member, would have to meet the eriteria for eligibility, among which
is the requirement that its financing need from the Fund “exces (s the amount
available to it in the four credit tranches.” (Credit tranche access currently
equals 145 percent of quota, but will revert to 100 percent of quota shortly when
the quota increase agreed under the Sixth General Review takes effect), In the
event of a balance of payments need, however, the 1.8, could request immediate
encashment of its claims on the IMF arising from its participation in the Facility
before contemplating borrowing from the Facility.

Question No. 14: Would we not have to go through our credit tranches before
drawing on the Facility? Is this the sort of event—a draw by the 1.8, —that was
contemplated when the Facility was negotiated ?

Answer: There is no requirement that a member dra wing on the Facility must
have already utilized its access to IMF financing under the regular credit
tranches. It is, in fact, anticipated that eligible members will draw on the Faecility
in conjunetion with drawings on the credit tranches.

A drawing by the U.S. was not contemplated, but the U.S. would. of course,
be eligible to draw if it met the criteria, as would any IMF member,
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Question No, 15: Mr. Secretary, on page 3 of your statement you state that the
Facility “will encourage nations in difficulty to take the kind of stabilization
measures that are in keeping with a liberal and open international trade and
payments system.”

Is the OPEC cartel “in keeping with a liberal and open international trade and
payments system?”

Answer: The OPEC cartel is clearly not in keeping with a liberal and open
international trade and payments system. Its existence and market power must
be viewed, however, in terms of the nature of the demand for oil, particularly its
low price elasticity, and the greatly increased dependence of the oil importing
countries on a limited number of oil exporting producers. The appropriate re-
sponse to this situation by oil importing nations, which is embodied in the Admin-
istration’s energy program now before Congress, is to reduce dependence on for-
eign oil through conservation, increased domestic oil production, and development
of alternative energy supplies.

It is particularly important that, while such measures are being taken, we
ensure that adequate official balance of payments financing be available to coun-
tries experiencing payments difficulties. Without such financing, countries could
be forced to take excessively harsh and restrictive measures which would erode
the liberal trade and payments system which is of vital importance to U.S.
economic prosperity. The Witteveen Facility is aimed at helping to assure that
such financing is available,

Question No. 16: Should we not address the problem of OPEC and press the
cartel to adjust rather than ask the rest of the world to adjust to the cartel?

Angwer: The United States has concluded an extensive and continuing dialogue
with the key oil exporting countries—both multilaterally with other consuming
countries and biloterally—ever gince the ahrupt inereases in the priee of oil in
late 1973, early 1974. At the Washington Energy Conference in early 1974, repre-
sentatives of the major eonsuming countries met to diseuss the oil price situation.
leading to establishment of the International Energy Agency. The multilateral
part of the dialogue continued in Paris over a two-year period in the Conference
on International Economie Cooperation, and we had numerous bilateral consulta-
tions with oil exporting countries.

In this dialogue, we have attempted continuously to make clear the conse-
quences of petions taken by the cartel as well as the implications of actions they
were considering, such as price increases. In the CIEC, for example, we believe
that we were successful in convineing the OPEC that their actions had played a
maior role both in depressing demand in the industrial countries and in increasing
inflationary pressures. Similarly, meeting recently in Caracas, the major export-
ing nations were snceessful in preventing an OPEC decision on further increases
in the price of oil. Continued success in these efforts, however, will depend on our
ability to limit our own demand for energy imports, which underlines the impor-
tance of the comprehensive energy legislation now before the Congress.

Question No. 17: Would our exports not bhenefit immensely if we conld reduee
the price of oil and free those funds to purchase our exports rather than OPEC
oil?

Answer: There is no question but that the 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 countries to devote
a major portion of their foreign exchange earnings to the purchase of OPEC oil.
Furthermore, growth in many countries is significantly below that of the 17.8..
which further limits our exports to them.
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